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Balance  Sheet  of  Business 


"What,  in  six  words,  is  the  general  condition  of  business?"  This  is  doubt- 
less a  legitimate  question, — perhaps  easier  to  answer  for  oneself  in  one  word 
than  in  six.  However,  the  l)asis  for  an  answer  is  suggested  in  the  following 
summary  which  reflects  the  views  of  a  large  number  of  business  men  on  or  about 
August  first. 


Resources 

Crop  Yield 

Average  or  better  except  cotton 

Prices 

Increasing  stabilization   of  general  price 
level 

Money  Rates 

Commercial  paper  rates  lower 
Capital  terms  easing 

Wage  Rates 

Reduced — downward  tendency 

Bank  Reserves 
Stronger 

Business  Failures 
Tendency  to  decline 

Stocks  of  Merchandise 

Reported  seasonally  small  except  in  partic- 
ular lines 


Transportation 

More  efficient 

Government  settlement  promised 

Raw  Materials 
Plentiful 

Psychology 

Self-delusion  reduced 


Liabilities 

Volume  of  Business 

Average  reported  one-third  below  '20 

Prices 

Some  too  high,  others  too  low  in  relation  to 
general  level 

Taxation 

High  rate 
Uncertainty 

Labor  Costs 

Too  high  in  relation  to  output 

Management 
Waste 

Business  Failures 
Still  too  numerous 

Foreign  Trade 
Reduction  in  exports 
Maladjustments  of  business  at  home  and 

abroad 
Dislocation  of  exchange  rates 
European  fiscal  policies 
Internal  ional  jealousies 

Transportation 
Rates  too  h  igh 
Uncertainty 

Tariff 

Unsettlement 

Government  Policy 

Too  much  government  in  business 


The  Meaning  and  Manner  of  Business  Revival 

Complementary  Facts  and  Findings 

By  the  Editor-in-Charge 

WHOEVER  thinks  that  business  is  destined  to  disappointment,  if  not 
revival  means  the  return  of  such  grief.  It  can  be  assumed  that  any  re- 
profits  as  accompanied  the  rise  of  vival  of  business  in  the  United  States 
prices  from  October,  1915  to  May,  1920,  will  be  worked  out  under  a  capitalistic 
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order  ami  that  the  institution  of  private 
property  will  underhe  the  processes  of 
producing  and  apportioning  the  nation- 
al income.  The  mandate  of  the  last 
presidential  election  and  the  weakened 
position  of  Bolshevism  are  sufBcient 
warrant  for  such  an  assumption.  But 
assuming  a  continuation  of  the  capital- 
istic order  is  very  different  from  assum- 
ing a  return  of  war  orders  for  Ameri- 
can goods. 

The  Meaning  of  Business  Revival 

To  those  who  think  in  terms  of  credit 
cycles,  business  revival  means  the  be- 
ginning of  a  long  swing  movement  of 
business  expansion.  Tliough  day  to 
day  fluctuations  in  business  deserve 
noting,  as  do  seasonal  changes,  the 
revival  of  business  means,  rather,  the 
beginning  of  a  distinct  phase  of  a  credit 
cycle  which  requires  several  years  to 
work  out. 

The  earmarks  of  the  expansion  phase 
of  a  credit  cycle  are  familiar.  Prices 
rise.  Expenses  do  not  keep  pace  with 
the  rise  in  commodity  prices.  Business 
is  therefore  profitable.  Encouraged 
by  larger  profits,  business  men  increase 
bank  loans.  They  add  to  buildings 
and  equipment.  They  get  their  busi- 
nesses into  an  unliquid  condition. 
But  for  the  time,  business  is  good. 

The  contraction  phase  of  the  credit 
cycle  is  all  too  familiar.  Expansion 
cannot  go  on  indefinitely.  Bankers  arc 
forced  to  refuse  or  discourage  loans  in 
order  that  reserves  may  not  be  im- 
paired. Many  business  men,  expecting 
to  renew  loans,  find  that  they  cannot  do 
so.  They  are  required  to  begin  liquid- 
ating their  obligations.  For  tho.se  who 
cannot  borrow  or  liquidate,  bankruptcy 
is  the  next  step.  A  reaction  from  good 
times  is  earmarked  by  falling  prices. 
Kxi>en.ses  lag  behind  i)rices;  profits 
decrease  and  inventories  disclo.se  losses. 
Unemployment  comes.  Business  is 
depressed.        With       smaller       profit 


comes  a  contraction  in  ambitions  for 
new  ventures  and  activities.  There 
is  difficulty  in  borrowing,  reluctance 
to  make  commitments  and  greater 
care  in  management. 

In  the  past  business  contraction  has 
been  self -limiting.  With  a  reduction  in 
loans  and  consequent  increase  of  re- 
serves, banks  were  led  to  make  terms 
easier.  Eflficient  concerns  built  up  a 
new  credit  structure.  Gradually  bor- 
rowers became  ready  for  new  activities. 
Failures  declined  and  employment 
picked  up.  Prices  became  more  stable 
and  foreseeable.  They  even  began 
to  rise.  Business  became  profitable. 
This  is  a  description  of  what  has  hap- 
pened when  American  business  has  re- 
vived after  depressions  of  the  past.  It  is 
the  situation  that  is  usually  indicated 
by  those  who  look  forward  to  the  re- 
vival of  American  business.  However, 
to  those  who  think  of  business  revival 
as  involving  something  more  than  the 
immediate  situation,  that  is,  the  funda- 
mental causes  of  business  activity  and 
national  prosperity,  this  volume,  in 
spots  at  least,  may  be  suggestive. 

Revival  Predictions  Are 
Hazardous 

What  business  revival  means  is 
reasonably  well  understood.  Interest 
centers  rather  about  the  time  when 
revival  is  to  come.  Business  revival 
does  not  shoot  up  over  night.  It  is 
therefore  necessary  to  .serve  notice  that 
the  editor-in-charge  has  made  no 
attempt  to  conduct  a  soothsaying  de- 
])artment,  particularly  as  manuscripts 
were  sought  over  two  months  before 
the  release  date  of  this  volume. 
Soothsaying  is  hazardous. 

If  business  revival  were  now  a  matter 
of  history's  repeating  it.self  with  math- 
ematical accuracy,  a  statistical  chart 
would  be  more  serviceable  than  pages 
of  discussion.  Statisticians  have  pre- 
dicted  the   time   of   business   revival. 


Meaning  and  Manner  of  Business  Revival 
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The  Review  of  Economic  Statistics,  pub- 
lished by  the  Harvard  University  Com- 
mittee on  Economic  Research,  stated 
on  October  25, 1J)''2(),  "We  conckidethat 
the  Hquidation  in  commodity  markets 
will  come  to  an  end  al)out  ten  months 
from  last  June,  the  month  when  inter- 
est rates  reached  their  peak,  or  by 
April,  19!21."  In  the  January  25,  1921 
number  the  Review  began  to  hedge. 
As  late  as  April  25,  1921,  the  Review 
stated  that  "the  movements  for  March 
of  the  curves  of  our  index  chart  give  us 
grounds  for  believing  that  the  period  of 
general  declines  of  business  and  com- 
modity prices  may  be  near  its  end.' 
By  May  25,  however,  the  Review  con- 
cluded that  "there  is  nothing  in  the 
latest  movements  of  the  three  curves 
to  indicate  how  soon  the  final  read- 
justments will  come  to  an  end.  This 
will  depend  principally  on  the  move- 
ments of  Curve  C,  rates  of  commercial 
paper,  or  rather  on  the  conditions  which 
these  rates  reflect." 

The  appointed  time  for  business 
revival  has  come  and  gone.  The 
business  situation  is  still  spotted  (in 
August).  Something  is  wrong.  The 
statistics  used  are  as  reliable  as  any 
available.  But  a  monkey-wrench  has 
been  thrown  into  the  statistical  machin- 
ery. Call  it  the  unpredictable  new 
factors  growing  out  of  the  war,  the 
"vagaries  of  the  social  mind,"  the 
operation  of  the  Federal  Reserve 
System  or  anything  else — the  fact 
remains  that  new  factors  or  new  com- 
binations of  factors,  or  both,  have 
up:?et  the  assumption  of  history's  re- 
peating itself  with  the  mathematical 
certainty  that  makes  prediction 
possible. 

Statistical  Data  Not  to  Be  Dis- 
carded Entirely 

Though  statistical  forecasting  of 
business  revival  is  almost  as  dangerous 
as    playing    "hunches,"    statistics    do 


show  trends  of  development  and  are 
not  to  be  discarded  entirely.  Just  as 
the  control  of  big  business  is  a  statis- 
tical control,  so  too  must  anything  more 
than  a  "feeling"  about  business  trends 
be  based  on  the  widest  possible  obser- 
vations. Such  observations  are  statis- 
tical. The  trend  of  data  on  wholesale 
and  retail  prices,  interest  rates,  money 
rates,  security  values,  foreign  exchange, 
imports  and  exports,  railway  tonnage, 
business  failures,  unemployment,  wage 
scales,  bank  reserves  and  clearings  are 
still  to  be  noted  and  interpreted. 

That  the  drop  in  prices  has  been 
worldwide  is  shown  in  Table  IV,  page  x. 
It  is  a  hopeful  sign  that  the  fall  in  the 
general  level  of  prices  in  the  United 
States  is  slowing  down.^  It  will  be  a 
still  more  hopeful  sign  when  the  index 
numbers  of  particular  classes  of  com- 
modity prices  show  less  spread  from  the 
"all  commodity"  index  number. 
Then  one  of  the  most  important  harbin- 
gers of  business  revival  will  have  come. 
Diminution  of  spread  will  mean  that 
the  relation  of  businesses  to  one  an- 
other is  approaching,  or  has  reached, 
an  equilibrium.  The  actual  trend  of 
wholesale  prices,  up  to  press  time,  can 
be  noted  in  Table  I  following. 

Retail  prices  always  lag  behind  a 
drop  in  wholesale  prices.  They  are  of 
interest  chiefly  in  connection  with  the 
cost  of  living. 2  The  figures  on  page  viii 
are  therefore  of  interest.  Food  con- 
stitutes a  very  large  percentage  of  the 

'  The  index  numbers  published  by  com- 
mercial reporting  agencies  for  July  show  a  slight 
increase.  The  Bureau  of  Labor  Statistics'  all 
commodity  index  number  of  wholesale  prices  was 
148  for  July,  showing  no  change  as  compared 
with  the  June  number.  It  seems  safe,  therefore, 
to  say  that  a  pause  at  least  has  come  in  price 
recession  in  the  United  States.  Newspaper  re- 
ports show  that  the  same  situation  obtains  in 
Britain. 

^  Changes  in  cost  of  living  in  the  United 
States  from  June  and  December,  1920  to  May, 
19:21  are  detailed  in  the  July,  1921  number  of  the 
Monthly  Labor  Review,  page  105  if. 
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IX 


Tabijo  II 


Index  iminlMMs  of 
wlioU'salc  prices 
all  commodities 


Index  niiml)ers  of  retail  prices 
of  the  twenty-two  principal 
articles  of  food  in  the  United 
States;  all  articles  combined 


19^0 

May 

June 

July 

August .  .  . 

September 

October . . 

November 

December 
1921 

January . . 

February  . 

March  .  . . 

April .... 

May 

June 


272  [Peak] 

2G9 

262 

250 

242 

225 

207 

189 

177 
167 
162 
154 
151 
148 
45 . 5%  decline  from  peak 


[Peak] 


215 
219 
219 
207 
203 
198 
193 
178 


172 

158 
156 
152 
145 

144 
34.2%  decline  from  peak 


Compiled  by  the  Bureau  of  Labor  Statistics. 


family    expenditures    of    most    wage 
earners'  families. 

The  trend  of  commercial  paper  rates 
is  regarded  by  statisticians  as  one  of  the 
most  significant  of  the  indices  of  busi- 
ness revival.    Commercial  paper  rates, 


at    the    time    of    writing,    stood    as 
indicated  below. 

Foreign  exchange  rates  are  likely  to 
be  governed  chiefly  by  price  levels 
ruling  in  different  countries.  The 
parity  of  exchange  is  likely  to  be  a 


Table  III 


January . . 
February . 
March  .  . . . 

April 

May 

June 

July 

August .  .  . 
September 
October . .  . 
November 
December . 


Rate  on  four-to-six  months 
paper  (Units  of  one  per  cent) 


1920 


6  06 
6.53 
6.88 
6  97 
7.38 
7.95 
8.09 
8  25 
8  16 
8.12 
8.08 
8.00 


1921 


7.94 

7  88 
7.75 
7.72 
7  15 
7.03 


Rate  on  sixty-to-ninety  day 
paper  (Units  of  one  per  cent) 


1920 


6  00 

6  41 
6.68 
6.81 

7  16 
7.72 

7  84 

8  00 

7  97 

8  00 
7  92 
7.88 


1921 


7.81 
7.75 
7.62 
7.56 
6.92 
6  69 


Harvard  Economic  Review,  June  25,  1921,  p.  139. 
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purchasing  power  parity  rather  than 
the  okl  mint  par.^  Table  IV  is  therefore 
of  interest  as  bearing  on  exchange  rates. 
It  shows  that  the  process  of  deflation  in 
the  principal  countries  has  gone  farthest 
in  the  United  States  and  next  farthest 
in  the  United  Kingdom.  In  France 
and  Italy  prices  were  still  fearfully  high 
in  March.'* 

Imports  and  exports,  railway  ton- 
nage, wage  changes,  bank  reserves  and 
clearings  appear  in  the  newspapers  and 
other  generally  read  publications  with 
such  regularity  as  to  make  it  unneces- 
sary to  cite  these  statistics  here.  In- 
formation on  the  trend  of  security 
values  is  likewise  a  matter  of  daily 
reading.  One  warning,  however,  is  in 
point — that  the  frequency  of  reports  on 
security  values  may  obscure  a  view  of 
the  longer  swings  of  the  market. 
Securities  will,  of  course,  appreciate  in 
value  with  a  lowering  of  interest  rates 
and  a  cessation  of  dividend  passing. 
That  is,  a  rise  in  security  values  is  a 
mark  of  business  revival. 

The  trend  of  business  failures  re- 
ported is  worth  marking  carefully, 
even  though  not  all  of  the  "  lame  ducks  " 
have  been  caught  up  in  such  a  tabula- 
tion as  the  following — thanks  largely  to 
the  unremitting  efforts  of  the  banks. 
There  is  a  tendency  for  the  number  of 
failures  to  decline.  This  is  hopeful. 
But  the  monthly  mortality  is  still  too 
high  to  warrant  enthusiasm. 

'  For  a  discussion  of  this  point  see  paper  in  this 
volume  by  George  M.  Reynolds  and  particu- 
larly the  mathematical  calculations  in  an  article 
by  Henry  A.  E.  Chandler  in  the  May,  1921  num- 
ber of  Commerce  Monthly — published  by  the 
National  Bank  of  Commerce  in  New  York — 
which  is  entitled  "Discussion  of  Some  Funda- 
mental Factors  in  Foreign  Exchange  Fluctua- 
tions." 

*  Newspaper  reports  as  to  price  changes  in 
foreign  countries  as  of  July,  19'21  show  material 
reductions,  but  the  relative  positions  of  the 
United  States,  Britain,  France  and  Italy  remain 
unchanged. 


Table   V 


Business  Failures 

Bradstreei 

{Units  of  one  failure) 

1920         1921 


January . . . 
February . . 
March  .  .  .  . 

April 

May 

June 

July 

August .  .  .  . 
September . 
October .  .  . 
November 
December . 


503 
434 
505 
474 
453 
571 
593 
633 
654 
856 
1056 
1731 


1998 
1436 
1506 
1446 
1338 
1329 
1444* 


Harvard  Economic  Review,  June  25,  1921. 

^Vlien  all  or  most  of  the  statistics 
discussed  in  this  section  give  evidence 
of  improvement,  then  any  business  man 
can  assure  himself — and  with  a  small 
margin  of  probable  error — that  busi- 
ness revival  isforeseeable,  if  notat  hand. 

The  Two  Views  as  to  the  Rela- 
tion or  Foreign  Trade  to  Busi- 
ness Revival 

It  is  not  uncommon  to  hear  that  the 
decline  in  the  export  trade  of  the  United 
States  has  been  the  chief  cause  of  the 
recent  business  depression  and  that  the 
way  to  business  revival  lies  in  the  resus- 
citation of  exports^ — with  a  pulmotor  if 
necessary.  Proponents  of  the  Hundred 
Million  Dollar  Foreign  Trade  Financing 
Corporation  have  been  particularly 
definite  in  uttering  this  opinion.  It 
is  urged  that  American  goods — partic- 
ularly equipment  and  raw  materials 
— must  be  sent  to  Europe  to  relieve  the 
American  market  and  to  assist  Euro- 
pean nations  to  "come  back."  It  is 
contended  that  "failure,  distress  and 
disaster  there  will  mean  failure,  dis- 
tress and  disaster  here."  Generaliza- 
tions about  the  importance  of  exporting 
to  Europe  are  too  well  advertised  in 
public    prints    to    require    repetition. 

'  Newspaper  report  by  Bradstreet. 
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They  l^a^•e  been  urged  so  often  that 
their  authors  and  some  part  of  the 
general  puhhe  seem  to  beheve  them 
impheitly. 

Enthusiasts  have  woven  into  plans 
for  tlie  deveIoj)ment  of  foreign  trade  a 
charming  pattern  of  romance,  which 
seems  to  be  colored  with  illusions  as  to 
its  quantity  and  delusions  as  to  its 
importance.  Therefore,  it  cannot  dis- 
tort the  perspective  of  business  men  to 
state  another  view  point  or  to  empha- 
size the  hard  and  particular  facts  about 
the  foreign  trade  of  the  United  States. 

In  an  address  that  has  aroused  such 
wide-spread  attention  as  to  justify  its 
inclusion  in  this  volume,®  Mr.  George 
M.  Rej'nolds  has  stated  certain  prop- 
ositions which  seem  often  to  have  been 
overlooked.  Admitting  that  foreign 
trade  for  the  United  States  is  both 
necessary  and  desirable,  he  points  out: 

(1)  That  this  trade  is  likely  to  be 
governed  by  American  needs  for  par- 
ticular imports,  and  by  particular  ad- 
vantages in  the  production  of  certain 
classes  of  goods  for  export ; 

(2)  That  more  emphasis  has  been 
placed  on  what  the  United  States  can 
do  for  Europe  than  on  what  European 
countries  can  and  must  do  for  them- 
selves ; 

(3)  That  the  export  of  American 
capital  must  be  considered  not  only  in 
relation  to  Europe's  needs  but  also  in 
relation  to  America's  needs. ^ 

(4)  That  export  trade  constitutes, 
after  all,  only  a  small  percentage  of  the 
total  volume  of  American  commerce*; 

*  "Capital — Shall  We  Export  It  or  Use  It  for 
American  Business.''" 

^  Professor  Friday's  statement  in  his  article  in 
this  volume  that  "the  necessity  of  exporting 
capital  to  keep  foreign  trade  going  and  thus  the 
wheels  of  industry  turning,  seems  to  me  to  he 
much  exaggerated,"  is  distinctly  in  line  with  Mr. 
Reynolds'  view.  Mr.  Hartley  Withers,  Editor 
of  the  London  Ernnomi.it,  rec-(?ntly  expressed 
views  of  a  similar  nature. 

*  Professor  PViflay  notes  in  his  article  that 
"the  average  income  per  man,  woman  and  child 


(5)  That  if  it  were  necessary  for  the 
revival  of  American  business  to  wait 
upon  the  rehabilitation  of  Europe, 
revival  might  have  to  wait  a  long  time; 

(())  That  the  key  to  business  revival 
lies  rather  in  the  domestic  market  than 
in  attempts  to  perpetuate  abnormal 
exports  such  as  obtained  during  the 
period   1915- 1920. 

Natural  Trends  of  Foreign  Trade 

"Normalcy"  is  a  relative  term. 
But  the  foreign  trade  of  the  United 
States  during  the  calendar  years  1915- 
1920  was  certainly  abnormal  if  related 
to  foreign  trade  before  the  war.  What 
a  more  normal  foreign  trade  will  mean 
in  the  years  that  are  ahead  cannot  be 
predicted  with  precision — there  are  too 
many  variables  for  mathematical  ac- 
curacy of  statement.  The  effect  of 
the  Reparations  Settlement,  the  extent 
to  which  Europeans  will  deflate  their 
currencies,  work,  save,  and  abandon 
imperialistic  cravings  are  among  the 
variables.  However,  to  the  extent 
that  political  policies  permit — whether 
those  policies  are  European,  Far  East- 
ern, or  relate,  to  such  a  question  as  the 
tariff,  whose  schedules  are  likely  to  be 
settled  as  usual  by  log-rolling  and  as 
local  issues — it  .seems  safe  to  predict 
that  more  normal  foreign  trade  for 
the  United  States  will  be  somewhat 
like  that  during  the  period  1900-1913. 
At  any  rate,  the  suggestive  qualities  of 
a  paper  entitled  "American  Trends  in 
Foreign  Trade"  amply  ju.stify  its  publi- 
cation. Factual  correctives  for  loo.se 
generalizations  are  needed  medicine. 

The  Reparations  Settlement  and 
Its  Effect  on  Business  Revival 

One  of  the  most  .serious  of  the  di.s- 
tur])ing    elements    in    the    world-wide 

in  this  country  is  only  about  $500  per  annum. 
Even  a  college  professor's  family  can  consume 
more  than  that!"  This  is  a  rather  nice  implica- 
tion of  the  exi)ansil)ility  of  the  domestic  market. 
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business  situation  is  recognized  to  be 
the  Reparations  Seltlenienl.  Unfor- 
tunately the  Reparations  Settlement 
is  not  settled.  It  is  not  even  under- 
stood by  many  business  men.  The  in- 
genuity of  a  New  York  lawyer  or  the 
intensive  study  of  a  specialist  on  foreign 
policies  is  required  for  an  intelligible 
statement  of  what  the  Peace  Treaty 
and  the  Reparations  Settlement  really 
involve.  Mr.  McDonald  has  given  a 
simple  statement  of  the  facts  of  the 
Settlement  that  should  be  appreciated 
by  the  circle  of  Annals  readers.  It  is 
hard  to  escape  his  reasoning  that  even- 
tually one  of  two  courses  of  action  is 
Hkely,  either  the  enforcement  of  the 
military  sanctions  and  the  break-up  of 
the  German  Empire,  or  such  revision  of 
the  Reparations  Settlement  as  will  per- 
mit unhampered  or  less  restricted 
trade  development. 

It  is  quite  certain  that  the  revival  of 
American  business  is  affected  by  the  so- 
called  Settlement  and  until  it  contains 
less  of  uncertainty  as  to  its  effect,  that 
revival  must  be  somewhat  retarded. 
The  Reparations  Settlement  is  at  least 
one  of  the  grays  in  a  spotted  business 
situation. 

Wanted — A  New  Economy  for  the 
United  States 

That  England  has  been  the  great 
creditor  nation  for  decades  is  a  known 
fact.  That  Britain  has  exercised  a 
major  control  over  world  trade  for 
more  than  two  centuries  is  likewise 
common  knowledge.  Within  half  a 
decade  or  less  the  United  States  has  be- 
come a  creditor  nation.  Within  that 
fractional  part  of  a  century  the  hope, 
at  least,  has  been  entertained  in  some 
quarters  that  the  United  States  will 
succeed  to  the  control  of  world  markets. 
Can  a  nation — even  one  obsessed  by  the 
ideals  of  speed  and  size — set  out  to  con- 
trol international  trade,  or  is  such  con- 
trol determined  by  geography  and  other 


realities?  Enthusiasm  must  some- 
times be  tempered  by  realism.  His- 
tory gives  perspective,  if  not  balance. 

Tlie  influences  that  determined 
Britain's  trading  j)recminence  are 
known—and  usmdiy  forgotten.  The 
converging  forces  enumerated  by  Mr. 
WageP  did  not  develop  in  a  day  or  dec- 
ade. Their  enumeration  constitutes 
a  check-list  for  contrasting  British  and 
American  trends  of  development.  Brit- 
ain's empire  is  abroad;  America's  is 
at  home. 

The  Revolution  gave  the  colonists 
political  but  not  economic  independ- 
ence. Until  the  War  of  1812,  the 
volume  and  trend  of  American  trade 
remained  substantially  the  same  as  be- 
fore the  Revolution — almost  wholly 
with  England.  But  during  the  period 
1815-30,  the  "American  System" 
was  emphasized  and  internal  develop- 
ment begun.  The  United  States  lost 
its  control  over  shipping  to  Britain  in 
the  sixties,  not  only  because  of  the 
latter's  iron  boats  propelled  by  steam, 
but  also  because  riches  lay  in  home  in- 
dustry and  home  markets. 

With  the  settlement  of  the  continent, 
the  rise  of  large  scale  production  and  of 
cities,  a  new  impetus  was  given  to  the 
export  of  commodities  other  than 
breadstuflFs,  cotton,  meat  and  meat 
products,  which  were  the  ranking  ex- 
ports during  the  period  1860-1900. 
Domestic  exports  of  manufactured 
goods  comprised  only  twelve  per  cent 
of  the  total  exports  of  the  coimtry  in 
1880  and  thirty-one  per  cent  in  1900. 
Iron  and  steel  manufactures  came  into 
fourth  place  among  American  exports 
in  the  latter  part  of  the  nineteenth 
century.  America's  greatest  foreign 
market  was  the  United  Kingdom. 
America's  greatest  market  was  at  home. 

During  the  period  1900-1913,  the 
foreign  trade  of  the  Ignited  States  grew 

^"Giciit  Hrilains  Control  over  International 
Markets." 


XIV 


The  Annals  of  the  American  Academy 


tremendously.  Annual  exports  in- 
creased in  value  from  less  than  half  a 
billion  to  nearly  two  and  a  half  billion 
dollars.  In  1913,  the  total  volume  of 
foreign  trade  amounted  to  $4,276,000,- 
000.  This  was  a  liig  increase  even  con- 
sidering the  rising  price  level.  Favor- 
able trade  balances,  which  had  become 
a  regular  feature  during  the  period  1860 
-1000,  increased  greatly,  though  fluctu- 
ating widely.  In  lOV^  the  favorable 
Ijalanceof  tradeamounted  to$692,421,- 
000.  This  was  a  huge  sum,  but  paltry 
as  compared  with  recent  balances  or  as 
compared  with  the  total  volume  of 
domestic  sales  at  that  time.  It  is 
significant  also  that  the  rise  in  the  ex- 
portation of  manufactured  goods  tended 
to  bring  America  into  conflict  with  the 
manufacturing  countries  of  Western 
Europe,  both  in  those  countries  and  in 
the  new  markets  which  the  United 
States  was  trying  to  develop.  The 
struggle  for  foreign  markets  really  be- 
gan just  a  few  years  before  the  war. 

Foreign  trade  figures  during  the  pe- 
riod 1914-1920  rose  to  such  size  that  the 
four  billion  dollar  favorable  balance  of 
1919  caused  no  gasping  for  breath. 
Americans  had  acquired  the  habit  of 
regarding  billions  of  dollars  with 
equanimity,  if  not  comprehension. 
What  did  it  matter  if  the  price  level 
had  sky-rocketed?  Business  men  were 
interested  in  values  rather  than  in  cjuan- 
tities  of  goods — values  measured  in 
l>illions  of  dollars.  The  statistics  and 
trends  of  pre-war  export  trade  appar- 
ently were  forgot.  Foreign  trade 
thinking  was  almost  solely  in  terms  of 
exports — not  exports  and  imports  and 
tariffs,  indemnity  payments,  depre- 
ciated exchange,  falling  prices,  business 
depression  and  embarrassed  European 
governments. 

So  great  has  been  the  export  obses- 
sion that  recent  statements  emphasizing 
the  fact  that  export  sales  constituted 
only  some  six  to  eight  per  cent  of  the 


total  volume  of  sales,  domestic  and 
foreign,  during  the  period  of  maximum 
exports,  have  aroused  wonder,  if  not 
antagonism. 

In  contrasting  the  fundamental  im- 
portance of  foreign  trade  for  Britain 
with  the  relatively  minor  importance  of 
foreign,  particularly  export,  trade  of  the 
United  States,  it  may  not  be  amiss  to 
examine  the  cited  percentages.  The 
"total  national  product"  for  1917  was 
estimated  in  dollars  at  65,515,000,000 
by  Professor  David  Friday.^"  The  Hon. 
A.  C.  Miller,  of  the  Federal  Reserve 
Board,  put  the  industrial  and  business 
income  of  the  people  of  the  United 
States  for  the  year  1917  at  "close  to 
fifty  billions  of  dollars."!  1  B.  M. 
Anderson,  Jr.,  estimated  the  national 
income  for  1917  at  $68,000,000,000  in 
an  article  for  the  New  York  Times' 
Annalist,  January,  1918.  The  total 
exports  of  merchandise  for  the  year 
1917  amounted  to  $6,233,512,597. 
This  export  figure  is  slightly  more  than 
ten  per  cent  of  the  national  income  as 
estimated  by  A.  C.  Miller,  a  little  over 
nine  per  cent  of  the  national  income  as 
estimated  by  David  Friday  and  just 
al)out  nine  per  cent  of  the  national  in- 
come as  estimated  by  B.  M.  Anderson, 
Jr. 

The  national  income  is  different  from 
the  total  volume  of  sales.  The  turn- 
over of  goods  is  difficult,  if  not  impos- 
sible, to  estimate.  But  certainly  the 
total  volume  of  sales  of  the  nation 
would  be  considerably  greater  than  the 
total  volume  of  goods  produced,  even 
though  some  kinds  of  goods — certain 
farm  products  and  the  domestic  service 
of  wives,  for  example — never  get  to  mar- 
ket. In  Moody's  Investors'  Service  for 
February  24,  1921,  an  interesting  esti- 
mate puts  the  total  volume  of  sales,  do- 

'"  Journal  of  Political  Economy,  December, 
1918;  article  beginning  p.  952. 

"  January,  1918,  number  of  The  Annals; 
paper  entitled,  "War  Finance  and  Inflation." 
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mestic  and  foreign,  at  $97,500,000,000 
for  1920.  The  article  concludes:  "Ac- 
cording to  these  figures,  our  average  ex- 
ports for  the  past  three  years  were 
equivalent  to  only  about  7|  per  cent 
of  our  total  sales,  while  for  the  maxi- 
mum year  they  were  equivalent  to  85 
per  cent." 

The  upshot  of  this  whole  matter  is 
that  a  difference  of  one  or  two  per  cent 
is  not  important.  If  exports  consti- 
tute only  from  seven  to  ten  per  cent  of 
total  sales,  the  relative  importance 
of  domestic  and  foreign  trade  is 
very  different  for  Britain  and  the 
United  States. 

If  the  factors  that  gave  Britain  her 
control  of  world  markets  and  deter- 
mined the  importance  of  foreign  trade 
and  foreign  financing  for  her  are  not 
operative  to  the  same  degree  in  the 
United  States,  thought  had  better  be 
taken  of  the  proper  place  of  foreign 
trade  in  the  American  economic  scheme, 
of  more  normal  trends  of  foreign  trade 
than  those  during  the  period  1914-20. 
If  an  American  economy  is  desirable  or 
inevitable,  more  attention  likewise  may 
be  given  to  the  economic  tenets,  for 
instance,  of  Simon  N.  Patten  and  less 
to  straight  British  theory.  Economic 
doctrines  must  square  with  the  de- 
terminants of  economic  life.  The 
British  doctrines  do.     Do  ours? 

Business  Costs  and  Trade 
Revival 

The  proposition  has  been  advanced 
that  the  key  to  business  revival  lies  in 
the  domestic  market  and  in  a  more 
normal  export  trade.  This  proposi- 
tion has  at  least  two  corollaries. 
Stabilized  prices  seem  to  be  .needed 
before  a  resumption  of  anything  more 
than  hand  to  mouth  buying  can  be  ex- 
pected. The  drop  in  prices,  even  when 
checked,  makes  a  reduction  in  costs 
imperative,  if  business  is  to  be  profit- 
able.    The  costs  of  capital,  labor  and 


government  must  all  be  cut.  Waste  of 
all  kinds  must  be  reduced,  if  not  elimi- 
nated. The  second  section  of  this 
volume  bears  particularly  on  the  re- 
duction of  costs.  The  general  problem 
is  one  of  better  informed  and  scientifi- 
cally ordered  management,  even  in 
government.  Costs  do  not  reduce 
themselves. 

The  Price  and  Cost  of  Capital 

Professor  Friday's  predictions^  that 
money  rates  and  interest  rates  are  to  be 
appreciably  lower  within  the  foreseeable 
future  is  supported  by  facts  and  cogent 
reasoning.  It  should  be  a  source  of 
distinct  comfort  to  business  men  hop- 
ing for  lowered  costs  of  production. 
However,  they  must  not  forget  that 
unwise  use  of  capital  is  the  leading 
cause  of  business  failure.  Capital 
costs  are  not  dependent  solely  on  inter- 
est rates.  Ill-considered  ventures,  im- 
prudent extensions,  improper  types  of 
equipment,  surplusage  of  machinery, 
and  other  unwise  uses  of  capital 
may  more  than  offset  a  lowered  price  of 
capital.  Capital  costs  are  really  to  be 
reckoned  in  relation  to  other  costs  and 
in  relation  to  output. 

If  Professor  Friday's  prediction  is  at 
all  vulnerable,  the  weakness  may  lie  in 
his  brief  analysis  of  the  supply  in- 
fluences affecting  interest  rates'^  pos- 
sibly an  under-estimate  of  the  demand 
or  capital.  But  any  difference  of 
opinion  regarding  the  probable  trend 
of  interest  rates  is  likely  to  be  chiefly 
a  difference  as  to  the  time  and  extent 
of  the  decline. 

Wage  Scales  and  Labor  Costs 

So  much  has  been  said  about  the 
reduction  of  wages  as  a  means  of 
reducing  costs  of  production  that  fur- 

1-  "The  Probable  Trend  of  Interest  Rates." 
1^  Compare    that  section  of    Mr.    Reynolds' 

article     headed,     "Savings      Not     Indefinitely 

Elastic." 
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Table  VI 

Index  Numbers  of  Wages  Per  Hour,  1840-1920 

Prepared  by  the  Bureau  of  Labor  Statistics  froui  iueoinplefe  availal)le  sources.     This  table  affords  a 
etimparison  of  wage  changes  incident  to  the  Civil  War  and  the  recent  great  conflict 

(1913  equals  100) 


Year 

Index 

Year 

Index 

Year 

Index 

Number 

Number 

Number 

1840 

33 

1867 

63 

1894 

67 

1841 

34 

1868 

65 

1895 

68 

184^ 

33 

1869 

66 

1896 

69 

184;$ 

33 

1870 

67 

1897 

69 

1844 

32 

1871 

68 

1898 

69 

1845 

33 

1872 

69 

1899 

70 

1846 

34 

1873 

69 

1900 

73 

1847 

34 

1874 

67 

1901 

74 

1848 

35 

1875 

67 

1902 

77 

1849 

36 

1876 

64 

1903 

80 

1850 

35 

1877 

61 

1904 

80 

1851 

34 

1878 

60 

1905 

82 

1852 

35 

1879 

59 

1906 

85 

1853 

35 

1880 

60 

1907 

89 

1854 

37 

1881 

62 

1908 

89 

1855 

38 

1882 

63 

1909 

90 

1856 

39 

1883 

64 

1910 

93 

1857 

40 

1884 

64 

1911 

95 

1858 

39 

1885 

64 

1912 

97 

1859 

39 

1886 

64 

1913 

100 

1860 

39 

1887 

67 

1914 

102 

1861 

40 

1888 

67 

1915 

1(»3 

1862 

41 

1889 

68 

1916 

111 

1863 

44 

1890 

69 

1917 

128 

1864 

50 

1891 

69 

1918 

162 

1865 

58 

1892 

69 

1919 

*184 

1866 

61 

1893 

69 

]9^H) 

1234 

*  This  index  number  applies  to  the  spring  of  1919.     Wage  rates  advanced  during  the  year, 
t  This  index  number  applies  to  the  summer  of  1920,  and  probably  represents  the  wage  peak  of 
the  year. 

Figures  during  the  Civil  War  period  represent  a  currency  l)asis. 


I  her  comment  may  seem  unnecessary. 
However,  lliere  are  two  parts  to  the 
story — and  l)f)th  are  not  always  em- 
|)}iasizc(l.  A  re(hiction  of  labor 
costs  involves  not  only  a  reduction  of 
wage  scales  for  many  labor  groups,  but 
also  a  reduction  in  the  number  of 
workers  in  relation  to  output.  Tliis 
matter  of  increased  efficiency  of  la})or 
is  too  important  to  be  slighted. 

Money  wages  in  1920  were  three  and 
a  half  times  higher  than  in  1870,  seven 


times  higher  than  in  1840  and  over 
twice  as  high  as  in  1014,  the  year  that 
jnarkcd  Ihe  beginning  of  the  war.'^ 
Under  the  circumslanc-es  it  is  not 
strange  that  thought  of  reducing  pro- 
duction costs  should  center  so  often 
al)out  reduction  of  wage  scales. 

That  cuts  in  wage  rates  have  been 
and  will  be  made  is  indisputable.  It  is 
improliable,  however,  that  the  level  of 
money  wages  will  recede  to  the  1913 

'*  See  table  and  cliart  included  in  tiiis  section. 
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level  within  the  foreseeable  future. 
The  teachings  of  historical  fact  are  not 
wholly  futile.  The  trend  of  money 
wages  over  a  period  of  eighty-one  years 
is  shown  in  the  table  below,  pre- 
pared by  the  Bureau  of  T^abor  Sta- 
tistics. 

The  following  chart  tells  the  story 
of  the  trend  of  money  wages  even  more 
clearly. 

The  curve  of  the  index  number  has 


risen  steadily  since  1840  with  only  one 
major  decline,  from  187.3  70,  and  one 
minor  recession,  during  the  years 
1893-94,'^  until  the  year  1915,  when  the 
curve  begins  to  leap  upward. ^^ 

'*  The  depression  of  1007  did  not  cause  a  wage 
decline;  it  merely  stayed  the  rise  in  wage  rates. 

'^  It  is  probably  unnecessary  to  elaborate  the 
trend  of  real,  wages  in  this  article.  Workers  and 
labor  unions  accepted  the  "principle"  that 
wages  should  be  adjusted  to  living  costs  when 
prices  were  rising,  but  now  that  the  cost  of  living 
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After  the  Civil  War  wage  rates  did 
not  slump.  They  rose  each  year  from 
18G0  until  187'2.  in  all  from  an  index 
number  40  to  the  index  number  69. 
It  is  not  submitted  that  what  happened 
after  the  Civil  War  will  happen  now. 
What  is  sure  is  that  there  will  be  a  re- 
cession in  wage  rates,  just  as  there 
were  declines  following  the  depressions 
of  '73  and  '93.  Wage  reductions  now- 
proposed  sound  drastic,  but  they  can 
liardly  be  called  "liquidation  of  labor." 
Cuts  of  twenty  or  thirty  per  cent  are 
relatively  small  as  compared  with  the 
recent  increase  in  money  wages. 

Both  history  and  recent  proposals 
give  basis  for  the  statement  that  a  re- 
duction in  labor  costs  is  more  likely  to 
come  through  increased  labor  efficiency 
than  through  reductions  in  wage 
scales.  The  big  problem  of  labor  man- 
agement is,  therefore,  that  of  reducing 
the  number  of  workers  in  relation  to 
output  and  of  stimulating  an  increased 
interest  among  workers  in  production 
and  workmanship  by  whatever  means 
may  be  found  practicable.  Real  busi- 
ness management  will  center  its  atten- 
tion on  the  problem  of  liquidating 
labor   costs.     This    is    partly    a   labor 

is  declining,  they  seem  to  be  rather  generally  op- 
posed to  downward  revision  of  money  wages. 
Talk  about  cost  of  living  should  not  becloud  such 
matters  as  the  capacity  of  the  industry  to  pay, 
the  relation  of  labor  costs  to  total  costs  and  the 
efficiency  of  labor.  As  a  matter  of  historical  fact 
it  may  be  noted  that  the  curve  of  money  wages 
has  risen  steadily,  but  the  price  level  has  moved 
up  and  down.  In  general,  the  level  of  prices  rose 
during  the  period  1850  to  1873,  declined  there- 
after until  1896,  rose  at  the  rate  of  about  3  per 
cent  a  year  until  1914  and  from  October,  1915  to 
May,  1920  rose  skyward  as  shown  by  the  index 
number  table  of  wholesale  prices  printed  in  a 
previou-s  section  of  this  article.  AMien  pric-es 
rise,  money  wages  lag;  when  prices  fall,  money 
wages  also  lag.  If  money  wages  do  not  fall 
proportionately  with  the  drop  in  prices,  workers 
will,  of  course,  enjoy  larger  real  wages.  Through 
the  period  1840-1920  it  seems  that  real  wages 
have  been  rising,  ^^'hether  they  were  high 
enough  in  1914,  say,  is  a  debated  question. 


management  problem  and  partly  a 
problem  of  using  efficient  forms  of 
capital  equipment  and  of  eliminating 
waste.  These  are,  of  course,  not  the 
only  measures  that  must  be  taken  to 
reduce  labor  costs,  but  they  are  sugges- 
tive— particularly  suggestive  of  the 
need  of  efficient  management. 

The  Elimination  of  Industrial 
Waste 

The  reduction  of  costs  by  eliminat- 
ing or  reducing  waste  is  a  problem 
commanding  technical  knowledge.  It 
also  calls  for  the  courageous  adoption  of 
improved  methods  or  equipment,  or 
both.  Competent  coun.sel  is  frequent- 
ly needed,  and  if  competent,  is  itself 
a  low  cost  item.  Scientific  method  is 
nothing  more  than  the  clo.se  applica- 
tion of  that  uncommon  quality  known 
as  common  sen.se. 

Getting  rid  of  waste  seems  to  be  an 
actiA'ity  particularlj'  within  the  baili- 
wick of  engineers.  Salient  points  in 
the  report  of  the  Committee  on  the 
Elimination  of  Waste  to  the  American 
Engineering  Council  have  received 
newspaper  publicity,  but  are  set  forth 
in  Mr.  W^allace's  article^^  in  a  fashion 
so  authoritative  as  to  merit  the 
thoughtful  attention  of  business 
managers. 

If  a  particularly  horrible  example  of 
industrial  waste  is  needed  to  shock  the 
managers  of  business  enterprises,  it  is 
found  in  the  clo.se  study  by  Dr. 
Mitchell,  entitled,  "Waste  in  the 
Manufacture  of  Men's  and  Boys' 
Ready-to- Wear  Clothing." 

The  Application  of  Standards  in 
Measuring  the  Credit  Risk 

Engineering  counsel  is  often  an  aid  in 
the  reduction  of  costs,  but  business  men 
can  employ  .self-help  by  applying  sound 
standards   in   measuring   credit   risks. 

1'  "Industrial  Waste." 
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Improper  extension  of  credit  is  a  costly 
procedure  and  Mr.  Tregoe  has  grounds 
for  preaching  anew  the  "three  C's"  of 
credit.'* 

After  the  recent  "involvements"  of 
business  concerns,  warning  about  credit 
standards  may  properly  come  from  an- 
other quarter — from  a  banker  whose 
pet  interest  is  the  supervision  of  the 
credit  department  of  one  of  the  largest 
banks  in  the  country.'^  While  his  en- 
gagements did  not  permit  him  to  write 
an  article,  he  dictated  a  memorandum 
which  the  editor  is  taking  the  liberty 
of  quoting. 

Old  Wine  in  New  Glasses 

Quick  assets  in  a  balance  sheet  consist 
primarily  of  cash,  accounts  and  bills  receiv- 
able, merchandise  and  readily  marketable 
securities.  We  have  discovered  that  these 
items  at  times  are  not  quick  assets;  that 
cash  is  sometimes  money  deposited  abroad 
which  cannot  be  lifted  because  of  an  ex- 
change barrier;  that  accounts  are  not  met  at 
maturity,  but  are  renewed  indefinitely,  and 
that  merchandise  is  a  glut  on  the  market. 
We  have  had  the  reasons  for  Cannon's 
famous  two-for-one  theory  emphasized; 
assets  always  shrink  while  debts  rarely  do. 
Therefore  a  necessary  adjunct  in  consi<ler- 
ing  a  risk  at  this  time  is  a  complete,  detailed 
statement,  not  only  of  assets  and  liabilities, 
but  also  as  to  contingent  debt,  contract 
debt,  commitments  and  guaranties, — plus 
a  complete  detailed  operating  statement, 
preferably  over  a  period  of  years.  We  dis- 
cover that  businesses  are  keyed  upon  a 
certain  volume  of  sales  to  carry  the  over- 
head. If  sales  collapse  suddenly,  it  takes 
months  to  adjust  the  overhead  to  the  new 
scale;  meanwhile,  operatmg  expenses  eat 
up  existing  capital  to  the  point  of  financial 
exhaustion. 

We  recognize  the  dominating  importance 
of  a  budget  system  of  operation.  We  have 
observed  that  a  concern  operating  on  a  good 
budget  system  has  not  allowed  the  buying 

^'  "Standards  for  Granting  Credit." 
1'  Mr.  John  F.  Craddock,  Vice-president,  Con- 
tinental   and    Commercial    National    Bank    of 
Chicago. 


end  of  the  business  to  run  wild.  Such  a 
system  checks  spec  illation  in  merchandise. 
MerchauLs  have  had  their  optimistic  over- 
purchases  vindicated  so  long  and  so  often 
that  many  of  them  have  come  to  regard  a 
rising  tide  of  prices  as  a  regular  and  natural 
occurrence. 

Unbalanced  inventory,  we  discover,  has 
many  evils  in  its  train.  The  question  is  not 
so  much  whether  a  business  is  stable  or 
luxurious,  but  how  much  of  an  assembled 
proposition  the  output  is.  Does  the  con- 
cern manufacture  a  diversifietl  line  of  com- 
modities or  only  a  few  articles.''  It  would 
not  take  long  to  get  the  overhead  down,  as 
a  rule,  with  a  company  manufacturing  a 
few  standard  articles — for  instance.  Ford. 

Abnormal  war-time  profits  created  ab- 
normal taxes  and  led  to  extravagant  divi- 
dend disbursements  and  salary  payments, 
with  the  result  that  in  lean  periods  the  re- 
serve fat  to  fight  business  depression  has 
been  eaten  up  and  over-worked  working 
capital  succumbs  to  the  demands  upon  it. 
The  thought  suggests  itself,  therefore,  that 
the  slow,  plodding,  consistently  earning 
business  is  sometimes  a  better  risk, — 
remembering  the  old  fable  of  the  hare  and 
the  tortoise. 

Acceptance  credits  should  be  handled  as 
carefully  as  discounts  and,  likewise,  the 
usual  principles  of  credit  should  be  applied 
to  foreign  exchange  transactions  in  which 
an  element  of  credit  is  involved. 

The  wisdom  of  selecting  a  risk  in  which 
the  stockholders  are  resourceful,  energetic 
men  of  some  outside  means  is  still  pertinent. 
Occasionally  a  business  becomes  anemic 
and  we  discover  that  there  is  no  vitality  in 
the  management,  which  is  controlled  by 
estates  or  people  living  remote  from  the 
company's  scene  of  operation. 

The  new  freight  rates  may  make  zoning 
of  business  imperative  and  may  even  shut 
a  concern  out  of  a  market  which  was  hereto- 
fore a  prime  user  of  its  product. 

Likewise,  tariff  readjustment  may  sur- 
round a  prospective  credit  with  uncertainty. 
A  business  solely  dependent  upon  the  ca- 
price of  politicians  or  the  swings  of  foreign 
exchange  for  its  profits  is  a  hazardous  line. 
We  have  discovered,  also,  that  the  bill-of- 
lading  draft  is  at  times  a  slow  collateral  loan 
with   collateral   remote   from   one's   office. 
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(.'XjuMisivi'  to  liaiullo  ami  frotiiiently  un- 
guardt'd,  witli  no  assurances  that  the  con- 
signee will  accept  ami  pay  the  document. 
Various  ramifications  of  this  one  question 
have  loaded  the  tlocks  abroad  and  tlie 
railroad  warehouses  of  this  country. 

Rising  prices  are  not  essential  to  good 
business  hut,  on  the  contrary,  are  sometimes 
an  incentive  to  speculation  or  carelessness. 
Lowering  prices  are  not  an  unmixed  evil  if 
they  necessitate  greater  care  in  manage- 
ment. 

Taxes  As  a  Hindrance  to  Busine.ss 

Taxes  have  been  so  substantial  and 
their  aj)|)licatioii  so  uncertain  that  they 
have  retarded  development  toward  the 
point  of  "normalcy" — whatever  and 
wherever  that  point  may  be.  The 
Administration  has  taken  cognizance 
of  the  consequences  of  such  taxation 
to  business  already  struggling  against 
debt  and  depression.  There  was  a 
great  gap,  however,  between  cogni- 
zance ])y  the  Administration  and  action 
by  Congress.  In  the  latter's  lexicon, 
"dispatch"  seemed  to  be  given  a  mean- 
ing far  removed  from  its  usual  sig- 
nific-uice.  Precedence  and  precision  of 
action  wandered  into  the  field  of  poli- 
tical desire  and  expediency.  Tariff 
adjiistiiKMit  was  placed  before  tax 
adjustment,  and  revenues  were  con- 
sidercfl  before  the  costs  of  government 
were  determined.  Thus  politics  in- 
terfered with  business  and  business 
judgment;  management  and  genius 
became  attributes  of  small  moment. 
When  the  government  flounders,  busi- 
ness can  only  grope. 

The  costs  of  government  must  not 
|)enalize  business  efficiency  and  l)usiness 
must  be  made  productive  enough  to 
bear  war  burdens  of  taxation. ^^  This 
is  about  all  that  can  be  .said  with 
certainty.  The  delay  in  tax  adjust- 
ment seems  at  least  to  have  given  time 
for  sufficient  discussion  of  the  various 

*"  Cf .  the  article  by  Dr.  King  in  this  volume, 
"Taxation  That  Will  Not  Impair  Business." 


forms  of  sales  taxes — and  their  ap- 
parent rejection.  In  the  end,  the  tax 
bill  approved  by  President  Harding 
and  modified  l>y  the  Ileiiublican  caucus 
seems  likely  to  be  passed, — ])ossibly 
after  further  vicissitudes.  Taxes,  it 
is  hoped  and  half  planned,  are  to  be 
made  less  burdensome  on  busine.ss, — 
which  will  ultimately  be  free  to  draw 
on  the  capital  it  creates  for  its  own 
development.  Whether  deficiency  ap- 
propriations will  later  be  passed  re- 
mains to  be  seen.  But  reported  cuts  in 
api)ropriations,  amounting  to  half  a 
billion  dollars,  gives  present  encourage- 
ment,— more  than  projected  economies 
that  may  result  from  the  new  budget 
system.  Funding  of  foreign  delits 
may  be  worked  out  satisfactorily  and 
may  help  later  on.  Greater  certainty 
in  the  tax  situation  is  now  forseeable, 
but  cause  for  unrestrained  rejoicing 
must  still  be  sought  in  newspaper 
bulletins. 

The  Federal  Reserve  System — Its 
Admendmiont  and  Administration 

When  adversity  comes,  Americans 
seem  aUvays  to  turn  to  new  machinery 
for  salvation.  Foreign  trade  financing 
corporations  or  coo])erative  market- 
ing schemes  are  present  illustrations. 
People  also  like  to  tinker  with  existing 
machinery,  particularly  with  the  Fed- 
eral Reserve  System.  Kven  business 
men  seem  to  want  nickle-in-the-slot 
government,  which  will  save  them. 
Atitomaticity  is  a  choice  mechanical 
ideal,  but  always  in  the  end  human 
beings  must  operate. 

Such  changes  in  the  F<'dcral  Reserve 
Act  as  are  found  necessary,  after  care- 
ful analysis,  to  further  the  real  pur- 
poses of  the  system,  should  be  enacted. 
I'he.se  are  very  few,  as  Mr.  Dodge 
points  out.-'  '^riie  McFadden  bill 
(H.  R.  4906)  abolishing  the  office  of  the 

^'"Changing  the  Fundamental  Structure  of  the 
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Comptroller  of  the  Currency  lias  re- 
ceived the  endorsement  of  hankers, 
and  deservedly. 

Of  vastly  more  importance  than 
amendment  of  the  Federal  Reserve  Act 
is  its  administration  to  aecomijlish 
its  fundamental  purposes.  The  strict 
commercial  character  of  eligible  paper 
and  the  strict  commercial  character  of 
the  System  must  not  be  impaired. 
This  is  true  whether  pressure  comes 
from  those  who  would  end  the  farmer's 
credit  struggle  through  the  System's 
capacity  for  expending  credits,  or 
whether  the  pressure  comes  from  some 
other  gToup  who  think  that  somehow 
the  government,  and  especially  the 
Reserve  System,  can  make  every- 
body rich. 

The  Federal  Reserve  System,  to  oj)- 
erate  properly,  must  be  unhampered 
by  politics — unhampered  even  by 
"hang-over"  political  doctrines.  The 
System  can  work  with  government 
without  being  dominated  by  govern- 
ment. 

Proper  administration  means  the  ad- 
justment of  rediscount  rates  in  the 
light  of  district  conditions.  It  means 
the  formulation  of  all  district  policies 
according  to  the  factual  situation  in 
each  district. 

The  selection  of  the  best  possible 
men  to  control  the  System,  national- 
ly and  locally,  is  imperative.  They 
should  be  selected  regardless  of  friend- 
ship, favors  received  or  honors  to 
be  distributed.  No  administration  is 
better  than  the  men  in  charge  of  it. 

Public  opinion  should  be  alert  to  the 
need  of  eliminating  any  policy  of  arbi- 
trary control  of  the  System,  all  political 
interference  or  dead-level  uniformity 
between  districts.  Above  all,  the  idea 
should  be  sloughed  off  that  the  Reserve 
Banks  are  (jovernment  banks  which  pos- 
sess an  economic  panacea  to  be  applied 
through  political  manipulation. 


Tm:   ATiDDLE  West — The  EroxoMic 

Ha(  RHONE   OF   THE   NaTION 

ProducI  ion  al  iiiiiiiiimni  cost  iuNolves 
I  wo  factors  particularly.  These  are 
location  and  personnel.  If  a  })usiness 
is  not  ])roperly  located,  it  is  under  a 
handicap  which  will  be  rcflccled  in 
decreased  profits.  If  the  personnel  of 
any  concern  is  not  efficient,  costs  will 
be  higher  than  I  hey  should  be  and  prof- 
its will  be  correspondingly  curtailed. 
In  considering  the  revival  of  American 
business,  labor  costs  are  of  immediate 
concern,  but  the  problem  of  location, 
or  perhaps  relocation,  of  industry 
cannot  be  overlooked. 

Practical  experience  has  taught  that 
manufacturing  industries  have  had 
their  locations  determined  by  raw  mate- 
rials, labor,  the  market,  power  or  fuel, 
capital  and  tran.sportation.  These 
factors  have  operated  in  various  tle- 
grees  at  various  times  and  with  respect 
to  various  industries.  Close  examina- 
tion of  the  part  they  now  play  seems  to 
point  conclusively  to  the  present  and 
future  importance  of  nearness  to  mar- 
ket and  accessibility  of  raw  materials. -' 
The  marked  advantages  of  the  Mi(ltll(> 
West  with  respect  to  these  two  factors, 
as  well  as  other  determinants  of  indus- 
trial location,  give  concrete  reason  for 
the  generalization  so  often  made  that 
the  Middle  West  is  the  economic  back- 
bone of  the  nation.  This  statement 
may  not  be  Avelcomed  in  some  quarters, 
but  it  has  been  made  often  enough  to 
be  comprehended,  esjjecially  as  the 
actual  trend  of  industrial  relocation 
has  been  toward  the  Middle  West. 

It  is  doubtless  true  that  extensive 
changes  in  the  structure  of  railroad 
rates  might  be  such  as  to  speed  up  an 
already  marked  process  of  relocating 
manufacturing  establishments.  Cer- 
tainly, if  the  vast  domestic  market  is 

--  "Economic  Factors  in  ttie  Location  of  Man- 
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not  to  l)e  overlooked,  in  considering  the 
hoped-for  revival  of  American  business, 
this  question  of  the  location  or  reloca- 
tion of  manufactures  must  be  given 
serious  consideration.  Economies  in 
production  will  have  small  regard  for 
sentiment  or  section  in  the  days  that 
are  ahead. 

Key  Industries  in  the  Revival  of 
American  Business 

Part  two  of  this  volume  has  been 
given  over  to  a  number  of  factors,  par- 
ticularly cost  factors,  affecting  any  kind 
of  business.  It  is  helpful  in  getting  at 
"the  meaning  and  manner  of  business 
revival"  to  take  a  new  approach — the 
usual  one  of  studying  conditions  in  key 
industries.  The  railroads,  farming,  the 
steel  business,  the  automotive  industry 
and  building  construction  have  clear 
title  to  the  claim  of  being  key  industries. 
This  claim  is  evidenced  by  the  "essen- 
tial" character  of  the  industries,  by  the 
magnitude  of  their  operations  and  by 
the  fact  that  revival  in  almost  any  one 
of  them  would  help  to  revive  the  busi- 
ness of  the  others.  It  is  common  knowl- 
edge that  the  important  domestic  in- 
dustries are  interdependent.  Those 
business  pursuits,  like  cotton  growing, 
which  depend  rather  on  foreign  than 
on  domestic  markets,  are  less  closely 
integrated  with  the  domestic  business 
structure,  but  the  difference  is  only  one 
of  degree.  Though  the  list  of  key  in- 
dustries analj'zed  in  Part  III  might  be 
more  comprehensive,  there  is  a  deal  of 
common  sense  in  appraising  those  listed, 
if  one  would  gauge  the  when  and  hoiv 
of  business  revival.  A  plea  of  "confes- 
sion and  avoidance"  could  be  entered 
against  the  charge  that  the  list  is  not 
sufficiently  comprehensive. 

Railroad   Recovery   and   Business 
Revival 

The  capitalization  of  the  railroad 
industry,  the  number  of  its  employes, 


its  purchasing  power  and  the  economic 
importance  of  its  service  make  it  the 
industry  to  which  the  country  habit- 
ually turns  in  seeking  first  signs  of 
business  revival.  It  seems  likely  to  in- 
dicate a  measure  of  improvement  in 
the  near  future. 

The  financial  plight  of  the  railroads 
has  been  detailed  in  all  public  prints. 
It  is  nevertheless  agreeable  to  have 
some  one  who  is  a  detached  student  of 
the  "railroad  problem"  say  bluntly 
that  the  unbusinesslike  methods  of  the 
United  States  Railroad  Administration 
have  been  chiefly  responsible  for  the 
financial  position  in  which  the  railroads 
find  themselves.^*  Professor  Van  Metre 
is  perhaps  daring  in  suggesting  govern- 
ment subvention — that  the  "govern- 
ment should  give  to  the  carriers,  either 
as  a  subsidy  or  as  a  long  time  loan 
without  interest,  a  sum  equivalent,  as 
nearly  as  possible,  to  the  surplus  which 
the  Railroad  Administration  might 
have  created  out  of  earnings,  had  ade- 
quate rates  been  established."  The 
argument  is  logical:  If  the  Railroad 
Administration  kept  rates  down  during 
a  period  of  rising  prices  and  mounting 
expenses  so  that  a  surplus  could  not 
be  created  against  the  time  of  depres- 
sion, then  the  Federal  Government 
should  undo  its  violation  of  a  sound 
business  principle  by  making  restitu- 
tion. 

It  is  reported  by  the  newspapers  that 
at  a  dinner  given  by  President  Harding 
to  western  bankers,  the  trend  of  feeling 
took  some  such  turn,  though  not  so 
explicit  or  sweeping.  Certain  it  is  that 
the  Federal  Government  since  that 
dinner— whether  two  and  two  make 
four  in  this  case  is  purely  a  matter  of 
conjecture—has  taken  steps  to  speed 
up  the  settlement  of  railroad  claims 
against  the  government.  President 
Harding's    message    to    Congress    on 

2'  "The  Railroad  Predicament:  How  It  Arose 
and  How  to  Get  Out  of  It." 


Meaning  and  Manner  of  Business  Reviva;- 


XXlll 


July  26  pointed  the  way.  The  plan 
proposed  would  j)ut  the  railroads 
in  funds  to  the  amount  of  some 
$500,000,000,  while  their  indebtedness 
to  the  government  would  be  funded. 
This  should  be  a  start  toward  the  re- 
covery of  the  railroads  and  the  revival 
of  American  business.  The  govern- 
ment seems  to  have  got  the  railroads 
into  a  financial  "mess"  and  it  must 
lead  in  getting  them  out,  if  private 
ownership  and  operation  are  the  pub- 
lic wish. 

The  "railroad  problem"  has  more 
than  a  fiscal  aspect;  labor  and  operat- 
ing problems  are  included.  More 
labor  disturbances — whoever  might 
be  responsible — would  be  disastrous. 
Adequate  and  effective  service  will  be 
called  for  when  business  revival  does 
come.  The  public  has  a  right  to  that 
kind  of  service.  Labor  and  operating 
problems  call  for  unusually  able  man- 
agement. The  public  has  a  right  to 
expect  such  management. 

It  is  devoutly  to  be  hoped  that  the 
two  headed  monster  constituting  the 
railroad  problem,  impaired  finances, 
and  labor  adjustments,  will  have  lost 
its  terror  soon  after  this  volume  comes 
from  press. 

Prospects  of  the  Grain  Grower 

It  is  alleged,  with  truth,  that  the 
farmer  was  the  first  to  feel  the  effects 
of  the  recent  contraction  of  business. 
There  is  probably  no  gainsaying  the 
fact  that  the  grower  of  grain  was  re- 
luctant to  face  the  inevitable,  and  ag- 
gravated his  financial  difficulties  by 
holding  his  product  instead  of  releasing 
it  for  the  market  before  the  full  effect  of 
the  price  slump  was  felt.  It  is  doubt- 
less true  that  some  farmers  "went  it 
pretty  heavy"  on  expenditures  for 
automobiles,  some  bought  too  heavily 
of  consumer's  goods,  some  went  in  for 
"blue  sky,"  some  bought  unnecessary 
new  equipment  and  some  were  caught 


in  land  deals.  Another  point  in  the 
indictment  might  be  that  the  grain 
growers,  or  rather  their  voluble  rep- 
resentatives, seemed  to  regard  the 
Federal  Government  as  able  to  make 
everyone  rich,  or  at  least  able  to  put  a 
price  peg  in  a  grain  market  subject  to 
the  play  of  world-wide  supply  and  de- 
mand forces,  so  that  the  farmer  should 
not  suffer  loss.  A  so-called  "Agrarian 
Bloc"  is  said  to  be  working  in  Congress 
now  for  what  they  think  the  farmers 
need. 

On  the  other  side  of  the  ledger,  how- 
ever, should  be  chalked  up  the  fact  that 
even  if  every  farmer  had  sold  all  his 
grain  when  the  pressure  of  the  Federal 
Reserve  System  bore  on  him  to  liqui- 
date, he  could  not  have  done  so. 
Many  farmers  incurred  expenses  and 
obligations  at  a  high  price  level  and 
would  have  sold  at  a  lower  and  lowering 
scale  of  prices.  A  margin  of  debt 
would  have  been  carried  by  the  coun- 
try banks  in  any  case.  Large  banks 
with  hundreds  of  country  bank  cor- 
respondents realized  the  situation  and 
borrowed  heavily  at  the  "Fed."  The 
farmer  has  only  a  single  turnover  a 
year.  His  position  is  different  from 
the  merchant's  or  manufacturer's. 
Banks  at  the  centers  had  to  carry  the 
farmer.  A  policy  of  deflation  was 
necessary,  but  as  was  not  always  real- 
ized, it  was  necessary  also  to  apply  it 
considerately  in  the  full  realization  of 
the  farmer's  peculiar  position.  The 
banker's  hope  is  that  the  farmer  will 
"clean  up"  obHgations  out  of  this 
year's  harvest.  It  is  a  hope  that  prom- 
ises to  be  partly  realized. 

The  ultimate  position  of  the  grain 
grower  is  undoubtedly  sound. ^*  He  is 
an  indispensable  member  of  society. 
Food  is  a  primary  need.  It  is  his  im- 
mediate prospect  that  is  perhaps  less 
reassuring.     The  real  situation  cannot 

-^  See  "The  Recovery  of  the  Grain  Fanner" 
in  this  volume. 
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be  disclosed  until  the  spread  between 
the  price  of  farm  products  and  the 
price  level  has  narrowed. 

Wnat  will  come  of  schemes  for  cooper- 
ative marketing  or  other  methods  for 
controlling  the  marketing  of  grains  is 
as  yet  problematic.  The  War  Finance 
Corporation  plan  for  handling  grain  ex- 
ports is  still  in  process.  The  farmer's 
program  should  be  followed  intelli- 
gently and  sympathetically,  but  with 
an  eye  open  for  any  bad  economics 
that  may  develop.  He  is  certainly 
entitled  to  a  reasonable  return.  No 
thoughtful  student  of  economics  would 
deny  him  profits.  The  agrarian  move- 
ment in  Congress  commands  interest. 
But  if  some  of  the  members  of  Congress 
— especially  the  over-abundant  lawyers 
— will  not  learn  that  politics  cannot 
successfully  defy  economic  forces,  they 
should  be  prevented,  by  an  alert  and 
effective  public  opinion,  from  doing  too 
much  harm. 

Slow  Recovery  of  the  Cotton  Belt 
The  known  facts  about  the  cotton 
situation,  as  noted  in  Mr.  Shelton's 
article^*  and  in  field  studies,  do  not 
make  a  pretty  story.  The  bottom  fell 
out  of  the  cotton  market.  Buyers 
were  aware  of  growers'  financial  ex- 
tremities and  induced  competition 
among  sellers  that  was  often  ruinous. 
In  general,  however,  growers  were  not 
particularly  disposed  to  sell,  and  the 
return  was  less  the  longer  they  waited. 
If  sales  were  made,  they  regularly 
netted  amounts  less  than  cost  of  produc- 
tion. Expenses  on  the  1920-21  crop 
had  been  incurred  on  a  high  price  level. 
Funds  had  been  secured  largely  from 
banks  and  cotton  factors,  as  usual,  to 
cover  these  expenses.  Collateral  given 
was  often  1919-20  cotton  which  later 
could  not  be  marketed  at  50  per  cent  of 
the  face  of  the  loans.  Credit  was  frozen, 
rianters'  surpluses  had  been  spent  on 

*»  "The  Way  Out  for  Cotton  Growera." 


consumer's  goods  or  real  estate.  Cot- 
ton growers  asked  new  extensions  of 
credit.  Local  bank  loans  were  neces- 
sarily restricted.  Banks  in  the  centers 
})ractically  became  cotton  planters. 
Commercial  loans  became  investment 
loans.  New  York  and  Boston  Reserve 
Banks  rediscounted  for  the  Reserve 
Banks  in  Dallas  and  Atlanta.  Every 
possible  angle  of  financing  had  to  be 
tried  and  new  credits  made  available — 
under  supervision.  Somehow  cotton 
growers  and  cotton  banks  had  to  be 
salvaged.     And  the  end  is  not  yet ! 

The  cotton  growers  tried  self-help 
in  the  way  of  restricting  acreage,  fer- 
tilizer and  supplies.  The  1921-22  crop 
will  be  smaller  than  that  of  1920-21. 
Cotton  growers  are  familiar  with  the 
parodox  of  value;  price  varies  inversely 
with  supply.  Thus  price  may  be  raised  to 
cover  costs  that  do  not  decline  propor- 
tionately. With  curtailed  output  and 
orderly  marketing  of  the  1921-22  crop, 
it  was  felt  that  obligations  could 
be  liquidated — gradually.  Moreover, 
economy,  voluntary  or  forced,  had  to 
become  the  order  of  the  day.  It  is  to 
be  hoped  that,  the  worst  will  be  over 
this  year,  and  it  may  be  if  the  War 
Finance  Corporation  plans  work  ex- 
tensively. 

One  form  of  self-help  that  is  new  in 
certain  sections,  for  example  the  Delta 
country,  is  crop  diversification.  In 
1920  the  planter  anticipated  a  price  for 
his  cotton  which  would  make  the  pur- 
chases of  feed-stuffs  for  making  the 
1921-22  crop  easier  and  cheaper  to  buy 
than  to  raise.  With  the  market  de- 
cline, banks  had  to  purchase  at  least 
seventy-five  per  cent  of  the  1921  feed. 
In  1922  the  planter  will  have  raised 
seventy-five  per  cent  of  his  own  feed. 
But  this  was  due  to  financial  pressure 
and  may  not  be  a  permanent  improve- 
ment. 

Cotton  is  an  American  product  that 
requires  a  foreign  outlet.    No  one  dis- 
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putes  that  fact.  If  Mr.  Shelton'.s  esti- 
mate is  correct  tliat  "the  decrease  in 
the  world's  production  will  be  7,500,000 
bales  from  that  of  1920,"  and  it'  his 
belief  is  well  founded  that  world  'con- 
sumption should  increase  materially 
and  should  probably  be  equal  to  the 
pre-war  normal  for  the  calendar  year 
1922,"  prospect  is  more  alluring  than 
retrospect. 

Whatever  time  must  elapse  before 
world  recovery,  the  cotton  grower  must 
be  financed  But  this  will  not  be  ac- 
complished by  the  magic  of  new  cor- 
porations. The  funds  of  the  larger 
banks  and  local  economy  will  continue 
as  prime  factors  in  the  situation. 
Moreover,  if  all  creditors  swoop  down 
simultaneously  this  fall  the  situation 
will  not  be  greatly  bettered. 

Though  cotton  growing  is  a  key  in- 
dustry and  the  immediate  future  may 
be  brighter  than  is  sometimes  felt,  one 
prediction  seems  safe:  The  cotton 
grower  is  not  likely  to  lead  the  proces- 
sion toward  business  revival.  Rather 
he  will  follow. 

Dark  Spots  in  the  Automotive 
Industry 

The  size  of  the  automotive  industry 
makes  it  one  of  the  key  industries  to 
consider  in  studying  the  question  of 
business  revival.  Moreover,  everyone 
knows  that  the  industry  has  been  hard 
hit  by  the  recent  depression,  in  spite 
of  the  much  advertised  but  short 
lived  "spring  bulge."  Some  people 
have  even  wondered  how  so  many 
could  afford  to  "sport"  cars,  and 
whether  the  trade  was  "plunging"  on 
sales.  They  also  have  wondered  if 
consolidations,  reorganizations,  fail- 
ures and  final  control  of  the  industry 
by  a  limited  number  of  efficient  con- 
cerns would  not  be  necessary  in  the 
process  of  stabilizing  or  reviving  the 
motor  car  business.  What  some  have 
felt,  Mr.  Pleasonton  has  stated  publicly 


and  with  an  array  of  supporting 
evidence.^® 

It  is  always  the  part  of  wisdom  to 
learn  the  very  worst  about  any  situa- 
t  ion ;  one  can  then  lay  plans  for  the  up- 
building of  a  business  on  sound  prem- 
ises, on  facts  rather  than  delusions. 
There  are  dark  spots,  even  black,  in 
the  automobile  situation  and  these 
should  be  known  to  producers,  bankers 
and  consumers.  Irrational  enthusiasm 
will  not  cure  over-production,  modify 
the  design  of  cars,  reduce  operating 
costs,  assure  a  regular  payment  of 
dividends,  or  cause  such  critical  study 
of  the  industry  as  seems  necessary  if  it 
is  to  be  operated  according  to  sound 
economic  principles. 

If  Mr.  Pleasonton's  conclusion  as 
to  the  prospects  of  the  automotive 
industry  is  sound,  too  great  reliance 
should  not  be  placed  on  that  key  indus- 
try in  hoping  for  the  speedy,  if  not  im- 
mediate, revival  of  American  business. 

Banking  and  Building 
Nostrums  are  cheaper  than  building. 
Facts  are  harder  to  get  than  are  opin- 
ions and  profanity.  And  the  summer  is 
passing.  The  immediate  future  of  the 
building  industry  might  be  brighter. 
So  complex  a  situation  cannot  be 
straightened  out  in  a  day  or  week.  A 
statement  of  its  complexity  is  refreshing. 
The  facts  in  Mr.  Welton's  article" 
deserve  close  study;  likewise  his  criti- 
cism of  projects  to  make  the  Federal 
Reserve  Act  a  cure-all.  It  is  not  too 
strong  a  statement  to  say  that  he  speaks 
with  authority,  having  been  intimately 
associated  with  the  movement  result- 
ing in  the  passage  of  the  Federal  Re- 
serve Act  and  a  close  student  of  the 
System  since  it  began  operation. 

From  a  long  run  view  it  is  interesting 
to  note  that  the  opinions  of  Mr.  Welton 

^^  "  The  Automotive  Industry :  A  Study  of  the 
Facts  of  Automobile  Production  and  Consump- 
tion in  the  United  States." 

^^  "The  Building  Complex." 
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and  Professor  Friday^*  coincide  with 
resp)ect  to  probable  interest  rates  on 
capital  for  building,  namely,  that  inter- 
est rates  will  presently  be  within  reach 
of  the  home  builder.  Interest  rates  are 
determined  in  a  competitive  market 
and  it  is  as  absurd  to  allege  discrimina- 
tion against  capital  for  building  as  to 
confuse  commercial  and  investment 
banking.  But  human  nature,  particu- 
larly the  instinct  of  rage,  demands  a 
human  target.  Lately,  baiting  the 
bankers  has  become  an  official  if  not 
popular  sport. 

Iron  and  Steel  Situation 
Unsettled 

It  was  hoped  that  a  steel  man  could 
be  induced  to  read  that  "barometer" 
of  business  conditions  for  Academy 
members.  To  the  less  trained  observer 
it  looks  as  if  low  pressure  areas  are  still 
to  be  expected.  Unsettled  seems  to  be 
the  best  term  to  use  in  appraising  the 
steel  situation. 

The  expansion  of  the  steel  trade  is 


suggested  by  a  few  statistics.  Accord- 
ing to  figures  prepared  by  the  American 
Iron  and  Steel  Institute,  the  output  of 
steel  ingots  and  castings  in  the  United 
States  for  1920  was  42,132,934  gross 
tons,  against  34,671,232  gross  tons  for 
1919  and  23,613,030  for  1914.  The 
production  of  all  kinds  of  finished  rolled 
iron  and  steel  in  1920  was  32,347,863 
gross  tons,  a  figure  exceeded  only  twice, 
in  1916  and  1917.  This  output  is  about 
a  fifty  per  cent  increase  over  1910  pro- 
duction and  an  increase  of  437  per  cent 
over  the  1890  total  of  6,022,875  gross 
tons. 

The  slump  this  year  in  output  is 
world-wide.  The  production  of  Amer- 
ican plants  had  fallen  before  July  first 
to  amounts  variously  estimated  at 
twenty  to  thirty  per  cent  of  capacity, 
with  the  output  of  independents  less 
than  that  of  the  Steel  Corporation.^' 
The  latter  had  booked  tonnage  which 
the  independents  lacked,  but  these  un- 
filled orders  have  been  dropping  for 
twelve     consecutive     months.^''     The 


Table  VII.     Extent  of  Liquidation  in  Finished  Steel  Products 


Cents  per  Pound 

1917 

Peak 

Exceeded. 

10-year 

Pre-War  by 

July  12, 

1921 

Exceeds 

10-year 

Pre-War  by 

Extent  of 

Liquidation 

from  1917 

peak 

10  year 
Pre-War 

Peak 
July, 
1917 

Industrial 

Board 

March,  1919 

July 

12, 

1921 

Bars 

Plates .... 
Beams  .  . , 

RaUs 

Sheets.  .  .  . 

Wire 

Pipe 

1.42 

1.488 

1.50 

1.34 

2.226 

1.62 

2.194 

4.50 

9.00 

4.50 

1.79* 

8.50 

3.95 

5.10 

2.35 
2.65 
2.45 
2.10 
4.35 
3.00 
4.25 

1.90 
1 .  90 
2.00 
2.10 
3.50 
2.50 
3.55 

217% 

5o,v;, 

200% 
34% 
282% 
144% 
132% 

34% 
28% 
33% 
57% 
57% 
54% 
71% 

84-1/2% 
94-1/2% 
83% 

80% 
62% 
46-1/2% 

Composite 

1.684 

5.334 

3.021 

2.493 

217% 

48% 

82% 

The  Iron  Age,  July  14,  1921. 

*  Reached  i.SiS^,  which  was  maintained  all  through  1918;  again  in  1920. 

^  "The  Probable  Trend  of  Interest  Rates." 

»  Wall  Street  Journal  of  June  22,  1921. 

w  Unfilled  orders  of  United  States  Steel  were  11,111,468  tons  on  July  21,  1920,  while  on  July  31, 
1921  they  amounted  to  4,830,324  tons.  The  decrease  for  July  was  the  smallest  reported  during 
the  last  year. 


Meaning  and  Manner  of  Business  Revival 


xxvii 


world  output  of  steel  in  1913  was  about 
05,000,000  tons;  June  production  has 
been  at  the  rate  of  only  some  thirty- 
seven  per  cent  of  that  figure.-'^  The 
reasons  for  this  slump,  though  in- 
teresting, need  not  be  detailed;  the 
present  and  future  position  of  the  in- 
dustry are  chiefly  in  point  in  consider- 
ing the  revival  of  American  business. 

Following  the  slump  in  business 
came  efforts  at  revival  through  price 
cuts  and  wage  decreases.  Indepen- 
dents made  the  first  move.^^  The 
table  on  page  xxvi  shows  the  extent  of 
liquidation  in  finished  steel  products 
which  "  represent  approximately  eighty- 
five  per  cent  of  the  annual  output  of 
steel  in  the  United  States"^^: 

Using  as  a  basis  the  prices  formally 
announced  within  the  last  ten  days,  the 
advances  over  the  ten-year  pre-war 
average  are  as  follows  in  representative 
products'^: 

Per  Cent 

Billets 33 

Merchant  bars 34 

Plates 34 

Shapes 33 

Black  sheets 57 

Galvanized  sheets 35 

Wire  nails 52 

A  wage  reduction  was  announced  by 
the  Bethlehem  Steel  Corporation  on 
July  1,  to  be  effective  July  16 
at  its  Steelton  (Pa.)  plant.  This  cut 
amounted  to  fifteen  per  cent  for  all  em- 
ployes except  salaried  men  and  ten 
per  cent  for  them.  The  Company  also 
announced  a  reduction  of  eight  to  ten 
per  cent  in  the  rents  of  all  houses  owTied 
by  it.  The  United  States  Steel  Cor- 
poration announced  the  abrogation,  as 
of  July  16,  of  the  "basic"  or  "over- 

*»  Wall  Street  Journal  of  June  22,  1921. 

'^  The  Bethlehem  Steel  Corporation  announced 
a  reduction  to  be  effective  July  5.  The  United 
States  Steel  Corporation  on  July  6  announced 
reductions  to  be  made  by  its  subsidiaries. 

32  The  Iron  Age,  July  14,  1921,  p.  93. 

"  Ibid.,  p.  90. 


time"  day  put  into  effect  during  the 
war.^^  By  August  19  further  cuts  in 
prices  and  wages  had  been  noted  by  the 
press. 

Cuts  in  the  prices  of  steel  apparently 
caused  no  great  increa.se  in  business. 
The  Iron  Age  stated  that  "less  rather 
than  more  buying  has  followed  the 
formal  posting  of  the  new  steel 
price  lists  and  .steel  operations 
have  not  improved.  Buyers  do  not 
question  that  prices  are  generally  be- 
low cost,  but  they  need  little  steel  and 
wait  the  effect  of  labor  and  freight 
adjustments."^^ 

Contemplated  action  by  the  Federal 
Government  in  releasing  funds  to  the 
railroads  would  seem  to  be  a  favorable 
factor  for  the  steel  business,  but  the 
building  situation  is  none  too  hopeful 
as  an  immediate  prospect.  Though 
much  of  this  appraisal  may  be  ancient 
history  by  the  time  this  volume  comes 
from  press,  the  prospects  of  the  steel 
indu.stry  seem  unsettled,  in  spite  of 
price  and  wage  adjustments  already 
made. 

Summary  of  the  Volume 
This  volume  develops  its  own  sum- 
mary. Parts  I  and  II  unfold  a 
thesis  regarding  the  way  business  re- 
vival will  be  worked  out.  Part  III 
contains  a  warning. 

It  is  not  the  editor's  fault  that  such 
a  symposium  should  summarize  the 
business  outlook  so  significantly.  The 
most  carefully  prepared  outline  re- 
vamps itself  till  galley  is  approved.    A 

^  The  Chronicle,  July  9,  1921.  An  announce- 
ment by  Elbert  H.  Gary,  on  July  6. 

3^  Unofficial  price  cuts  for  certain  products  of  the 
United  States  Steel  Companies  were  reported. 
The  United  States  Steel  corporation  announced 
another  adjustment  in  the  wages  of  its  employes, 
the  third  to  be  put  into  effect  since  the  decline  in 
steel  prices  began.  The  reduction  to  go  into 
effect  August  29  will  amount  to  seven  cents  an 
hour  for  unskilled  labor  bringing  the  wage  rate 
down  to  thirty  cents  an  hour  or  to  the  level  of 
May  1,  1917. 
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volume  is  a  growing,  changing  thing. 
The  thesis  as  to  business  revival  is 
tloul)le-barreled:  That  the  domestic 
market  phis  a  more  normal  foreign 
trade  offers  the  field  for  business  revival, 
and  tiiat  responsibility  for  such  revival 
can  he  placed  chicfl}'^  and  squarely  with 
business  managers,  particularly  in 
respect  to  reducing  costs. 

The  warning  contained  in  Part  III 
is  implicit  rather  than  explicit.  The 
outlook  for  key  industries  is  still  some- 
what spotted.  The  close  interrelation 
of  these  industries  makes  necessary 
more  striking  evidence  of  recovery  in 
all  before  a  properly  defined  revival  of 
business  can  confidently  be  predicted. 
Time,  straight  thinking,  courage,  self- 
help  and  the  restoration  of  a  moral  code 
under  which  high  living,  speculative 


gain  and  the  breaking  of  promises  ar6 
frowned  down  upon — all  these  must  be 
coupled  with  action  in  alignment  with 
the  thesis  of  this  volume  regarding  the 
manner  of  business  revival. 

The  warning  runs  deeper  still.  The 
great  American  fallacy  must  be  dis- 
carded— Deus  ex  machina,  and  the 
machine  usually  political.  Salvation 
will  not  be  wrought  by  machinery  alone, 
certainly  not  by  governmental  machin- 
ery in  business  or  for  the  supposed 
benefit  of  business.  Machinery  does 
not  determine  human  behavior;  it  does 
not  nullify  nature's  controls. 

It  is  the  privilege  of  the  editor  of  this 
volume  to  make  grateful  acknowledg- 
ment to  the  contributors — who  fash- 
ioned it. 

C.  H.  Crennan. 
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Shall  We  Export  It  or  Use  It  for  American  Business? 

By  George  M.  Reynolds 

Chairman  of  the  Board  of  Directors,  Continental  and  Commercial  National  Bank,  Chicago 


FOREIGN  trade  for  the  United 
States  is  both  necessary  and 
desirable.  There  is  no  disagreement 
on  this  point  among  bankers,  business 
men,  economists,  statesmen.  How- 
ever, in  seeking  a  lead  for  the  revival  of 
American  business,  attention  should 
not  be  focused  on  foreign  trade  to  the 
exclusion  of  domestic  business.  Amer- 
ican exports  have  constituted  only 
some  six  to  eight  per  cent  of  the  total 
sales  of  this  country  during  the  period 
of  maximum  exports.  The  domestic 
market  is  definitely  under  American 
control,  to  be  revived  if  proper  thought 
and  action  are  taken.  A  clear  ray  of 
hope  offers  in  the  thought  that  meas- 
ures looking  toward  business  revival 
can  be  taken  at  home  and  at  once. 
This  does  not  mean  that  foreign  trade, 
particularly  in  certain  commodities,  is 
not  important.  It  does  mean  that  the 
key  to  business  revival  lies  in  the 
domestic  market  and  a  more  normal 
foreign  trade  than  that  of  the  calendar 
years  1915-1920. 

The   Place   of   Foreign   Trade   in 
American  Business 

The  basic  factors  which  determine 
the  character  and  scope  of  a  country's 
foreign  trade  wiU  operate  to  cause  the 
United  States  to  seek  out  certain  com- 
modities needed  and  to  export  com- 
modities in  the  production  of  which  the 
United  States  has  the  greatest  com- 
parative advantages. 

The  climate  of  the  United  States 
prevents  the  production  of  certain 
commodities  needed,  such  as  tea,  coffee, 
raw    silk,    rubber,    cocoa,    sisal,    jute. 


These  must  be  bought  in  the  countries 
where  they  can  be  produced.  It  so 
happens  that  the  products  denied  the 
United  States  by  climatic  conditions 
are  found  in  tropical  countries  which 
want  and  do  not  produce  the  commod- 
ities this  country  can  and  does  produce. 
Direct  trading  with  such  countries  is 
therefore  natural. 

The  United  States  can  export  goods 
in  the  production  of  which  it  has  the 
greatest  comparative  advantages,  due 
to  climate,  natural  resources  and  the 
genius  of  the  American  people  for 
organization  and  quantity  production. 
In  resources  the  United  States  excels  in 
iron,  silver,  lumber,  copper  and  other 
well-known  basic  materials.  Soil  and 
climate  combine  to  give  an  advantage 
in  the  production  of  such  goods  as 
grain,  cotton,  meat  and  dairy  products. 
The  genius  of  Americans  has  found 
characteristic  expression  in  the  mass 
production  of  standardized  articles, 
particularly  of  iron  and  steel.  It  also 
has  found  expression  in  such  devices  as 
cash  registers,  adding  machines,  type- 
writers, sewing  machines  and  many 
similar  articles  of  clever  invention. 
It  seems  reasonably  clear  that  what- 
ever is  the  peculiar  product  of  the 
climate  of  the  United  States  may  be 
sold  every^^here  by  Americans  in  the 
face  of  any  competition.  Whatever 
product  is  benefited  by  peculiarity  of 
American  resources,  either  great  supply 
or  accessibility,  may  likewise  be  sold 
against  competition.  It  is  probably 
not  too  strong  a  statement  to  say  that 
whatever  is  the  peculiar  product  of 
American  genius — whether  genius  for 
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invention,  mass  production  or  business 
organization — may  be  sold  by  Ameri- 
cans in  the  face  of  competition.  These 
influences  not  only  make  possible  but 
even  compel  the  export  of  certain  goods. 

In  sum,  the  United  States  can  sell  in 
any  open  market  the  commodities  in 
the  production  of  which  it  excels. 
There  will  be  an  interchange  of  goods 
with  those  countries  which  can  supply 
products  needed  and  require  Ameri- 
can goods.  There  will  be  a  continuing 
pressure  to  export  goods  to  Europe. 
Though  the  total  value  of  exports  to 
Europe  has  shrunk,  the  United  States 
will  continue  to  look  to  Europe  to 
purchase  cotton  and  other  products 
which  have  so  long  been  marketed 
there.  Indeed,  it  seems  reasonably 
certain  that  the  United  States  will 
have  a  favorable  balance  of  trade  with 
Europe  for  some  time,  though  appre- 
ciably less  than  indicated  by  export 
figures  for  the  war  and  after- war 
period. 

It  scarcely  needs  to  be  said  that 
foreign  markets  must  be  available  in 
the  years  ahead  for  those  commodities 
which  have  comprised  the  major  por- 
tion of  the  export  trade  of  the  United 
States  during  the  period  1914-1920. 
Heading  the  list  of  these  commodities 
are  raw  and  manufactured  cotton, 
manufactures  of  iron  and  steel,  bread- 
stuffs,  meat  and  dairy  products  and 
mineral  oil.  It  seems  likely,  however, 
that  this  export  trade  of  the  United 
States  will  conform  more  and  more  to 
the  value,  volume  and  trend  of  such 
trade  during  the  period  1900-1913, 
rather  than  to  the  export  trade  built 
up  through  war  conditions. 

In  determining  the  place  of  foreign 
trade  it  is  just  as  important  to  empha- 
size the  point  that  foreign  trade  is  both 
necessary  and  desirable  for  the  United 
States  as  it  is  to  emphasize  a  second 
point,  which  seems  sometimes  to  be 
overlooked,    that    a    continuation    of 


abnormal  exports  cannot  be  expected. 
American  exports  mounted  both  in 
value  and  volume  to  unprecedented 
proportions,  particularly  during  the 
years  1915-1920.  But  once  the  stim- 
ulation of  extraordinary  demand  and 
dire  necessity  were  withdrawn,  there 
was  a  noticeable  drift  back  to  trade 
more  in  alignment  with  pre-war  trends. 
Any  notion  that  the  United  States  can 
go  on  indefinitely  selling  all  kinds  of 
goods  in  all  markets  at  fancy  prices 
finds  no  confirmation  in  the  views  of 
experts  who  have  studied  conditions  or 
in  foreign  trade  statistics. 

The  prospect  for  the  revival  of  Amer- 
ican business  lies  in  the  increase  of 
business  in  the  domestic  markets  and 
in  a  foreign  trade  maintained  along 
more  natural  lines  and  developed  in  a 
more  normal  way  than  is  sometimes 
urged  by  the  proponents  of  plans  for. 
the  artificial  stimulation  of  foreign 
trade.  Ultimately,  of  course,  if  (also 
when  and  as)  European  countries  pay 
the  interest  due  the  United  States  on 
their  borrowings  and  try  to  amortize 
their  debts,  these  payments  will  be 
made  largely  in  goods  and  an  unfavor- 
able trade  balance,  or  stream  of  mer- 
chandise imports  in  excess  of  merchan- 
dise exports,  must  be  expected.  Any 
long  time  appraisal  of  foreign  trade 
solely  in  terms  of  exports  is  faulty. 
Close  thinking  must  compass  the  prob- 
lem of  imports — and  tariffs. 

In  approaching  the  problem  of  bus- 
iness revival,  it  is  true  that  account 
must  be  taken  of  the  fact  that  although 
the  export  trade  of  the  United  States 
has  constituted  only  some  six  to  eight 
per  cent  of  total  sales  during  the  years 
when  exports  were  at  their  height,  this 
comparatively  small  volume  of  sales 
has  a  disproportionate  significance, 
particularly  with  respect  to  those  com- 
modities in  the  production  of  which  the 
United  States  enjoys  distinct  advan- 
tages.    Export  trade  conforming  more 
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closely  to  the  "doctrine  of  compara- 
tive costs"  is  as  inevitable  as  it  is 
desirable. 

Before  developing  the  remaining 
points  in  this  paper,  that  Europe  should 
take  steps  to  help  herself  and  that  the 
export  of  capital  has  a  distinct  effect  on 
business  revival,  it  is  necessary  to 
sound  the  warning  that  such  argu- 
ments set  up  no  brief  against  the  posi- 
tion that  natural  trends  of  foreign 
trade  are  necessary  for  the  United 
States. 

What  Europe  Should  Do 

The  world,  as  a  community  of  na- 
tions engaged  in  trade,  is  in  an  ill-bal- 
anced financial  position.  The  United 
States,  and  in  much  less  degree  Great 
Britain,  are  the  only  countries  with  an 
appreciable  amount  of  capital  for 
export.  For  the  purpose  of  maintain- 
ing their  own  financial  solidity,  these 
two  countries  can  ill-afford  to  supply 
Continental  Europe  with  funds  secured 
through  bank  expansion.  In  fact, 
they  can  properly  urge  that  the  Con- 
tinental countries  take  steps  to  straight- 
en out  their  finances  as  a  matter  of 
good  faith,  if  nothing  more,  before 
seeking  extensive  financial  aid. 

Reports  indicate  that  the  nations  of 
Continental  Europe  have  made  small 
progress  in  balancing  their  budgets. 
Deficits  have  accumulated.  These 
nations  must  make  serious  efforts  to 
improve  public  finances.  This  course 
involves  stringent  measures  in  the  way 
of  deflating  inflated  paper  currencies. 
It  also  involves  taxation  of  the  most 
rigorous  character.  There  must  be  re- 
trenchment in  public  expenditures. 
Internal  funding  loans  of  greater  pro- 
portions will  doubtless  be  necessary  to 
reduce  floating  debts, — particularly  to 
reduce  debts  to  the  state  banks  of  issue 
so  as  to  bring  about  a  reduction  in  the 
volume  of  outstanding  bank  notes.  It 
seems  clear  that  European  nations — 


some  more  than  others — must  do  all 
lliese  things.  But  more,  they  must 
put  such  restrictions  on  imports  as  to 
bar  out  goods  that  are  not  vitally 
necessary  for  their  rehabilitation.  It 
is  imperative  that  the  European  coun- 
tries work,  tax,  save,  restrict  imports  to 
necessities, — and  above  all  reverse  the 
mad  policy  of  printing  bank  notes. 
On  these  points  economists  are  in 
agreement. 

If  Continental  Europe  does  not  show 
a  disposition  to  put  her  house  in  order, 
it  is  not  too  much  to  suggest  that 
British  and  American  financiers,  as  well 
as  the  governments  of  Great  Britain 
and  the  United  States,  should  exert  at 
least  moral  pressure  to  bring  about 
this  result.  The  United  States  could 
even  lay  down  as  a  condition  precedent 
to  its  financial  cooperation  or  aid, 
serious  and  intelligent  efforts  at  finan- 
cial and  monetary  rehabilitation  by 
the  countries  of  Europe. 

It  is  not  amiss  to  note  that  efforts  to 
correct  the  ill-balanced  financial  posi- 
tion of  European  countries  will  affect 
the  volume  of  Americati  exports  to 
Europe.  These  exports  are  now  di- 
minishing because  of  the  high  premium 
the  dollar  commands  in  other  curren- 
cies. The  point  should  not  be  lost 
sight  of  that  one  of  the  chief  influences 
affecting  exchange  rates  are  differ- 
ences in  the  price  levels  in  different 
countries.  It  has  been  demonstrated 
in  fact  as  in  theory  that  the  parity  of 
exchange  between  two  countries  is 
affected  by  the  purchasing  power  of 
the  monies  of  those  two  countries.  If 
inflation  is  not  checked  or  appreciably 
reduced,  exchange  rates  must  obtain 
which  will  operate  as  a  barrier  to  the 
exportation  of  American  goods  to 
Europe.  If  France,  for  instance, 
makes  no  serious  effort  at  deflation,  and 
America  is  successful  in  its  deflationary 
process,  the  ratio  between  the  price 
levels  in  the  two  countries  will  show  an 
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even  wider  disparity,  and  buying  by 
France  in  America  will  be  increasingly 
difficult.  It  is  probably  safe  to  say 
that  variation  in  price  levels,  monetary 
standards  and  politics  now  have  a 
major  influence  on  foreign  exchange,^ — ■ 
a  greater  influence  than  trade  balances. 
One  of  the  conditions  necessary  for 
normal  trading  between  the  United 
States  and  Europe  is,  therefore,  that 
European  countries  shall  themselves 
take  clearly  defined  steps  to  strengthen 
their  exchange  position.  Moreover, 
Europe  should  first  help  herself  before 
seeking  large  amounts  of  new  capital 
in  the  American  market.  This  is 
necessary  as  a  matter  of  good  faith, 
as  a  common  sense  way  of  strengthen- 
ing her  position  with  regard  to  making 
securities  attractive  in  the  American 
market. 

The  Export  of  American  Capital 

The  extent  to  which  European 
nations  have  been  securing  capital  in 
the  American  market  may  not  be 
fully  comprehended.  During  the  pe- 
riod 1915-19'20,  foreign  loans  floated 
through  American  bankers  aggregated 
some  five  billion  dollars.  Direct  loans 
by  the  Federal  Government  to  Euro- 
pean nations  amounted  to  some  ten 
billion  dollars.  At  the  present  time 
the  unfunded  debt  of  Europe  proba])ly 
amounts  to  somewhere  between  three 
and  one-half  and  four  billion  dollars. 
In  all,  these  figures  represent  an  export 
of  something  like  nineteen  billions  of 
capital. 

To  show  the  significance  of  these 
figures  a  comparison  may  be  noted. 
During  the  period  1915-1920,  the  total 
reported  issues  of  securities— railroad 
and  traction,  industrial,  municipal  and 
state,  and  those  put  out  by  the  Federal 
Government — amounted  to  forty-three 
and  one-half  billion  dollars.  Of  that 
total,  fifteen  billion  dollars  went  to 
Europe.     Europeans  received  three  bil- 


lions more  than  were  given  to  all  Amer- 
ican railroads,  traction  companies  and 
industries  combined.  They  received 
as  much  as  these  with  state  and  munic- 
ipal issues  added. 

Justification  for  proposals  to  furnish 
Europe  with  even  more  capital  is 
sought  in  the  plea  that  the  fortunes  of 
the  people  of  the  United  States  are 
tied  up  with  those  of  Europe.  Failure, 
distress  and  disaster  there  will  mean 
failure,  distress  and  disaster  here.  The 
view  is  urged  that  American  goods, 
particularly  raw  materials,  must  be 
sold  to  Europeans,  not  only  in  order  to 
relieve  the  American  market,  but  also 
to  furnish  Europe  the  materials  on 
which  to  work  in  the  process  of  eco- 
nomic rehabilitation.  Any  proposal 
to  furnish  Europe  with  more  capital 
should  receive  the  closest  scrutiny. 

In  many  statements  regarding  the 
subject  of  exporting  capital,  the  idea 
seems  to  be  prevalent  that  money  is  the 
only  form  of  capital.  If  the  United 
States  makes  loans  to  France  and  the 
proceeds  of  the  loans  are  expended  in 
the  United  States,  it  is  felt  that  Amer- 
icans will  be  safe  because  the  money  is 
still  here.  But  in  such  case  they  have 
parted  with  capital  goods  which  have 
been  paid  for  with  their  own  funds. 
They  will  receive  for  these  capital 
goods  the  customary  evidences  of  debt 
— bonds  or  notes  which  draw  interest. 
This  is  as  truly  an  export  of  capital  as 
if  gold  had  been  sent  abroad,  and 
Americans  have  identical  evidence  in 
either  case.  American  capital  resources 
have  been  depleted  to  the  same  extent 
in  either  case.  It  is  immaterial 
whether  the  recent  hundred  million 
dollar  French  loan  was  made  in  goods 
or  in  gold  so  far  as  this  country's  capital 
account  is  concerned.  Thinking  about 
the  export  of  capital  should  not  be 
confused  by  centering  attention  on 
money  and  forgetting  the  fact  that 
capital  goods  are  exported  even  though 
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the  money  may  be  spent  in  this 
country. 

INIuch  the  same  situation  underhes 
the  plan  for  the  proposed  Hundred 
Milhon  Dollar  Foreign  Trade  Financ- 
ing Corporation.  It  is  a  plan  to  export 
some  part,  or  all,  of  a  billion  dollars 
worth  of  capital  chiefly  to  Europe. 
It  is  a  plan  to  stimulate  exports,  but  it 
involves  the  export  of  capital  goods  in 
return  for  which  Americans  would 
receive  interest  bearing  promises  to 
pay. 

The  reluctance  of  many  of  the  larger 
banks  to  furnish  capital  for  the  organ- 
ization of  this  Corporation  in  such  large 
amounts  as  have  been  asked,  is  no 
doubt  due  to  the  knowledge  bankers 
have  of  the  enormous  losses  sustained 
by  foreign  financing  companies  during 
the  last  eighteen  months,  and  the 
further  knowledge  of  the  fact  that 
almost  every  foreign  dock  has  been 
filled  with  goods  which  have  not  been 
accepted  by  foreign  buyers. 

It  is  a  matter  of  common  knowledge 
that  European  nations  owe  the  United 
States  Government  about  ten  billion 
dollars.  Payment  of  the  principal 
amount  is  regarded  in  some  quarters  as 
problematic.  Payment  of  the  interest 
charges  has  been  deferred.  But  if 
payment  is  made  of  both  principal  and 
interest,  such  payment  must  be  made 
largely  in  goods,  that  is,  the  balance  of 
trade  over  a  number  of  years  must  run 
in  favor  of  the  obligated  nations  and 
be  unfavorable  to  the  United  States. 
Under  the  circumstances  it  is  possible 
to  understand  the  argument  in  favor  of 
the  cancellation  of  the  debt  owed  by 
European  nations  to  the  Federal  Gov- 
ernment. However,  it  seems  unlikely 
that  any  such  proposal  can  be  seriously 
entertained,  both  because  it  is  contrary 
to  the  trend  of  public  opinion  in  the 
United  States  and  because  it  might  not 
be  acquiesced  in  abroad.  Therefore, 
the  long  run  view  of  the  effect  of  capital 


advances  to  Europe  and  the  payment 
of  interest  and  principal  must  compass 
the  question  of  imports  and  ultimate 
unfavorable  trade  balances. 

Even  if  proposed  plans  for  financing 
Europe  are  not  brought  to  the  point 
of  execution,  the  prevention  of  foreign 
raids  on  American  capital  resources  is 
worthy  of  serious  thought.  The  Ger- 
man war  indemnity  bonds  are  an 
illustration. 

It  is  reported  that  on  July  1,  Series 
A  of  the  German  war  indemnity  bonds 
to  the  amount  of  three  billion  dollars 
will  be  issued.  Series  B,  nine  billions 
in  amount,  will  be  issued  November  1 
next.  The  interest  rate  will  be  five 
per  cent.  Series  C  bonds  will  amount 
to  twenty-one  billion  dollars  and  will 
be  issued  under  detailed  provisions 
which  need  not  now  be  considered.^ 
The  United  States  will  receive  none  of 
these  bonds,  nor  indemnity  payments 
of  any  kind.  Nevertheless,  the  gov- 
ernments that  do  receive  the  bonds 
will  probably  try  to  market  them  in 
the  United  States  as  it  is  the  only  great, 
unrestricted  investment  market.  Euro- 
pean nations  will  command  new  Amer- 
ican capital  to  the  extent  that  the 
bonds  are  bought  by  American  in- 
vestors. 

In  any  discussion  of  America's  part 
in  European  rehabilitation,  the  ques- 
tion of  the  export  of  capital  from  Amer- 
ica is  a  primary,  not  a  secondary  mat- 
ter. This  fact  has  already  been  shown 
by  the  large  amount  of  capital  fur- 
nished Europe — some  nineteen  billions 
of  dollars.  The  promoters  of  the 
Hundred  Million  Dollar  Foreign  Trade 
Financing  Corporation  have  urged 
that  the  United  States  is  morally 
bound  to  help  Europe  and  selfishly 
concerned  in  developing  export  trade 
if  it  would  maintain  or  revive  domestic 

^  For  a  detailed  statement  regarding  the  is- 
suance of  the  German  indemnity  bonds,  see  the 
article  by  Mr.  McDonald  in  this  volume. — [Ed.] 
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prosperity.  But  no  plan  has  yet  been 
proposed  that  does  not  in  effect  provide 
merely  for  the  wholesale  granting  of 
commodity  credits. 

In  connection  with  this  or  other  pro- 
posals to  furnish  Europe  with  capital, 
it  goes  without  saying  that  persistent 
refusal  to  cooperate  in  any  way  with 
Europe  would  have  a  serious  reaction 
on  industry  in  the  United  States. 
About  this  point  there  can  l>e  no  doubt. 
However,  the  United  States  owes  to 
Europe,  as  well  as  itself,  the  duty  of 
keeping  its  house  in  order.  If  the 
United  States  does  not  do  the  best  it 
can  with  its  own  resources  it  will  do 
less  than  is  possible  for  Europe.  In 
considering  foreign  trade  and  the 
export  of  American  capital,  not  only 
the  needs  or  demands  of  Europe  must 
be  taken  into  account,  but  also  the 
capacity  of  Americans  to  export  capi- 
tal \^-ithout  seriously  affecting  domestic 
industry,  Europe  would  not  gain  in 
the  long  run  from  the  impairment  of 
American  resources  and  capital.  Too 
much  emphasis  can  be  placed  on  what 
America  can  do  for  Europe  and  not 
enough  on  what  Europe  can  and  must 
do  for  herself.  European  countries 
owe  America  the  duty  of  righting  their 
economic  position  by  strong  adlierence 
to  sound  and  sane  rules  of  financing, 
taxation  and  fiscal  operations.  It  is 
important  that  attention  be  given  the 
needs  of  Europe  for  capital,  but  it  is 
necessary  also  to  consider  American 
needs. 

America's  Need  of  Capital 

No  recourse  to  statistics  is  really 
necessary  to  confirm  the  truth  of  the 
statements  so  often  made  that  Ameri- 
can railroads  have  not  received,  for 
several  years,  adequate  additions  to 
their  capital — additions  which  were 
necessary  to  efficient  transportation 
service.  It  is  common  knowledge  that 
renewals,    additions   and   betterments 


are  needed.  Some  idea  of  the  situa- 
tion, however,  can  be  gained  from  the 
fact  that  reported  issues  of  railroad 
and  traction  securities  from  1909  to 
1914  averaged  almost  one  billion  dol- 
lars each  year,  while  from  1917  to  1920 
inclusive,  the  average  was  less  than  four 
hundred  and  fifty  million  dollars  a 
year.  It  seems  a  reasonable  inference 
that  the  export  of  American  capital  to 
Europe  must  have  helped  to  stay  rail- 
road progress  and  development.  Sim- 
ilarly, the  export  of  American  capital 
must  have  had  an  adverse  effect  on 
building  operations  and  must  have  been 
a  contributing  cause  to  the  present 
housing  shortage.  Capital  needs  for 
building  are  problematic.  Estimates 
range  from  one  to  five  billion  dollars. 
Even  the  most  conservative  figures, 
however,  show  the  need  for  capital  in 
the  United  States  if  building  is  to  play 
its  full  part  in  the  restoration  of  domes- 
tic prosperity.  Indeed,  in  every  field 
of  domestic  endeavor  the  shortage  of 
capital,  evidenced  by  high  interest 
rates,  has  been  more  or  less  seriously 
felt  and  although  the  United  States  is 
now  a  creditor  nation,  it  must  be  re- 
called that  at  no  time  in  its  history, 
prior  to  the  war,  have  the  people  of  the 
United  States  accumulated  enough 
capital  for  American  needs.  The 
United  States  was  regularly  a  debtor 
nation. 

Interest  Rates 

Business  men  in  the  United  States 
have  been  greatly  disturbed  over  high 
interest  rates.  Bankers,  however,  are 
not  to  be  charged  with  the  responsi- 
bility for  this  condition.  There  has 
not  been  enough  capital  to  meet  the 
demand  at  low  interest  rates.  Bidding 
for  the  available  supply  of  capital  has 
been  vigorous  and  always  in  competi- 
tion with  hard-pressed  European  coun- 
tries. The  prospect  of  lower  interest 
rates  is  remote  unless  the  demand  for 
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capital  subsides  to  a  great  ex- 
tent, or  unless  capital  accumulations 
are  greatly  increased.  With  Europe 
still  bidding  for  capital,  interest  rates 
are  not  likely  to  take  a  marked  and 
immediate  downward  trend.  Prior  to 
the  war,  the  average  amount  of  new 
securities  issued,  recorded  and  unre- 
corded, is  estimated  at  three  billion 
dollars  a  year.  During  and  since  the 
war,  it  is  estimated  that  these  issues 
have  averaged  six  billions  and  yet 
apparently  they  have  not  been  suffi- 
cient to  meet  capital  demands  at  a  low 
rate  of  interest.  With  a  lower  and 
lowering  price  level,  domestic  capital 
requirements  should  diminish,  but 
there  will  also  be  a  diminution  in 
capital  accumulations  measured  in 
terms  of  dollars.  The  probable  trend 
of  interest  rates,  so  closely  related  to 
the  export  of  American  capital,  raises 
the  question  of  the  capacity  of  the 
American  people  to  save. 

Savings  Not  Indefinitely  Elastic 

If  the  savings  of  the  American  people 
were  indefinitely  elastic,  there  would 
be  no  problem  connected  with  the 
export  of  American  capital.  There 
would  be  no  particular  problem  of 
interest  rates.  The  hard  fact,  how- 
ever, is  that  savings  are  not  mdefinitely 
expansible.  The  amount  of  capital 
accumulated  depends  on  the  national 
income  and  the  capacity  and  disposi- 
tion of  the  people  to  save. 

iVny  nation's  income  has  limits. 
For  1917  the  best  estimates  fixed  the 
total  income  of  the  American  people  at 
fifty  to  sixty -five  billion  dollars.  As- 
suming twenty  million  families  at  that 
time  and  a  bare  subsistence  cost  of 
living  for  each  at  a  thousand  dollars  a 
year,  twenty  billion  dollars  were  needed 
for  what  may  be  called  a  "human 
maintenance  fund."  This  fund  is 
certainly  not  less  today.  Out  of  tiie 
remainder   of   whatever   the   national 


income  may  be  must  come  all  expendi- 
tures for  comforts,  luxuries,  taxes  and 
also  capital,  whether  for  American 
industry  or  for  foreigners,  or  both. 

In  considering  the  possible  savings 
of  the  people  of  the  United  States  it  is 
heli)ful  to  divide  the  total  number  of 
families  into  income  groups.  Families 
with  incomes  of  $1,500  or  less  can  save 
practically  nothing.  Families  whose 
incomes  range  from  $1,500  to  $5,000  are 
disposed  to  spend  rather  than  save, 
after  making  their  customary  invest- 
ments in  insurance  and  homes.  Fam- 
ilies with  incomes  above  $5,000  have  had 
their  resources  eaten  into  by  income 
and  surtaxes.  \Miile  the  greater  pro- 
portion of  capital  accumulations  during 
the  period  1900  to  1910  came  from 
the  last  named  group  and  from  cor- 
poration surpluses,  income  and  profits 
taxes  have  cut  heavily  into  what  might 
otherwise  have  been  industrial  capital. 
If  the  tax  program  of  the  United  States 
could  be  radically  revised,  this  source 
of  capital  would  be  restored,  but  it 
seems  unlikely  that  such  modification 
of  tax  rates  will  be  made  as  to  restore 
the  position  of  the  well-to-do  or  cor- 
porations with  respect  to  this  matter  of 
furnishing  capital.  With  the  savings 
power  of  the  high  income  group  seri- 
ously impaired,  and  the  low  income 
group  without  financial  leeway,  de- 
pendence for  capital  rests  more  largely 
on  the  middle  income  group— families 
with  incomes  from  $1,500  to  $5,000  a 
year. 

If  savings  cannot  be  indefinitely 
increased,  the  question  arises,  "To  what 
use  shall  capital  accumulations  be  put?" 
Shall  they  be  turned  in  large  measure 
to  Europe  or  put  to  work  in  the  United 
States.^  Since  savings  are  not  indefi- 
nitely expansible,  a  decision  is  necessary 
as  to  whether  they  shall  be  spent  here 
to  furnish  Europeans  with  capital 
goods,  or  spent  here  to  furnish  Amer- 
ican industries  with  such  capital  goods. 
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Or  perhaps  the  question  should  be  put 
thus,  To  what  extent  shall  American 
sa^^ngs  be  used  to  furnish  Europe  with 
capital  goods  and  to  what  extent  used 
to  furnish  capital  goods  for  the  rehabil- 
itation of  American  industries?  One 
thing  at  least  seems  clear.  The  United 
States  cannot  export  its  capital  and 
have  it  too. 

The  evident  purpose  of  the  propo- 
nents of  the  various  plans  for  financing 
Europe  is  to  sell  American  goods, — 
hence  the  suggestion  that  capital 
advances  be  conditioned  on  the  ex- 
penditure of  the  funds  in  American 
markets.  Thus,  any  real  or  supposed 
surplus  of  goods  can  be  reduced  or  dis- 
posed of — at  a  price.  This  plan  was 
followed  during  the  war  with  the  result 
that  there  has  been  an  accumulation 
of  Europe's  obligations  in  this  country 
on  which  interest  charges  may  be  paid, 
but  there  is  no  general  and  confident 
expectation  of  the  prompt  repayment 
of  the  principal.  The  point  must  not 
V>e  lost  sight  of  that  if  payment  is  made, 
it  will  be  made  chiefly  in  goods, 
Europe's  purpose  in  seeking  American 
capital  is  probably  to  buy  not  manu- 
factured products  beyond  immediate 
needs,  but  rather  raw  materials  and 
equipment.  ^Yith  these  her  labor  can 
produce  finished  products  to  be  sold 
back  to  the  United  States  or  to  other 
countries,  perhaps  in  competition  with 
America. 

The  scheme  of  financing  sales  to 
Europe  would  be  more  alluring  if  a 
revival  of  business  on  the  high  price 
level  of  the  first  part  of  1920  could  be 
foreseen.  But  the  maintenance  of 
such  a  price  level  is  neither  possible 
nor  desirable.  It  has  already  been 
lowered  everywhere.  The  revival  of 
American  lousiness  on  the  basis  of  lower 
prices  is  inevitable.  If  the  price  of 
goods  is  to  be  lower,  costs  must  be 
lowered  enough  to  give  a  reasonable 
margin    of    profit.     This    applies    not 


only  to  production  for  the  domestic 
market  but  production  for  foreign 
markets.  The  lowering  of  costs  de- 
mands a  higher  degree  of  efficiency  in 
production.  This  higher  efficiency 
nnist  be  found  in  capital  as  well  as 
labor.  There  must  be  the  use  of  ade- 
quate and  efficient  capital  equipment. 
American  transportation,  in  particular, 
has  capital  needs  that  must  be  met. 
It  is  important,  therefore,  in  fact  of 
major  importance,  that  the  question  of 
business  revival  be  considered  in  rela- 
tion to  the  problem  of  the  extent  to 
which  American  capital  should  be 
exported. 

The  Revival  of  American  Business 

The  main  thread  of  the  argument  in 
this  paper  is  that  the  revival  of  Amer- 
ican business  will  be  worked  out  on  the 
basis  of  the  domestic  market  and  a 
more  normal  foreign  trade.  In  turning 
attention  to  domestic  trade  the  ques- 
tion of  capital  needs  at  home  must 
receive  attention.  In  considering 
American  export  trade,  due  regard 
must  be  had  not  only  for  schemes  for 
financing  that,  trade,  but  also  for  the 
"doctrine  of  comparative  costs."  Full 
thought  must  likewise  be  given  to  the 
correction  of  monetary  conditions  in 
Europe  through  deflation,  taxation  and 
economy.  The  fact  must  not  be  over- 
looked that  Europeans  must  restrict 
imports.  If  European  nations  are  to 
deflate  their  currencies,  pay  taxes  and 
work,  they  will  have  less  demand  for 
anything  from  the  United  States  other 
than  what  aids  them  to  manufacture 
goods  and  sell  them  chiefly  in  the 
American  market.  If  certain  of  the 
European  nations  are  impoverished, 
their  position  will  not  be  greatly  im- 
proved by  America's  financing  sales 
of  goods  without  adequate  considera- 
tion of  the  risk  involved  or  thought  of 
the  extent  to  which  capital  should  be 
exported.     If  Europe  is  impoverished. 
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improvement  of  the  condition  of  her 
peoples  will  not  be  brought  about 
by  forcing  America  to  the  same  con- 
dition. 

Foreign  trade  has  been  emphasized 
to  such  a  degree  of  late  that  thought  of 
business  revival  is  largely  in  terms  of 
exports  and  foreign  financing.  If  it 
were  necessary  for  the  people  of  the 
United  States  to  await  the  rehabilita- 
tion of  Europe  before  they  could  enjoy 
a  fuller  measure  of  prosperity,  they 
might  have  to  wait  a  very  long  time. 
Just  how  long,  no  one  knows!  Such  a 
prospect  is  far  from  comforting  at  a 
time  when  gloom  enough  engulfs 
American  business.  It  was  in  the 
hope  that  a  shift  of  emphasis  from 
foreign  to  domestic  trade  would  carry 


a  message  of  encouragement,  that  this 
paper  was  prepared.  An  American 
perspective  shows  that  measures  at 
home  can  and  should  be  taken.  There 
need  be  no  paralysis  of  action  with  the 
Avorld's  greatest  domestic  market  at 
hand  and  controllable.  To  emphasize 
this  point,  an  exaggerated  statement 
might  almost  be  risked,  that  if  we  take 
care  of  our  ninety-two-or  ninety-three 
per  cent  of  domestic  business,  the  seven 
per  cent  of  foreign  business  will  take 
care  of  itself. 

This  is  calculated  to  be  a  message  of 
comfort  and  cheer  to  all  who  have  not 
lost  the  power  of  self-help.  \Miat  is 
needed  is  courage,  straight  thinking, 
the  restoration  of  a  sound  moral  code, 
— but  above  all,  action. 


American   Trends   in   Foreign   Trade 

By  F.  E.  St.  Austell 

Continental  and  Commercial  National  Bank,  Chicago 


THE  United  States  is  facing  ex- 
traordinary conditions  with  re- 
spect to  foreign  trade  and  finance,  but 
beneath  these  extraordinary  condi- 
tions may  be  seen  indications  of  the 
working  of  natural  tendencies.  For- 
eign trade  cannot  indefinitely  remain 
abnormal. 

When  a  movement  to  "capture" 
foreign  markets  was  started,  there 
were  a  few  maligned  authorities  who 
advised  caution,  a  policy  of  careful 
progress  rather  than  hasty  plunging 
into  the  intricacies  of  foreign  trade  by 
those  who  were  not  suflBciently 
equipped  with  practical  knowledge 
of  the  conduct  of  that  trade.  British 
and  European  papers  did  not  scoff  at 
American  efforts  to  capture  markets. 
Many  of  them,  however,  did  point  out 
that  the  United  States  would  show 
wisdom  in  adhering  to  the  develop- 
ment of  foreign  commerce  along  lines 


with  which  it  was  familiar.  The  his- 
tory of  England's  overseas  commerce 
proves  that  foreign  trade  is  of  slow  and 
tedious  growth,  not  springing  over- 
night into  full  bloom  as  many  Ameri- 
can merchants  and  manufacturers 
apparently  expected. 

The  foreign  trade  of  the  United 
States  during  the  years  of  the  war,  and 
in  fact  until  the  latter  part  of  1919, 
was  not  dependent  on  real  trading  or 
salesmanship.  Goods  were  asked  for 
and  supplied,  the  main  object  being  the 
satisfaction  of  demands  as  ciuickly  as 
possible.     Such  trading  is  not  normal. 

Indirect  or  triangular  trading,  if  it 
comes  at  all,  is  likely  to  be  of  long  and 
slow  development.  The  trend  of  for- 
eign trade  of  the  United  States  has 
been  direct.  English  shipping  has  a 
large  proportion  devoted  to  "tramp 
trading,"  a  proportion  estimated  at 
more  than  fifty  per  cent  of  its  mercan^ 
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tile  marine.  British  tramp  steamers 
seek  trade  and  in  the  search  are  not 
confined  to  definite  routes.  Hence  it 
is  common  to  find  goods  bought  by 
British  merchants,  say  in  the  Baltic 
ports,  w  ith  the  proceeds  of  goods 
bought  in  the  United  States.  British 
ships  carry  nitrates  from  Chile  to  a 
point  where  they  are  needed  and  then 
load  up  again  with  goods  needed  else- 
where. Barter,  buying  goods  with 
goods,  is  still  an  essential  of  foreign 
trade,  but  the  United  States  has  hither- 
to confined  itself  to  direct  trade  and 
wherever  possible,  direct  payment. 
Necessity  alone  is  likely  to  modify  this 
trade  habit. 

The  necessity  which  will  make  such 
modifications  will  come  of  a  congested 
population  on  the  seaboard  and  the 
consequent  turning  of  attention  away 
from  the  still  undeveloped  resources  of 
the  interior  and  the  opportunities  for 
business  afforded  there,  to  opportuni- 
ties for  trade  in  foreign  lands.  Such 
a  change  W'Ould  be  difficult  of  full  ac- 
complishment without  a  change  in  gov- 
ernment policies — such  as  free  trade  or 
very  much  lower  tariff  duties,  the 
establishment  of  free  ports,  and,  gen- 
erally, a  policy  of  what  is  commonly 
known  as  economic  imperialism. 

Natural  Trends  of  Foreign  Trade 

As  it  has  been  well  said,  "The 
United  States  can  export  goods  in 
the  production  of  which  it  has  the 
greatest  comparative  advantages,  due 
to  climate,  natural  resources  and  the 
genius  of  the  American  people  for 
organization  and  quantity  produc- 
tion." This  "doctrine  of  comi)arative 
costs,"  would,  therefore,  class  as  natu- 
ral and  desirable  the  export  of  such 
commodities  as  foodstuffs,  raw  mate- 
rials, automobiles  and  accessories, 
machinery  of  all  kinds,  typewriters, 
sewing  machines  and  many  articles  of 
quantity  production. 


Imports  will  naturally  bulk  in  those 
commodities  which  cannot  be  produced 
in  the  United  States  because  of  cli- 
matic conditions.  There  is  no  domestic 
production  of  tea,  coffee  and  cocoa. 
The  best  China  clay  is  probably  im- 
ported from  England.  Without  the 
forests  of  Assam,  many  industries 
would  be  at  a  loss  for  a  supply  of  shellac; 
the  rubber  plantations  of  the  Dutch 
East  Indies  and  Brazil  are  necessary  to 
the  automobile  industry,  and  so  on. 

The  United  States  has  become  ac- 
customed to  a  favorable  balance  of 
trade  entirely  without  precedent. 
However,  as  domestic  production  re- 
sumes a  pre-war  character,  similar  per- 
haps to  that  of  the  period  1900-1913, 
it  seems  safe  to  predict  a  return  of  for- 
eign trade  conditions  similar  to  those 
obtaining  during  the  same  period. 
The  favorable  balance  will  probably 
be  maintained  for  some  years,  but 
a  gradual  reduction  of  that  balance 
until  an  excess  of  merchandise  imports 
over  merchandise  exports  is  reached,  is 
probable.  The  balance  may  be  re- 
duced by  diminishing  exports  or  by  in- 
creasing imports  or  by  both  causes 
■together, 

A  Decreased  Favorable  Balance 

A  swing  towards  alteration  of  the 
trade  balance  was  clearly  indicated 
during  the  latter  half  of  1919  when  ex- 
ports decreased  and  imports  increased. 
Exports  at  that  time  were  going  prin- 
cipally to  European  countries  and,  as 
shown  in  the  following  table,  were 
greatly  reduced  during  and  after  July, 
1919  when  the  peak  showing  a  favor- 
able trade  balance  of  $941,000,000  in 
one  month  was  reached. 

(Units  of  $1,000,000) 
Half-year 

1919  Exports  Imports  Balance 

January-June        4,201         1,6.54      2,.547 
July-December     3,962        2,.'342      1,620 
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As  already  noted,  in  the  period  from 
July  to  December,  19 If),  the  reduction 
of  the  favorable  balance  was  due  more 
to  increased  imports  than  to  decreased 
exports. 

The  decline  of  exports  to  Europe 
has  continued  and  the  following  table 
shows  clearly  a  steady  drop  in  the  first 
half  of  1921,  even  considering  the  drop 
in  the  price  level. 


in  foreign  trade  values  of  more  than 
$3,0()(),()()0,0()0,  both  imports  and  ex- 
ports declining.  Exports  decreased  to 
the  extent  of  one  billion  and  a  half  dol- 
lars compared  with  the  last  previous 
fiscal  year,  while  imports  fell  off  in  a 
slightly  less  degree,  though  still  greater 
than  during  any  year  since  1917  with 
the  exception  of  the  fiscal  year  1920. 
Figures  from  the  same  source  show  a 


Total  \'olume 

OF  Exports 

1921 

England 

France 

German  J' 

Italy 

Total 
European 
Countries 

January 

February 

March 

April 

May 

June 

$102,351,376 
86,042,893 
69,623,415 
74,781,288 
71,340,509 
52,072,939 

$35,825,135 
20,432,178 
19,597.301 
13,581,753 
9,862,731 
12,675,598 

$48,862,037 
36,619,713 
30,502.988 
19.143,211 
20,481,412 
30,795,515 

$29,356,813 
28,198,613 
16,908,314 
13,634,101 
22,555,727 
22,742,637 

$325,530,940 
241,793.255 
199,222,578 
174,645,581 
176,822,795 
173,252,536 

That  the  steady  falling  off  in  value  of 
exports  to  all  countries  which  was  in- 
dicated in  the  latter  part  of  1919  has 
continued  during  1920  and  the  first  six 
months  of  1921,  is  evidenced  by  the 
following  table : 

Total  Exports  of  Merchandise  by 
Months 

1920  1921 

January $722,063,790  $654,271,423 

February 645,145,225     486,281,597 

March 819,556,037     386,680,346 

April 684,319,392     340,338,729 

May 745,523,223    329,746,379 

June 629,376,757    340,000,000 

July 651,136,478 

August 578,182,691 

September 604,686,259 

October. 751,211,370 

November....  676,706,011 

December....  720,852,515 

Figures  issued  by  the  Department  of 
Commerce  covering  the  fiscal  year  end- 
ing June,  1921,  indicate  a  falhng  off 


slight  increase  in  exports  for  June,  1921, 
the  first  increase  noted  since  December, 
1920.  The  June  total  of  $340,000,000 
exports  is  however  only  about  half  of 
the  value  of  exports  recorded  for  June, 
1920.  The  difference  is  mainly  ac- 
counted for  by  reduction  of  prices 
rather  than  quantities. 

What  America  Actually  Exports 
AND  Imports 

In  connection  with  the  question  of 
exports,  a  few  facts  are  significant.  It 
has  been  customary  to  refer  in  some- 
what vague  terms  to  exports.  Statis- 
tics show  at  a  glance  relative  values 
that  are  often  beclouded  in  generalities. 
"Exports"  mean  particularly  those  ex- 
ports shown  in  the  table  following. 
They  have  been  the  most  important 
exports  year  after  year.  And,  paren- 
thetically it  may  be  noted,  that  accord- 
ing to  careful  estimates  the  export 
trade  of  the  United  States  represents 


12 


The  Annals  of  the  American  Academy 


at  most  not  over  ten  per  cent  of  the 
total  volume  of  sales;  from  six  to  eight 
per  cent  is  probably  a  more  accurate 
measure. 


products  are  needed  throughout  the 
world.  The  United  States  can  assist 
in  supplying  that  need.  Cotton  can 
be  produced  in  quantities  for  export 


Ratio  of  Exports  of  Selected  Commodities  to  the  Total  Merchandise  Exports  of 
THE  United  States  (based  on  values)  During  the  Period  1913-19'20 


Cotton 

Manufac- 
tures 

Iron  and 
Steel 

% 

Brearl- 
stuffs 

% 

Meat 

and 

Dairy 

Products 

% 

Calendar 
Year 

Raw 

To 

Manufac- 
tured 

% 

Total 

/o 

Mineral 
Oil 

% 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

23.1 
16.2 
11.7 
9.9 
9.2 
10.9 
14.3 
13.8 

2.2 
2.3 
1.6 
2.3 
2.5 
2.9 
3.4 
4.8 

25 . 3 
18.5 
13.3 
12.2 
11.7 
13.8 
17.7 
18.6 

5.1 
9.4 
10.9 
15.8 
19.9 
16.8 
12.2 
13.5 

7.1 
14.6 
14.8 

8.6 
10.1 
13.0 
11.6 
13.1 

5.8 
6.6 
7.8 
5.7 
7.0 
15.3 
14.6 
6.6 

5.0 
6.6 
4.0 
3.6 
4.0 
5.5 
4.3 
6.6 

Average 

1914-1920 

15.1 

14.1 

12.2 

7.6 

4.9 

The  following  table  gives  the  same 
ratios  for  the  period  from  January  to 
June,  1921: 


and  many  parts  of  the  world  need 
that  cotton.  The  articles  referred  to 
represent  sixty  per  cent  of  the  exports 


Cotton 

Manufactures 

Iron  and 

Steel 

% 

Bread- 
stuffs 

% 

Meat  and 

Dairy 
Products 

% 

Mineral 

Raw 

% 

Manufactured 

% 

Total 

% 

Oil 

% 

8.4 

2.4 

10.8 

18.1 

14.5 

7.4 

9.4 

The  United  States  is  blessed  with 
boundless  acres  which  can  produce 
grain  under  conditions  that  leave  an 
exportable  surplus.  Many  European 
countries  may  produce  more  wheat 
per  acre,  but  they  have  not  the  acres  to 
compete  with  American  production. 
The  American  genius  for  organiza- 
tion renders  it  possible  to  export  manu- 
factures of  iron  and  steel  to  advantage, 
also   mineral   oils.     Meats   and   dairy 


of  the  United  States  and  there  appears 
every  probability  that  they  will  con- 
tinue to  do  so. 

It  may  be  asked  what  will  the  United 
States  take  in  return  for  these  and  other 
exports.  The  United  States  produces 
neither  tea,  coffee  nor  cocoa.  It  will 
therefore  send  to  Brazil  and  other 
coffee-producing  countries  such  goods 
as  those  countries  can  absorb  in  ex- 
change for  coflFee.    The  same  applies 


American  Trends  in  Foreign  Trade 


13 


to  tea  and  cocoa.  The  United  States 
produces  great  quantities  of  hides  and 
skins,  but  not  enough.  These  com- 
modities will  therefore  be  imported  in 
the  required  quantities.  The  planta- 
tions of  the  Dutch  East  Indies  and 
Brazil  will  continue  to  supply  rubber. 
India  will  be  called uponfor  jute,  shellac 
and  its  quota  of  hides  and  skins.  The 
United  States  needs  hemp  and  sisal. 
These  may  be  regarded  as  natural  im- 
ports. Silk  and  sugar  are  among  the 
important  articles,  imports  of  which 
show  considerable  increase  from  the 
latter  part  of  1919.  What  the  United 
States  particularly  needs  is  shown  in 
the  table  below.  The  imports  which 
show  an  increase  are  not  European,  but 
come  from  Latin  America  and  the 
Orient, 


Trade  Opportunities  in  Non- 
European  Markets 

Since  the  United  States  has  in- 
creased imports  from  non-European 
markets,  it  is  well  to  consider  what  the 
export  trade  of  the  United  States  has 
been  with  all  markets  other  than  those 
of  Europe  during  the  period  from  1914 
to  June,  1921.  The  table  on  page  four- 
teen indicates  the  trend  of  export  trade 
for  the  period  referred  to  with  Canada, 
Australia,  China,  India,  Japan,  Brazil, 
Argentine,  Chile,  and  the  total  of  ex- 
ports to  South  American  countries. 

Exports  to  Canada  show  a  steady  in- 
crease year  by  year  with  the  exception 
of  1919.  The  year  19'-20  again  shows  a 
healthy  increase,  while  the  returns  for 
the  first  six  months  of  1921  seem  to  in- 


Articles 

Unit 
(Millions) 

1917 

1918 

1919 

Increase  in  1919 
over  1918 

Hides  and  Skins 

Coffee 

Cane  Sugar 

Raw  Silk 

lbs. 
lbs. 
lbs. 
lbs. 
lbs. 

631 

1,287 

4,941 

37 

406 

362 

1,052 

5,167 

33 

326 

745 

1,334 

7,020 

45 

536 

883 

282 

1,853 

12 

Crude  Rubber 

210 

What  will  this  country  take  from 
Europe?  That  is  a  matter  difficult  to 
decide  under  existing  conditions,  but  in- 
dications point  to  the  fact  that  Europe 
must  in  the  long  run  be  regarded  as 
a  competitor.  Woolen  goods  of  high 
quality  will  be  imported,  but  prob- 
ably not  the  cheaper  grades.  Fine 
cottons,  quality  goods  which  may  be 
sold  here  at  high  prices  and  which 
are  not  produced  here,  will  naturally  be 
welcomed.  Plushes,  velvets,  gloves, 
cosmetics,  may  also  be  added  to  the 
list,  but  an  habitual  and  probably 
natural  desire  to  restrict  the  influx  of 
directly  competitive  goods  is  already 
apparent. 


dicate  that  the  final  figures  for  the 
year  will  be  nearer  those  of  1916  than 
those  of  1917,  1918  and  1919. 

The  dislocation  of  commerce  is  per- 
haps nowhere  more  manifest  or 
brought  nearer  home  than  in  the  pres- 
ent relations  between  Canada  and  the 
United  States.  Canada  finds  itself  in 
the  unfortunate  position  of  liaving  to 
buy  for  cash  and  sell  to  her  British  and 
European  customers  on  credit,  or  not 
sell;  it  also  suffers  from  its  inability  to 
return  to  a  gold  basis.  The  Dominion 
is  practically  on  a  paper  basis  and  when 
Canadian  funds  are  quoted  at  a  dis- 
count of  twelve  per  cent  the  onus  of 
the  discount  may  be  placed  about  as 
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follows:  seven  per  cent  is  due  to  being 
on  a  paper  basis  and  five  per  cent  due 
to  adverse  trade  balance.  A  return 
to  normal  conditions  will  find  Canada 
still  high  on  the  list  of  United  States 
foreign  customers,  and  it  is  to  be  hoped 
that  external  capital  will  flow  into 
Canada  to  help  development  of  re- 
sources as  was  the  case  in  the  earlier 
days  in  the  United  States. 

Exports  to  Australia  have  not  shown 
a  backward  trend  since  1914.  During 
the  year  1919  Australia  took  from  the 
United  States  goods  to  the  value  of  over 
ninety-five  millions  of  dollars  and  in- 
creased that  amount  in  1920  to  nearly 
one  hundred  and  twenty  millions. 
The  figures  for  the  first  six  months  of 
1921  indicate  that  exports  to  the  value 
of  more  than  fifty-one  million  dollars 
have  been  shipped  from  the  United 
States  to  Australia.  Australia,  in  fact 
Australasia,  is  growing  nearer  in  terms 
of  distance  because  of  quickening  con- 
nections, and  that  it  is  growing  nearer 
in  business  sympathy  is  indicated  by 
the  vastly  increasing  inquiries  and  the 
number  of  business  men  from  the  Com- 
monwealth visiting  this  country. 

From  China  come  appeals  for  goods  , 
of  all  kinds.  The  great  need  of  China 
today  is  increased  transportation  fa- 
cilities. She  is  importing  great  quan- 
tities of  machinery,  especially  agricul- 
tural, milling  and  mining  machinery. 
Development  of  the  resources  of  the 
mighty  republic  will  naturally  lead  to 
increased  commerce  with  the  United 
States.  Trade  with  China  is  com- 
paratively new  to  the  United  States, 
but  statistics  show  a  growth  in  value  of 
exports  from  forty-five  million  dollars 
in  1914  to  nearly  one  hundred  and 
forty-six  millions  in  1920.  China  is 
endeavoring  to  change  its  status  and 
become  an  industrial  nation.  The 
process  will  be  interesting  to  American 
manufacturers. 

There  appears  to  be  a  widespread 


^    3 

M 

<N  <-? 

00 

es    1. 

*"• 

'"'    c 

t- 

a 

'f 

l-S 

*< 

«& 

00  »fl  00  »<  eo  »ft  »« 


t~      <-^      Oi 


(V   >«   05 


a*  t»  «  «o  «5 

»<    ■>*     l>    O    l-H 

o_  .-  oo_^  00  a> 
•-'  --  vi    ifi     'o"  t-  J>  t^ 

loioeooocstoi-ii© 


O»0t-»O00WO5-*f-c 


tn     •-•     zo     ui     (o 

<Xl      05^      t-       00__      OS^ 

—'     05"     >C     OJ"     l> 


•*  »*  ^  rt 

l>  t^  so  05 

to  eo"  «5  wT 

«*  —  «o  »» 


05     oj     M     00     eo     05 
-r    'o    00    (»<     - 


®     00     (s* 


•c     >c     •^  so  eo 

•^  co'  oT  ■-<" 

CO  Oi  Oi  94 

so  CO  00  i-H 


00       05       »<       «5       00       fh 
"0       f—^      «5       -^      »       •.fi 

t-"    05*    00"    *»"    ■^    — * 


00     »o     05     so 


«5      so       ffl 


«0      «0      (X 


r—  00         05  O 


50       so       OS       00       so 


'^     to     a     o>     ■^     in 
05     Oi     a<     «5     so     I— I 


60      00      «0 


T--  00__  ^__  l> 

QO'  '*<"  O"  r-T 

O  50  f-^  Oi 

05  so  «5  00 


»0       05       tfS       «5       00       >— I 


»<     00     00 


1-1       CO       00       50       <X 


w     aS 


50       50       00       00 


50         rH         UO        ■<*"         i-< 

--       O       «5       CO       rt       00 
»<       «5       OS       »0       05       1— I       CO 


lO       lO       00       05       —I       »« 


Oi       00       X       ^ 


1-0       'V       05       ifl       "O       50       (X 

-fi        iO        ri        rl        ■^f<        50        «0 


a<     00     >-i     o     01 


00       00       Oi 


r-         »(  CO 


,     i^     o>     «o 

00     05     00     o>     CO     so 


Ol       IX       — 


50       50       t^       Ol       r-<       CO 


-H        -J<        (X        rl 


cS       N       IJ     ^       cS 


O    <    U    hS 


«  <  u 


American  Trends  in  Foreign  Trade 


15 


idea  that  British  goods  and  British  in- 
stitutions have  such  a  hold  on  India 
that  American  competition  is  almost 
impossible.  That  is  not  true.  India 
is  apparently  a  seething,  kaleidoscopic 
mass  of  unrest,  but  beneath  that  un- 
rest there  is  a  very  real  spirit  of  prog- 
ress. Trade  bureaus  and  commer- 
cial associations  daily  receive  large 
numbers  of  inquiries  from  India  show- 
ing a  desire  to  purchase  iron  and  steel, 
hardware,  machinery,  paper,  machine 
tools,  office  supplies,  agricultural  im- 
plements, safes,  wire  fencing  and  nu- 
merous other  articles.  In  1914  this 
country  sent  goods  only  to  the  value  of 
nearly  ten  and  a  half  million  dollars  to 
India.  But  the  volume  of  exports  has 
steadily  increased,  doubling  by  1916, 
and  reaching  the  total  of  over  ninety- 
nine  millions  in  1920.  India  will  well 
repay  study.  It  is  a  land  of  great  com- 
mercial promise. 

Turning  from  India  to  Brazil,  we 
find  a  steady  growi:h  of  trade  during 
1914,  1915,  1916  and  1917,  and  an  ab- 
normal doubling  of  values  during  1919 
and  1920.  Coming  down  to  date,  it 
will  be  seen  that  exports  to  Brazil  for 
the  first  six  months  of  1921  are  stated 
at  just  over  thirty-five  millions,  in- 
dicating a  return  to  more  normal 
values. 

The  same  trade  trend  is  found  in 
the  case  of  Argentina.  The  growth 
of  exports  is  apparent  in  1914,  1915, 
1916  and  1917.  The  increase  in  1918, 
1919  and  1920  is  striking,  but  the  first 
six  months  of  1921  show  the  same 
trend  that  is  indicated  in  exports  to 
Brazil, 

Returns  showing  the  value  of  ex- 
ports to  Japan  are  equally  interesting. 
The  abnormal  increase  in  the  period 
from  1916  to  1920  is  again  evident, 
while,  Hke  those  of  Argentina  and  Bra- 
zil, the  figures  for  the  first  six  months 
of  1921  reflect  the  universal  drop  in 
values. 


Future  Trade  Trends  Only  Partly 
Predictable 

To  sum  up,  it  would  appear  that  non- 
European  coimtries  may  offer  more 
favorable  opportunities  for  trading 
than  are  presented  by  European  coun- 
tries, a  situation  that  was  developing 
during  the  period  1900-1913.  As  before 
the  war,  cotton,  breadstuffs,  manufac- 
tures of  iron  and  steel,  meat  and  dairy 
products  and  mineral  oils  will  continue 
to  occupy  the  prominent  places  in  lists 
of  exports.  There  maybe  an  exclusion 
of  many  commodities  that  swelled  the 
total  during  the  abnormal  war  period. 

The  do^mward  trend  of  exports, 
clearly  indicated  in  the  latter  half  of 
1919,  was  long  ignored  by  many  ex- 
porters, and  it  was  hard  to  drive  home 
the  conviction  that  exports  on  such  a 
vast  scale  as  they  had  become  accus- 
tomed to  during  the  period  of  war 
could  not  be  continued  indefinitely. 
The  favorable  balance  running  into 
billions  apparently  conveyed  no  warn- 
ing. American  manufacturers  were 
urged  to  capture  the  world's  markets 
and  a  mighty  commercial  war  was  pre- 
dicted, a  fight  for  supremacy  in  the 
world's  market.  So  far  as  the  United 
States  is  concerned,  it  is  probable  that 
such  fight  as  is  necessary  will  be  cen- 
tered in  non-European  countries,  in 
markets  that  are  susceptible  of  devel- 
opment. 

Predictions  as  to  Avhat  the  export 
trade  of  the  United  States  will,  or 
should  be,  are  rendered  doubly  diffi- 
cult by  the  presence  of  many  unpre- 
dictable factors.  Political  stability  in 
Europe,  a  return  to  sound  monetary 
standards,  tariffs,  a  more  even  distribu- 
tion of  the  gold  which  is  now  held  by 
the  United  States,  are  such  factors,  and 
while  these  are  more  or  less  subject  to 
conjecture,  a  return  to  foreign  trade 
controlled  by  natural  tendencies  can  be 
hoped  for,  but  not  definitely  foreseen. 
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The  Reparations  Settlement — Its  Relation  to  American 

Business  Revival 

By  James  G.  McDonald 

Chairman,  Executive  Committee,  Foreign  Policy  Association 


OUR    business    depression    is    pri- 
marily European,  not  American, 
in  its  origin.     More  than  two  hundred 
niillion  human  beings  east  of  the  Rhine 
are     underproducing    and    undercon- 
suming.     They    cannot    pay    for    the 
necessities,  much  less  the  luxuries,  of 
life.     Xow  that  the  artificial  stimulus 
of  the  war  has  ceased,  agriculture,  in- 
dustry and  commerce  in  all  parts  of  the 
world  are  seriously  affected  and  must 
continue   to   be   until   something   like 
normal  conditions  are  reestablished  in 
eastern  Europe  and  Russia.     For  us 
the  effects  of  post-war  deflation  have 
been  unusually  severe  because  of  the 
extraordinary  expansion  of  our  foreign 
trade  since  1914.     The  extent  of  con- 
traction during  the  last  twelve  months 
is  .strikingly  illu.strated  by  the  figures 
just  published  by  the  Department  of 
Commerce.     During    the    fiscal    year 
ending  June  1,  American  foreign  trade, 
exports  and  imports,  as  compared  with 
the  previous  year,  has  fallen  off  more 
than  $.'].000,0()0,()()0.     For  June,  10^21, 
exports  and   imports  total  $643,000,- 
000  less  than  for  June,  1920.     This  is 
a  loss  at  the  rate  of  more  than  $7,500,- 
000,000  a  year.     If  we  are  not  to  be 
forced  drastically  to  readjust  our  ex- 
port business  to  proportions  as  modest 
as  those  before   1914,  we   must  con- 
cern   ourselves    with    the    restoration 
of  the    P^uropean    market,    which    so 
far    as    central    and    ea.stern     Europe 
are   concerned,  depends  primarily    on 
Germany. 

No  serious  student  of  the  European 
economic  situation  doubts  that  the 
primary  consideration  in  Germany's 
economic  recovery  is  her  capacity  to 


meet  the  reparations  and  obligations 
which  she  has  assumed.  It  is  now 
everywhere  recognized  that,  had  the 
amount  of  the  reparations  been  defi- 
nitely fixed  at  the  time  of  the  Peace 
Conference  within  Germany's  recog- 
nized ability  to  pay,  the  world  would 
today  be  immeasurably  farther  on  the 
road  towards  economic  rehabilitation. 
The  failure  to  agree  upon  a  definite 
figure  until  more  than  two  and  one- 
half  years  after  the  Armistice  (the 
Allied  Reparations  Protocol,  which  was 
an  ultimatum,  was  accepted  by  Ger- 
many May  10,  1921)  has  materially 
retarded  Germany's  recovery  and  con- 
sequently her  ability  to  pay,  has  de- 
layed very  seriously  the  restoration  of 
anything  like  pre-war  economic  condi- 
tions in  eastern  and  southern  Europe, 
so  closely  related  commercially  to 
Germany,  and  has  been  an  important 
factor  in  bringing  on  the  present  indus- 
trial depression  here  by  destroying  the 
foreign  market  for  much  of  our  export 
products,  particularly  cotton,  wheat, 
copper  and  machinery.  It  is,  there- 
fore, to  the  interest  of  the  Allies,  to  the 
rest  of  Europe  and  to  ourselves,  that 
the  recent  assessment  of  Germany's 
obligations  should  now  be  considered 
not  from  the  point  of  view  of  war  pas- 
sions or  from  that  of  abstract  justice, 
but  rather  with  a  view  to  determining 
whether  this  settlement  finally  agreed 
upon  does  tend,  in  fact,  to  strengthen  J 
the  recuperative  forces  in  Europe,  or  ■ 

whether  this  arrangement  ought  to  be 
modified  if  it  is  to  contribute  most 
largely  to  the  recon.struction  of  the 
shattered  fabric  of  Europe's  industrial, 
agricultural  and  commercial  life. 
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The  Reparations  Settlement 

On  May  1,  the  Reparations  Com- 
mission, acting  in  conformity  with  the 
Treaty,  announced  that  it  had  fixed 
the  capital  sum  of  Germany's  obHga- 
tions  at  132,000,000,000  gold  marks,  or 
approximately  $33,000,000,000.  It  is 
not  clear  whether  the,  approximately, 
$1,500,000,000  already  paid  before  May 
1  by  Germany  is  to  be  deducted  from 
this  amount.  According  to  the  Treaty 
provisions,  the  Reparation  Commis- 
sion was  required  to  outline  a  program 
for  the  payment  of  this  entire  amount 
with  interest  at  5  per  cent  within 
thirty  years.  This  would  have  meant 
an  annual  payment  by  Germany  of 
more  than  $2,000,000,000— a  commit- 
ment clearly  impossible. 

Taking  this  difficulty  into  considera- 
tion, the  Supreme  Council  of  the  Allies, 
doubtless  in  consultation  with  the 
Reparations  Commission,  worked  out 
a  schedule  of  payments  which  consti- 
tute Germany's  real  obligations.  This 
schedule  accepts  the  figure  of  $33,000,- 
000,000  as  the  total  of  Germany's 
capacity  and  requires  the  payment 
annually  of  $500,000,000  plus  26  per 
cent  of  the  value  of  German  exports. 
It  is  calculated  that  at  present  this 
percentage  would  amount  approxi- 
mately to  $250,000,000,  thus  bringing 
the  annual  payments  to  three-quarters 
of  a  billion  dollars.  These  payments 
will,  of  course,  be  increased  propor- 
tionately as  Germany's  export  trade 
increases.  This  program,  then,  is,  as 
Mr.  Paul  D.  Cravath  pointed  out  in 
his  detailed  article  on  "The  Reparations 
Settlement"  in  The  New  York  Herald, 
Sunday,  June  26,  "the  measure,  and 
the  sole  measure,  of  the  annual 
payments  which  Germany  is  re- 
quired to  make  under  the  new  agree- 
ment." 

It   was   further   provided   that   the 
German    government    deliver    before 


November  1,  three  series  of  bonds  which 
together  would  represent  the  capital 
sum  of  her  total  obligations.  The 
first  series  are  "A"  bonds,  to  be  deliv- 
ered by  July  1,  for  $3,000,000,000;  the 
second  series,  "B"  bonds,  to  be  deliv- 
ered l)y  September  1,  for  $9,500,- 
000,000;  the  third  series,  "C"  bonds, 
to  be  delivered  before  November  1,  for 
approximately  $20,500,000,000.  These 
last,  however,  are  not  to  have  coupons 
attached,  nor  are  they  to  bear  interest 
until  (rerman  industry  and  trade  have 
recovered  sufficiently  to  pay  more  than 
the  assessed  6  per  cent  on  the  first  two 
bond  issues. 

It  is  very  surprising  that  the  Federal 
Reserve  Bulletin  for  June,  1921,  on 
page  650,  implies  that  these  "  C  "  bonds 
bear  interest  in  the  same  way  as  do  the 
"A"  and  "B"  bonds.  This  sugges- 
tion appears  to  be  in  direct  contradic- 
tion to  the  text  of  the  Reparations 
Protocol,  reprinted  on  pages  674-676 
of  the  same  issue  of  the  Bulletin  and 
also  in  contradiction  to  the  official 
explanation  of  the  Protocol  given  by 
Mr.  Lloyd  George  in  the  House  of 
Commons  on  May  5,  reprinted  on  page 
651. 

An  amount  equal  to  6  per  cent  upon 
the  $12,500,000,000  of  the  first  two 
series  of  bonds  is  to  be  applied  to  the 
payment  of  interest  and  sinking  funds 
for  Series  "A"  and  "B."  This  pay- 
ment is  to  be  made  only  upon  bonds 
actually  outstanding,  the  remainder  to 
be  paid  into  the  sinking  fund  for  the 
redemption  of  bonds  at  par. 

Series  "C"  bonds  are  to  begin  bear- 
ing interest  when  the  Reparations 
Commission  is  convinced  that  the 
German  payments  of  $500,000,000 
plus  26  per  cent  of  the  exports,  is  more 
than  sufficient  to  provide  for  the 
interest  and  sinking  fund  charges  on 
the  Series  "A"  and  "B."  In  any 
event,  the  priority  of  lien  of  the  bonds  is 
to  be  in  the  alphabetical  order. 
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^                 _,                       T     /^  financial    disintegration    has     set     in 

Crl-c  of  Settlement  Is  Ger-  ^^^   ^^^  reichsmark   has  depreciated 

many  s  Foreign  Trade  ^^^^^  g  ^^^^^  ^^  j^^^  ^j^^^  ^  ^^^^  ^^^  ^ 

The  crux  of  the  new  program  lies  in  half, 
the  provision  that  the  amount  of  Ger-  It  is  also  suggested  that  Germany 
many's  annual  payments,  as  well  as  the  must  be  prosperous  because  of  the 
period  required  for  satisfaction  of  her  issues  during  the  yjast  year  of  new  secur- 
entire  obligation,  depends  primarily  ities  aggregating  approximately  14, 000,- 
upon  the  volume  of  her  foreign  busi-  000,000  marks.  But  here  again  we  are 
ness,  more  especially  her  export  trade,  dealing  with  paper  marks,  which  means 
It  is,  therefore,  possible  to  estimate  that  the  total  amount  of  securities 
with  some  degree  of  assurance  the  issued  represents  perhaps  less  than 
probabilities  of  Germany's  capacity  to  1,000,000,000  gold  marks,  or  approxi- 
meet  her  commitments.  mately  $250,000,000.  This  total  is 
Much  confusion  as  to  Germany's  less  than  one-tenth  the  amount  of 
capacity  to  pay  has  been  caused  by  securities  issued  in  the  United  States 
writers  and  readers  not  differentiating  during  the  same  time.  In  the  same 
carefully  enough  between  the  gold  way  startling  statistics  describing  vast 
mark  of  the  normal  value  of  about  '24  dividends  of  German  corporations 
cents  and  the  paper  mark,  at  present  should  be  read  in  the  light  of  these  being 
fluctuating  between  the  value  of  1.25  paper  mark  dividends  on  what  in  most 
cents  and  1  cent  and  a  half.  The  min-  cases  is  a  gold  capitalization, 
imum  annual  payments  of  Germany,  Some  estimate  of  Germany's  capacity 
therefore,  in  terms  of  paper  marks  to  make  the  reparation  payments  out  of 
must  reach  the  total  of  at  least  12,000,-  the  excess  of  her  exports  over  imports 
000,000  paper  marks.  can  be  made  from  the  trade  figures  be- 
lt is  also  frequently  urged  that,  since  low,  for  the  years  immediately  preced- 
the  Germans  at  Versailles  two  and  a  ing  the  war. 

half  years  ago  offered  a  reparations  pay-  On  an  average  her  exports  were  less 

ment  of  100,000,000,000  gold  marks  at  than    her    imports    by    about     1,500 

the    rate    of    4,000,000,000    annually,  million    marks    annually.     This    defi- 

surely  they  can  now  pay  interest  at  ciency  was  made  up  from  proceeds  of 

5  per  cent  and  1  per  cent  amortiza-  foreign    investments,    proceeds    from 

tion  on  a  capital  sum  of  132,000,000,-  shipping,  insurance,  etc.     The  bulk  of 

000  gold  marks.     It  should  be  reraem-  her  foreign  investments  have  now  been 

bered,  however,  that  Germany  predi-  wiped  out  or  are  impounded;  her  mer- 

cated  this  offer  upon  several  conditions,  cantile  fleet  has  been  taken  over  by  the 

most  of  which  have  l)een  ignored,  such  Allies  and  her  foreign  insurance  busi- 

as  the  capital  sum  not  bearing  interest,  ness  cannot  amount  to  any  considerable 

the  retention  of  all  of  German  Poland,  item  for  some  time. 

Silesia,  all  her  merchant  marine,  the  It  should  also  be  borne  in  mind  that 

Saar  Valley,  the  colonies,  etc.     More-  of  Germany's  export  trade  before  the 

over,  since  the  spring  of  1919,  general  war,  more  than  (500  millions  consisted 

In  Million  Gold  Marks 

1913  19U            1011             1910             1909 

Imports 10,770  10,G91             9,70.5            8,934            8,526 

Exports 10,096  8,957            8,106            7,474            6,594 

Excess  of  Imports 674  1,734            1,599            1,460            1,932 
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of  coal.  It  is  very  doubtful  whether 
she  can  consider  coal  as  an  item  of 
equal  importance  in  her  future  balance 
sheet,  inasmuch  as  she  is  committed  to 
deliver  all  that  she  can  reasonably 
spare  to  the  Allies  directly  on  the 
reparation  account.  To  what  extent 
she  will  be  able  to  maintain  her  steel 
and  iron  trade  (which  amounted  annu- 
ally to  two  billion  marks  out  of  ten)  is 
somewhat  doubtful,  since  in  the  future 
she  will  have  to  import  much  of  her  iron 
ores,  which  were  formerly  within  her 
own  boundaries,  and  in  view  of  the 
limited  supply  of  coal  available  for  that 
industry. 

With  her  exporting  powers  thus 
diminished,  her  shortage  of  foodstuffs, 
fertilizers  and  other  raw  materials  has 
become  so  serious  that  it  is  not  improb- 
able that  during  the  next  few  years  the 
balance  of  trade  will  be  more  heavily 
against  Germany  than  before  the  war. 
If  through  her  export  business  she  is 
unable  to  pay  for  the  raw  materials 
required  for  her  60,000,000  people,  the 
general  standard  of  living  must  be 
materially  reduced  and  the  average 
rate  of  production  substantially  in- 
creased. How  far  this  can  be  done  will 
depend  both  upon  the  endurance  and 
morale  of  the  masses  and  the  degree  of 
governmental  control  that  may  safely 
be  imposed. 

It  is  a  grave  question,  however,  and 
one  carefully  to  be  weighed,  how  far 
this  "sweating  process  "of  a  people  may 
safely  go;  because  the  crippling  of 
Germany's  foreign  purchasing  power 
and  of  her  domestic  coal  supply 
(which  of  necessity  is  involved  in  this 
plan)  means  continued  under-nourish- 
ment,  poor  clothing,  freezing  and  hard 
work  for  the  poorer  classes — a  condi- 
tion which  we  politely  call  reduced 
standard  of  living.  To  go  too  far  in 
this  respect  would  not  only  be  cruel 
and  destructive,  but  would  also,  inci- 
dentally, be  poor  business. 


The  Gravest  Question  Is  What 
THE  World  Can  Afford  to  Re- 
ceive FROM  Germany 

But  even  were  it  possible  for  Ger- 
many, by  reducing  her  standard  of 
living  and  increasing  her  productivity, 
to  create  a  sufficient  surplus  for  export 
to  fulfil  the  full  measure  of  her  repara- 
tions obligations,  it  is  very  doubtful  if  a 
market  could  be  found  for  her  products. 
Indeed,  in  the  light  of  the  nearly  two 
years'  experience  that  the  Reparations 
Commission  has  had  in  executing  the 
reparation  clauses  of  the  Treaty,  it  is 
now  evident  that  the  problem  of  secur- 
ing adequate  indemnity  from  Germany 
is  not  so  much  a  question  of  what  Ger- 
many owes,  or  even  of  what  Germany 
can  pay,  but  rather,  as  was  brilliantly 
pointed  out  in  a  recent  address  by 
John  Foster  Dulles,  formerly  counsel 
to  the  American  Peace  Commission 
and  member  of  the  Reparation  Com- 
mission and  Supreme  Economic  Coun- 
cil, a  question  of  what  the  Allies  and 
the  rest  of  the  world  think  they  can 
afford  to  receive  from  Germany. 

Germany's  initial  payment  as  fixed 
by  the  Treaty  itself  was  to  be  $5,000,- 
000,000,  payable  before  May  1,  19^21. 
The  Allied  experts  during  the  Peace 
Conference  estimated  that  these  pay- 
ments would  be  made  principally 
through  ships,  coal,  machinery,  recon- 
struction material,  chemicals,  dyestuffs 
and  German  labor.  The  story  of  the 
growing  unwillingness  of  the  Allies  to 
receive  these  forms  of  payments,  the 
only  ones  which  Germany  has  available 
in  values  sufficiently  great  to  count 
materially  towards  reparation  pay- 
ments, is  illuminating. 

German  ships  are  today  a  drug  on 
the  market.  British  ship  owners  have 
protested  against  the  receipt  of  any 
more  enemy  shipping.  The  Leviathan, 
rotting  in  the  docks  at  Hoboken,  is 
another  case  in  point.     Moreover,  the 
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Allied  experts  have  recommended  that 
Germany  be  relieved  from  the  provi- 
sions of  the  Treaty  requirinfj  her  to 
build  ships  on  the  reparation  account. 

Coal  would  seem  to  be  one  of  the 
most  important  of  German  means  of 
paying  reparation.  France  needs  it. 
Most  of  the  rest  of  Europe  is  naturally 
a  consumer  of  German  coal,  liut  the 
interests  of  Britain,  the  largest  exporter 
of  coal  to  the  Continent,  would  be 
seriously  jeopardized  by  the  unre- 
stricted utilization  of  German  coal  for 
indemnity  payments,  not  merely  be- 
cause it  would  mean  direct  competition 
in  the  coal  markets,  but  also  because 
British  industry  has  long  enjoyed  the 
advantage  of  cheap  fuel,  in  part  be- 
cause of  the  high  price  which  British 
coal  has  commanded  in  the  continental 
markets. 

But  what  of  machinery  and  recon- 
struction materials?  Surely  these 
economic  values  France  and  Belgium 
have  been  willing  to  utilize  in  large 
measure.  The  Treaty  gave  these 
states  practically  an  absolute  right  to 
requisition  whatever  German  materials 
in  these  classes  they  might  desire. 
Up  to  October  of  last  year,  a  report  of 
the  Reparation  Commission  shows  that 
not  a  single  piece  of  machinery  has 
been  accepted  by  France  and  very  few 
by  Belgium.  The  French  insist  that  to 
utilize  German  machinery  and  supplies 
would  be  to  give  the  German  manu- 
facturers a  virtual  monopoly  in  supply- 
ing parts  and  replacements. 

German  dyestuffs  and  chemicals  are 
everywhere  unwelcome.  GernuiM  labor 
— has  it  been  more  welcome  in  the 
work  of  reconstruction  in  France? 
Though  France  strenuously  insisted 
upon  her  right  to  demand  such  assist- 
ance, and  though  Germany  has  fre- 
quently volunteered  to  supply  laborers 
in  large  numbers,  this  form  of  assistance 
has  not  been  accepted. 

It  is  thus  evident  that  Germany's 


ability  to  pay  through  the  mediums 
here  discussed — ships,  coal,  machinery, 
chemicals,  dyestuffs  and  German  labor 
— is  seriously  limited  by  the  Allies' 
capacity  or  willingness  to  receive  pay- 
ment in  these  forms.  In  any  event, 
the  bulk  of  whatever  Germany  has  in 
liquid  assets,  ships,  assets  and  securities 
in  Allied  countries,  rolling  stock,  etc. 
has  already  been  taken  over.  It  has 
been  suggested,  however,  that  Ger- 
many might  transfer  to  the  Allies 
large  blocks  of  securities  in  her  leading 
corporations.  According  to  some  of 
the  American  experts  at  the  Peace 
Conference,  such  securities  have  been 
unacceptable  because  of  the  fear  that 
their  receipt  might  create  in  the  Allied 
countries  an  undue  interest  in  the 
economic  recovery  of  Germany. 

But  would  not  the  transfer  of  owner- 
ship of  considerable  portions  of  German 
securities  to  the  Allies  permanently 
impair  Germany's  capacity  to  make 
subsequent  reparation  payments  in 
other  forms?  Would  not  the  payment 
of  interest  and  dividend  charges  to 
foreign  holders  of  basic  securities  tend 
still  further  to.  depreciate  the  reichs- 
niark  to  such  a  point  as  to  make  it 
almost  valueless?  The  history  of  Ger- 
man finance  since  the  Armistice  is 
illuminating  on  this  point.  In  Novem- 
ber, 1918,  there  were  several  million 
marks  gold  due  to  neutral  countries 
from  Germany.  If  a  statesmanlike 
program  had  been  worked  out  at  that 
time,  enabling  Germany  to  pay  repara- 
tions by  creating  obligations  in  amounts 
clearly  within  her  power  to  pay,  and  if, 
at  the  same  time,  the  blockade  had  been 
lifted  and  Germany  had  been  supplied 
with  the  raw  materials  essential  to  her 
rehabilitation,  the  neutral  countries 
would  doubtless  have  accepted  some 
sort  of  jjaper  obligation  from  Germany 
in  payment  of  the  amounts  due  them. 
However,  since  Germany's  obligations 
to  the  Allies  remained  indefinite  and 
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since  no  constructive  efforts  were  made  Germany,    that    is,    through    credits 

at  assisting  her  recuperation,  she  has  accumulated  in  foreign  markets  as  the 

been    forced    to    permit    her    neutral  result  of  profits  on  her  export  trade, 

creditors  to  sell  reichsmarks  as  rapidly  This  involves  the  development  of  Ger- 

as   the    market    would   absorb    them,  man  trade  on  an  unprecedented  scale 

This  is  one  of  the  decisive  reasons  for  and  in  markets  where  the  currency  is  at 

the  continued  decline  of  the  value  of  a  high  premium.     No  one  can  estimate 

the    mark.     With    depreciated    marks  how  much  Germany  could  pay  if  the 

these  neutrals  have  made  such  exten-  rest  of  the  world  opened  their  markets 

sive  purchases  of  movable  and  immova-  to  her  without  let  or  hindrance  and 

ble  property  that  a  considerable  per-  made  no  serious  attempts  at  corapeti- 

centage  of  stocks  and  bonds  of  German  tion.     But  it  is  obvious  that  the  world 

corporations,  as  well  as  of  state  and  will  not  give  Germany  a  free  field  and 

municipal  securities,  are  now  owned  by  that  the  United  States,  least  of  all, 

non-Germans.     The    disastrous   effect  would  be  willing  to  do  so.     Is  it  not  an 

of  such  a  development  is  obvious.     If  open  question,  therefore,  whether,  from 

Germany  is  forced  to  make  gold  pay-  thepoint  of  view  of  American  commerce 

ments  beyond  either  her  capacity  to  and  the  revival  of  American  business, 

pay  in  goods  or  the  world  market's  Germany  ought  be  permitted  to  fulfill 

capacity  to  absorb  her  products,  the  her  reparations  commitments? 

ultimate  outcome  would  be  the  sur-  The   statistics   in   reference   to   the 

render  of  the  country's  assets  to  foreign  destination  of  Germany's  exports  and 

capitalists,    the    corresponding    dwin-  the  source  of  her  imports  is  illuminating 

dling  of  Germany's  domestic  power  of  on  this  point. 

taxation  and  the  complete  cessation  of  As   Mr.   Cravath,   who   cites   these 

indemnity  payments,  as  in  Austria.  figures  in  his  article  in    The  Herald, 

Should  Germany  Be  Permitted 

TO  PAYf^  From  this  table  it  appears  that  34  per 

cent  of  Germany's  imports  were  from  the 

It  is  clear,  therefore,  that  only  one      British  Empire  and  the  United  States  and 

basic    method   of   payment    is    left   to      that  25  per  cent   of  her   exports  were  to 

German  Exports 

To  the  United  States $178,000,000 

To  the  British  Empire 456,000,000 

To  France 197,000,000 

To  Italy 98,000,000 

To  Russia 220,000,000 

To  the  rest  of  the  world 1,371,000,000 

Total $2,520,000,000 

German  Imports 

From  the  United  States $427,000,000 

From  the  British  Empire 491,000,000 

From  France 146,000,000 

From  Italy 79,000,000 

From  Russia 356,000,000 

From  the  rest  of  the  world 1,192,000,000 

Total $2,691,000,000 
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those  countries.  This  very  practical  ques- 
tion may  soon  be  presented:  ^Vill  the 
United  States,  which  does  not  share  in  the 
reparation  payments,  and  Great  Britain, 
which  receives  only  22  per  cent  of  them,  be 
wilhng  to  encourage  Germany  in  the  poHcy 
of  reducing  her  imports  from  those  coun- 
tries to  the  minimum  and  forcing  her  exports 
to  those  countries  and  to  the  competitive 
markets  of  the  world  to  the  maximum? 

In  the  present  state  of  disorganiza- 
tion in  Russia  and  southeastern  Europe 
it  would  follow  that  an  even  larger 
proportion  of  German  exports  than 
before  the  war  must  come  to  Great 
Britain  and  to  the  United  States.  In 
view  of  the  new  Administration's 
announced  determination  to  prevent 
such  "dumping,"  it  would  be  absurd 
to  expect  Germany  to  be  able  to  accum- 
ulate credits  in  the  United  States 
sufficient  to  pay  during  a  period 
of  years  even  the  minimum  annual 
reparation  payment. 

The  Possible  Ways  Out  of  the 
Dilemma 

Germany,  in  view  of  her  promise  to 
fulfill  to  the  letter  the  reparation 
agreement,  has  a  primary  duty  to 
make  every  effort  to  meet  the  demands 
required.  The  United  States,  as  a 
co-victor  with  the  Allies  in  the  war,  has 
a  right  equal  to  that  of  the  Allies  to 
interest  herself  in  this  question.  If, 
as  seems  more  than  probable,  at  the 
end  of  a  very  few  years,  events  prove 
that  the  obligations  assessed  against 
Germany  are  beyond  her  capacity  to 
pay,  one  of  two  policies  will  be  followed : 
P^ither  the  military  sanctions  provided 
for  in  the  reparations  ultimatum  will  be 
enforced  and  the  virtual  break-up  of 


Germany  begun;  or  a  general  revision 
of  the  reparations  settlement  will  be 
made — a  revision  not  primarily  in  the 
interest  of  Germany,  but  in  the  interest 
of  the  reestablishment  of  normal  trade 
conditions  throughout  the  world.  To 
put  the  question  in  this  way  gives  a 
decisive  answer  as  to  what  the  attitude 
of  the  United  States  should  be. 

The  effect  of  the  reestablishment  of 
Germany  as  a  prosperous  going  concern 
upon  our  own  trade  and  commerce, 
was  succinctly  summarized  recently  by 
Mr.  Bernard  M.  Baruch,  a  member  of 
the  American  Reparations  Commission 
at  Paris,  as  follows: 

If  Central  Europe  could  be  set  to  func- 
tioning, its  organizing  ability  and  genius 
for  distribution  would  stimulate  an  increase 
in  all  of  our  activities.  The  railroad  prob- 
lem would  be  solved,  because  of  the  enor- 
mous increase  in  the  volume  of  business  • 
offered.  Our  agricultural  problem  would 
be  solved,  because  of  the  increased  markets 
for  all  of  the  things  we  grow.  Unemploy- 
ment would  cease,  and  it  would  be  possible, 
because  of  the  greater  volume  of  business, 
to  decrease  the  ratio  of  taxes. 

The  revival  of  American  business 
cannot  be  disassociated  from  the 
revival  of  business  in  Central  Europe. 
Considerations  of  self-interest  and  those 
of  disinterested  world  statesmanship 
point  towards  the  use  of  American  influ- 
ence, financial  and  political,  in  behalf  of 
such  an  interpretation  of  thereparations 
settlement  or,  if  later  it  proves  neces- 
sary, such  a  revision  of  that  settlement 
as  will,  by  most  speedily  restoring  the 
European  market,  expedite  the  return 
of  normal  international  economic  con- 
ditions everywhere. 
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Great  Britain's  Control  of  International  Markets 

By  Srinivas  R.  Wagel 


WHEN  Napoleon  called  the  Brit- 
ish a  nation  of  shopkeepers  lie 
was  not  in  a  position  to  understand  the 
importance  of  comnierce  in  the  polity 
of  the  world.  But  it  is  clear  now  why 
England,  of  all  nations,  should  have 
grown  to  be  the  most  powerful  com- 
mercial nation  in  the  history  of  the 
world  within  a  century  after  Napoleon. 
The  object  of  this  inquiry  is  to  show 
how  England  was  able  to  control 
international  markets. 

England  Becomes  the  World's 
Banker 

From  1830  up  to  the  World  War, 
Great  Britain  was  the  supreme  author- 
ity on  international  finance.  No  for- 
eign investment  of  any  kind,  no  loan 
of  importance  to  any  government  in  the 
world  and  no  serious  industrial  develop- 
ment in  any  part  of  the  world,  has 
taken  place  without  the  concurrence,  if 
not  the  cooperation  of  England.  Up 
to  very  recently,  railroad,  industrial 
and  mining  developments,  even  in  the 
United  States,  have  been  facilitated,  if 
not  made  possible,  by  British  capital. 

It  would  be  absurd  to  suppose  that 
England  set  out  to  become  the  inter- 
national banker,  or  that  her  own  efforts, 
and  not  circumstances,  were  mainly 
responsible.  In  the  past  there  have 
been  financial  centers  other  than 
London.  Venice,  Hamburg  and 
Amsterdam  were  the  gathering  places 
of  bankers  and  merchants  and  served 
in  a  much  smaller  way  the  purposes 
which  London  serves  to  the  rest  of  the 
world.  An  international  center  is  a 
place  where  those  who  have  surplus 
bring  the  surplus  for  investment,  and 
where  those  who  want  to  borrow  come 
to  borrow.  It  is  the  gathering  place  of 
all  people  who  have  commodities  to 


exchange — a  sort  of  a  central  market 
for  at  least  the  most  important  coun- 
tries in  the  world.  London  got  the 
lead  shortly  after  the  Dutch  wars  which 
made  Holland  an  unimportant  power 
in  Europe,  but  it  was  after  the  Napo- 
leonic wars  that  London  became  the 
financial  center  of  the  world.  The 
prestige  of  having  led  the  then  allies 
against  Napoleon  and  the  fact  that 
England  was  the  least  hurt  by  the  war 
— while  she  had  lent  money  to  almost 
all  her  allies — was  sufficient  to  start 
England  on  the  road  to  the  financial 
power  which  she  attained  later. 

About  the  same  time,  adventurous 
Englishmen  were  establishing  the  trade 
and  government  of  England  in  the 
remote  corners  of  the  world.  This 
trade  was  extremely  profitable  and 
precious  metals  were  flowing  into  Eng- 
land from  countries  like  India  and 
China.  England  had  a  fairly  large 
accumulation  of  gold  when  she  defi- 
nitely turned  to  the  gold  standard  in 
1818.  The  adoption  of  the  gold  stand- 
ard at  that  time  was  a  master  stroke  of 
policy.  As  a  consequence  England 
alone  had  stable  money.  About  the 
twenties  and  thirties  of  the  last  century 
no  country  in  the  world  except  England 
had  money  which  had  a  fixed  value. 
The  United  States  was  suffering  from  a 
plethora  of  continental  money.  France 
still  had  a  considerable  amount  of 
assignats  which  were  fluctuating  in 
value  from  hour  to  hour.  Russia, 
Prussia,  Bavaria  and  practically  every 
other  country  in  Europe  had  little  or 
no  metallic  circulation.  As  a  matter  of 
fact,  the  situation  then  was  very  closely 
parallel  to  the  situation  today  when  all 
the  European  nations  have  no  metallic 
circulation  and  the  United  States  occu- 
pies the  position  of  England. 


24 


The  Annals  of  the  American  Academy 


The  Importance  of  Britain's 
Geographic  Position 

But  the  adoption  of  tho  «iold  stand- 
ard alone  would  not  have  helped  Great 
liritain  to  aehieve  the  financial  power 
she  did.  Great  Britain's  geographic 
position  was  a  great  help  to  her.  It 
enabled  her  to  follow  a  policy  of  isola- 
tion and  non-interference  with  the 
atiairs  of  the  Continent,  except  when 
events  took  place  which  seriously 
afTected  her  supremacy.  Up  to  the 
formation  of  the  Entente  Cordiale,  by 
which  King  Edward  VII  brought 
Great  Britain,  France  and  Russia 
together,  Great  Britain  had  always 
kept  aloof  from  the  struggles  and  dis- 
turbances in  Europe.  While  the  vari- 
ous countries  in  Europe  were  busy  with 
wars  and  revolutions,  Great  Britain 
was  building  up  a  commerce  unequaled 
in  the  history  of  the  world,  up  to  the 
war,  and  was  tightening  her  grip  over 
the  finances  of  practically  the  whole 
world.  The  conflicts  between  the 
various  European  countries — which 
alone  counted,  up  to  very  late  in  the 
19th  century — and  their  jealousies  of 
one  another  enabled  Great  Britain  to 
be  a  kind  of  financial  umpire  to  all 
those  countries.  When  communica- 
tions improved  and  new  countries 
developed  commerce,  they  followed  the 
example  of  the  continental  countries  of 
Europe  and  came  to  Great  Britain. 

England's  Industrial  Lead  on 
Other  Nations 

While  the  geographical  position  was 
important,  Britain's  efforts  in  the 
direction  of  manufactures  and  industry 
were  of  equal  imi)ortanfe.  A  great 
many  discoveries  and  inventions  which 
revolutionized  manufacture  in  Europe 
had  their  origin  in  Great  Britain  in  the 
early  decades  of  the  19th  century;  even 
when  they  had  their  origin  eLsewhere, 
Great  Britain  was  the  first  to  exploit 


them.  England  was  rapidly  becoming 
an  importer  of  raw  produce  and  an 
exporter  of  finished  goods;  there  were 
very  large  profits  in  manufactures. 
Other  countries  in  Europe  awoke  to  the 
situation  long  after  Britain  had  almost 
an  unassailable  supremacy — such  a 
lead  that  Great  Britain  became  a  free 
trade  country  while  other  nations  felt 
it  necessary  to  maintain  a  protection- 
ist policy.  The  only  country  that 
might  have  competed  with  Great  Brit- 
ain at  that  time  was  the  United  States, 
but  in  spite  of  the  large  natural  re- 
sources, developments  have  had  to  be 
slow  in  the  United  States  because  of 
the  lack  of  capital  and  the  political 
situation.  Up  to  the  outbreak  of  the 
World  War,  Great  Britain  had  main- 
tained her  supremacy  in  manufactures, 
especially  of  exportable  goods,  in  spite 
of  the  advent  of  serious  rivals. 

Political  Expansion 

The  growth  of  manufactures  in  Eng- 
land, as  well  as  her  foreign  trade,  was 
considerably  facilitated  by  the  political 
expansion  of  England.  Like  the  Span- 
iards of  the  15th  and  16th  centuries, 
the  British  were  adventurous  and  es- 
tablished their  domain  over  distant 
lands  and  alien  peoples.  But,  unlike 
the  Spaniards,  the  British  did  all  in 
their  power  to  facilitate  the  exchange  of 
commodities;  any  such  growth  of  trade 
always  benefited  her  and  helped  to 
strengthen  her  position  as  the  premier 
trading  nation  of  the  world.  This  does 
not  mean  that  Great  Britain  confined 
her  trade  to  her  colonies  and  posses- 
sions, but  the  existence  of  colonies  and 
possessions  made  her  position  stronger 
than  that  of  her  rivals.  Great  Britain 
attracted  merchants  and  bankers  from 
every  part  of  the  world.  For  instance, 
a  Chinese  merchant,  wanting  to  sell  to 
the  United  States,  found  it  easier  to 
deal  through  London  than  to  deal  direct 
with  New  York  or  San  Francisco. 
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Why  International  Trade  Kept 
Centering  in  Britain — Shipping 
AND  Finance 

The  position  of  Great  Britain  as  a 
common  carrier  of  the  world  and  lier 
abihty  to  finance  trade  gave  her  a  con- 
trol over  the  commerce  of  the  world. 
Because  Britain  is  an  island,  the  British 
people  ever  since  the  dawn  of  history 
have   been   a    seafaring   nation.     But 
only  after  the  development  of  steam- 
ships  did   Great   Britain   become  the 
common  carrier  of  the  world.     Even 
up  to  the  fifties  of  the  last  century  the 
British  position  as  a  carrier  was  unim- 
portant, the  United  States  having  had 
the  largest  tonnage.  When  shipping  was 
revolutionized  by  the  introduction  of 
steamships  and  the  building  of  boats  of 
large  tonnage,  England  took  the  lead 
and  practically  became  the  arbiter  of 
the  world's  shipping.     Before  the  war 
and  for  several  decades  previous,  Great 
Britain  had  fifty  to  sixty  per  cent  of  the 
total  tonnage  of  the  world,  while  she 
controlled   for   all   practical   purposes 
nearly    three-fourths    of    the    world's 
shipping  by   means   of   combinations, 
rings  and  financial  control.     It  is  but 
natural  that  a  carrier  should  be  the 
most  powerful  factor  in  international 
commerce.     Whatever  the  value  and 
the  quantity  of  goods  one  may  have  in 
a  distant  part  of  the  world,  they  are 
useless   for   purposes   of   trade   unless 
bottoms  are  secured  for  their  carriage 
to  the  consuming  or  trading  markets. 
Britain  was  able  to  make  or  mar  trades 
which  involved  the  carriage  of  goods  by 
ships.     It  is  not  suggested  that  she  used 
that  power  arbitrarily;  it  is  only  human 
however,   that    Great    Britain    should 
have  used  that  power  for  the  benefit  of 
her  nationals. 

Equally  important  was  Britain's 
ability  to  finance  commerce.  By  vir- 
tue of  her  position — geographical,  politi- 
cal and  industrial — she  was  always  able 


to  accumulate  large  funds  which  she 
was  able  to  use  as  she  liked.  As 
pointed  out  earlier  in  this  article, 
political  and  financial  rivalries  in 
Europe  helped  Great  liritain.  For 
instance,  a  surplus  of  funds  in  the 
French  market  would  not  go  to  Ger- 
many, even  when  the  latter  needed  it; 
it  first  came  to  Great  Britain,  and  was 
lent  by  that  country  to  Germany.  In 
this  manner,  almost  every  country 
got  into  the  habit  of  sending  the  sur- 
plus funds  to  Great  Britain — the 
world's  money  market.  The  bankers 
of  the  world  knew  that  any  surplus 
funds  they  had  but  could  not  use  at 
home,  could  always  find  a  ready 
market  in  London,  while  those  who 
wanted  money  were  also  sure  that  they 
could  borrow  in  London  more  easily 
than  in  any  other  financial  center. 

World-Wide   Trading   Knowledge 

The  British  could  not  manufacture 
goods  for  world  markets,  control  the 
world's  shipping  and  finance  foreign 
trade,  without  a  knowledge  of  condi- 
tions in  distant  parts  of  the  world. 
Both  by  long  experience  and  training 
Britain  has  a  vast  store  of  information 
relating  to  governments,  institutions 
and  even  private  individuals  in  almost 
every  country  in  the  world.  The  sys- 
tem of  gathering  information  of  such 
kind  was  started  by  Great  Britain 
about  a  hundred  years  ago  and  is  being 
maintained  at  a  very  high  standard 
even  today.  Consequently,  if  a  Peruv- 
ian company  comes  to  Great  Britain 
for  a  loan,  the  British  banker  generally 
has  all  the  information  he  needs  about 
that  institution  or,  if  not,  he  can  cable 
and  easily  obtain  such  information. 
No  other  country,  with  the  exception  of 
Germany,  has  had  such  a  vast  amount 
of  information,  thoroughly  reliable  as  a 
rule,  and  kept  up  to  date.  Trade  in- 
formation is  easily  obtainable  for  the 
British,  mainly  because  their  institu- 
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THE  probable  trend  of  interest  rates 
in  the  United  States  for  the  next 
two  years  will  depend  upon  the  forces 
which  operate  on  the  capital  market 
during  that  period.  Obvious  as  this 
sentence  may  seem,  it  nevertheless  im- 
plies a  deal  of  wisdom  about  the  causes 
which  underlie  the  movements  of 
interest  rates.  It  is  wisdom,  too, 
which  it  took  the  world  a  number  of 
centuries  to  acquire,  and  which  is  even 
yet  far  from  l)eing  a  part  of  our  common 
stock  of  knowledge.  For  this  implies 
that  interest  is  a  price,  and  that,  like 
all  prices,  it  is  the  product  of  the 
workings  of  a  market. 

Interest  Is  a  Price  Which  Must 
Be  Forecast  by  a  Study  of  Cap- 
ital Supply  and  Demand 

Since  it  is  a  market  price,  the  forces 
which  determine  it  must  manifest 
themselves  upon  that  market,  either  in" 
the  form  of  changes  in  supply  or  in  the 
form  of  alterations  in  demand.  Noth- 
ing can  influence  the  rate  of  interest, 
any  more  than  other  prices,  unless  it 
operates  to  change  either  the  supply  or 
the  demand.  This  implication  of  the 
first  sentence  may  be  considered  as 
elemental,  and  may  be  accepted  with- 
out argument  or  proof.  So  much  has 
been  established  since  the  day  when 
John  Locke,  at  the  close  of  the  17th 
centurj',  wTote  his  Consideration, s  of 
the  Consequences  of  the  Lowering  of 
Interest  and  Raising  the  Value  of 
Money. 

In  orrlcr  to  forecast  the  probable 
trend  of  interest  rates,  then,  we  must 
forecast  the  probable  course  of  the 
demand  for  capital  and  the  probable 


supply  of  capital  at  different  rates  of 
interest. 

The  Source  of  Capital 

The  supply  of  capital  during  any 
given  period  of  time  consists  of  the 
excess  of  production  over  consumption. 
If,  within  the  current  year,  the  people 
of  the  United  States  produce  fifty 
billion  dollars'  worth  of  goods  and 
services  and  consume  forty-two  bil- 
lion dollars  of  them  in  ordinary  family 
and  personal  living  expenses,  the  na- 
tional supply  of  capital  for  the  year  will 
amount  to  eight  billion  dollars.  This' 
is  the  amount  which  will  be  available 
to  meet  the  demands  of  those  who 
desire  to  borrow  capital.  The  supply 
of  capital  is  created  by  people  who  do 
not  consume  the  total  amount  of  their 
product,  but  who  put  a  portion  of  it  at 
the  disposal  of  the  borrower.  They 
w^ait  until  the  future  before  they  enjoy, 
through  actual  consumption,  the  fruit 
of  their  efforts. 

The  Nature  of  Capital  and 
Capital  Demand 

The  borrowers,  who  make  the  de- 
mand for  capital,  desire  it  for  use  in 
production  or  for  consumption  and 
enjoyment.  They  wish  to  buy  and 
have  for  immediate  use  the  goods 
which  the  suppliers  of  the  capital  have 
produced.  These  goods  are  of  two 
sorts.  They  may  consist  of  produced 
goods  devoted  to  further  production, 
like  plant  and  machinery,  raw  mate- 
rials and  partly  finished  goods,  and 
other  working  capital  which  is  to  be 
employed  in  the  business  activities  in 
which  the  borrower  is  engaged.      Or 
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they  may  consist  of  things  which  are 
not  used  in  production,  but  which  are 
employed  for  personal  enjoyment,  such 
as  houses,  automobiles  and  furniture. 
These  durable  goods  used  for  consump- 
tion, together  with  those  used  in  pro- 
ductive activities,  constitute  the  na- 
tional capital.  Their  distinguishing 
characteristic  is  that  they  are  durable 
goods,  and  that  their  creation  and  use 
involve  the  expenditure  of  productive 
effort  by  people  who  are  willing  to  wait 
before  they  reap  the  full  fruition  of 
their  work.  Money  is  simply  one  form 
of  these  durable  goods,  and,  like  other 
forms  of  capital  wealth,  is  a  useful 
instrument.  Its  particular  function  is 
to  act  as  a  medium  of  exchange  in 
carrying  on  the  trading  activities 
incident  to  our  modern  industrial 
process. 

An  Abundant  Supply  of  Money 
IN  Itself  Does  Not  Make  Low 
Interest  Rates 

It  should  be  noted  in  passing,  that 
an  abundant  supply  of  money  does  not 
in  itself  make  interest  lower.  What 
the  borrower  really  desires  is  not  money, 
but  the  things  which  money  will  bujf. 
The  important  thing  that  the  lender 
does  when  he  hands  him  his  money  is  to 
promise  that  he  will  wait  for  repayment, 
postponing,  in  the  meantime,  his  own 
demand  for  goods  upon  the  market. 
This  distinction  between  money  and 
capital  is  one  which  must  be  firmly 
held  in  mind  if  utter  confusion  is  to  be 
avoided  in  explaining  fluctuations  in 
the  interest  rate. 

It  is  true  that  while  people  desire 
goods  ultimately,  they  borrow  not 
goods,  but  money;  and  it  would  seem, 
therefore,  that  more  money  would 
mean  a  larger  supply  of  the  thing  which 
is  immediately  borrowed.  And  so  it  is. 
Momentarily,  such  an  increase  does  re- 
duce the  rate  of  interest,  especially  for 
bank  loans.     When  in  1915  and  1916 


Europe  sent  America  almost  one  billion 
dollars  in  gold,  this  was  added  to  the 
bank  reserves  of  the  country.  The 
increased  supply  of  money  and  the 
bank  credit  which  it  served  to  support, 
kept  the  bank  rate  low  for  a  period  of 
two  years,  despite  the  fact  that  the 
demand  for  loans  increased  greatly  in 
this  period.  As  will  be  seen  later, 
the  increase  in  money  during  this 
period  was  supplemented  by  an  actual 
increase  in  saving.  But  without  ques- 
tion the  great  increase  in  the  supply 
of  money  and  bank  credit  had  an 
immediate  effect  upon  the  rate  of 
interest. 

But  no  one  who  has  watched  the 
increasing  volume  of  money  and  credit 
and  the  rate  of  interest  since  1917, 
should  labor  any  longer  under  the  delu- 
sion that  an  increase  in  the  quantity  of 
money  brings  about  a  lower  rate  of 
interest.  The  world  has  never  had 
half  the  quantity  of  money  and  credit 
before  that  it  has  now;  and  it  has  not 
for  half  a  decade  seen  such  high  interest 
rates.  The  reason  why  an  increase 
in  the  quantity  of  money  cannot  long 
keep  interest  rates  low  is  that  it  is 
always  accompanied  by  an  increase  in 
the  level  of  prices.  Since  the  borrowers 
desire  not  money  but  goods,  they  must 
borrow  a  larger  quantity  of  money 
funds  than  before  in  order  to  buy  the 
same  amount  of  capital  goods.  As 
soon,  therefore,  as  the  increase  in  money 
has  effected  an  increase  in  price,  the 
demand  for  money  funds  increases  as 
rapidly  as  the  supply,  and  interest 
rates  are  fully  as  high  as  before.  All 
of  this  has  been  clear  to  economists 
since  the  days  of  David  Hume.  It  is 
an  increase  in  willingness  to  wait,  an 
increase  in  savings,  not  an  increase  in 
money,  which  reduces  the  rate  of 
interest  for  long-time  loans.  The 
supply  of  capital  consists  of  savings, 
and  savings  consist  of  the  excess  of 
production  over  consumption. 
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Fundamental  Propositions  Respect- 
ing Interest  Rates 

In  discussing  the  possible  trend  of 
interest  rates  we  shall  accept  the  fol- 
lowing propositions  as  fundamental. 
Interest  is  the  price  paid  for  the  use  of 
capital.  Capital  is  created  by  produc- 
ing more  than  one  consumes.  The 
essence  of  the  service  which  the  lender 
performs  to  the  borrower  is  in  the  wait- 
ing which  he  undergoes  when  he  places 
his  purchasing  power  at  the  disposal  of 
another.  From  the  standpoint  of  the 
nation  as  a  whole,  the  essence  of  capital 
creation  consists  in  the  application  of 
labor  and  material  to  the  production  of 
durable  goods,  like  plant,  machinery, 
railroads  and  public  utilities,  houses 
and  automobiles,  which  give  off  their 
uses  gradually  over  a  period  of  time, 
and  which  therefore  require  waiting 
between  the  production  of  the  goods 
and  the  enjoyment  of  the  services 
which  they  render.  Since  interest  is  a 
price,  it  is  determined  by  the  forces  of 
supply  and  demand,  and  cannot  be 
greatly  affected  by  legal  enactment. 
Money  is  only  one  form  of  capital, 
and  the  supply  of  capital  does  not  de- 
pend upon  the  supply  of  money,  but 
upon  the  nation's  saving.  An  increase 
in  the  quantity  of  money  will  not  for 
any  considerable  length  of  time  reduce 
the  rate  of  interest. 

Demand  Factors  Have  Had  Major 
Effect  on  Interest  Rates 

By  far  the  most  important  fluctua- 
tions in  the  fundamental  factors  which 
control  interest  rates  occur  on  the  side 
of  demand.  Whenever  the  demand  for 
capital  for  the  construction  of  plant, 
machinery,  power  plants,  transporta- 
tion facilities,  automobiles,  furniture 
and  musical  instruments,  has  been 
active,  the  rate  of  interest  has  risen  in 
consequence.  This  w^as  the  situation 
during  the  ten  years  preceding  the  out- 


break of  the  European  war.  During 
that  time  the  rate  of  interest  on  high- 
grade  bonds  rose  from  3J'2  P^r  cent  to 
almost  5  per  cent.  This  was  for  sea- 
soned bonds  which  were  already  in  the 
hands  of  permanent  investors.  The 
rate  paid  for  new  capital  obtained 
from  underwriters  rose  even  more. 
There  is  no  doubt  that  during  this  very 
period  the  supply  of  capital  grew  much 
more  rapidly  than  it  ever  had  before. 
The  savings  deposits  of  banks,  the  an- 
nual savings  through  building  and  loan 
associations  and  through  life  insiu-ance 
premiums,  the  reinvestment  of  profits 
by  corporations,  the  savings  of  the 
farmers,  all  show  increases  in  the  supply 
of  capital  which  far  exceeded  anything 
which  this  country  had  seen  previous 
to  1900. 

But  the  demand  for  capital  went  on 
at  a  rate  which  outran  even  this  in- 
crease in  supply.  During  the  decade 
and  a  half  wdiich  ended  in  1914  the 
United  States  became  a  great  manufac- 
turing nation.  Cities  in  the  middle 
west,  like  Flint,  Michigan,  and  Akron, 
Ohio,  had  been  "buckwheat  towns" 
in  1899;  in  1913,  they  were  manufac- 
■t^ing  centers  of  importance.  Pleas- 
ant leisurely  cities,  like  Detroit,  grew 
in  a  short  space  of  time  into  manufac- 
turing cities  of  first  rank.  The  whole 
public  utility  field  multiplied  its  invest- 
ment by  about  five  during  this  period. 
What  this  signifies  for  the  demand  for 
capital  will  appear  in  the  facts  concern- 
ing such  a  corporation  as  the  Bell  tele- 
phone system.  Between  1876  and  1900 
this  system  had  invested  roughly 
$300,000,000  in  plant  and  equipment; 
during  the  next  thirteen  years  they  in- 
vested, in  addition,  twice  that  amount. 
The  amount  of  capital  invested  in  elec- 
tric light  and  power  companies,  in 
street  railways,  in  improvement  to  the 
roadway  and  equipment  of  steam  rail- 
roads, far  outran  any  rate  of  invest- 
ment which  had  ever  occurred  before. 
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In  addition  to  this  large  growth  of 
American  industries,  both  pubhc  and 
private,  there  was  an  increase  in  expend- 
iture on  better  buildings,  upon  pave- 
ments and  sidewalks,  and  above  all 
things  else,  upon  a  very  much  improved 
and  more  expensive  type  of  house. 
No  explanation  of  the  increase  in  the 
rate  of  interest  which  occurred  just 
before  the  outbreak  of  the  European 
war  is  possible  without  a  recognition  of 
the  revolution  which  had  occurred  dur- 
ing this  period  in  residential  construc- 
tion. 

All  of  this  increase  in  the  demand  for 
capital  was  occasioned  in  large  measure 
by  the  swing-out  of  invention  and  tech- 
nical improvements  following  the  ad- 
vent of  electricity  and  the  general 
application  of  science  to  the  problems 
of  industry.  One  invention  of  the 
period  deserves  particular  mention 
because  of  its  importance  in  the  de- 
mand for  capital.  The  automobile 
was  developed  and  came  into  popular 
use  during  this  period.  This  not  only 
called  for  capital  with  which  to  erect 
factories,  but  every  motor  car  was  it- 
self a  source  of  demand  for  capital, 
because  it  was  a  durable  good  whose 
use  involved  waiting.  By  1914  the 
people  of  the  United  States  had  accum- 
ulated a  stock  of  almost  two  million 
automobiles.  These  had  created  a 
demand  for  capital  which  had  been 
non-existent  previous  to  this  decade. 

In  the  capital  markets  of  the  world 
a  similar  development  in  industry 
created  a  like  increase  in  the  demand 
for  capital,  and  drove  up  interest  rates. 
But  the  outside  world  had  a  further 
source  of  demand  which  had  been  absent 
during  the  period  from  1871  to  1900: 
those  years  had  been  years  of  peace. 
War  is  always  a  source  of  greatly  in- 
creased demand  for  capital.  A  war  of 
first  magnitude,  such  as  that  of  1914 
to  1918,  absorbs  practically  the  entire 
excess  of  production  over  consumption 


while  it  is  going  on.  In  the  case  of  the 
European  nations  it  went  even  farther 
than  this  and  absorbed  not  only  the 
new  supply  of  capital  created  during 
the  period  of  hostilities,  but  encroached 
upon  the  previously  created  capital 
as  well. 

The  period  from  1900  to  1914  was 
not  free  from  war  as  had  been  the 
thirty  years  previous.  Just  at  the 
close  of  that  thirty  years,  in  1898, 
came  the  Spanish-American  war.  It 
was  not  of  sufficient  duration  or  extent 
to  strain  the  national  supply  of  capital. 
In  1900  came  the  Boer  war,  which  cost 
England  more  than  one  billion  dollars, 
to  say  nothing  of  the  cost  to  the  Boers. 
In  1904  occurred  the  Russo-Japanese 
war;  this  absorbed  the  entire  capital  of 
both  parties  to  the  conflict,  and,  in 
addition,  called  upon  the  European 
markets  for  more  than  one  billion 
dollars'  worth  of  capital.  Only  a  few 
years  elapsed  before  the  Balkan  wars 
broke  out.  The  demand  for  capital 
for  military  purposes  was  active,  there- 
fore, throughout  the  decade  which  pre- 
ceded the  European  war.  All  these 
forces  working  to  increase  the  demand 
for  capital  had  raised  the  rate  of  inter- 
est by  almost  one-half  between  1904 
and  1914. 

The  Contrast  in  Capital  Demand 
During  the  Periods  1890-1900 
and  1900-1914 

This  period  of  rising  rates  of  interest 
may  be  set  in  contrast  with  the  period 
which  had  preceded  it — a  period  in 
which  interest  rates  fell  even  in  the  face 
of  a  fairly  small  supply  of  capital.  In 
1898  the  President  of  the  New  York 
State  Bankers'  Association,  an  experi- 
enced practical  banker  of  unusual  sense 
and  insight,  said  in  his  annual  address: 

The  days  of  six  per  cent  interest  are  gone, 
only  to  return  at  troubled  intervals  when 
normal  conditions  are  disturbed.  The 
choicest  investments  yield  less  than  3  per 
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cent.  Some  railroad  bonds  commanding 
85  per  cent  command  a  premium.  Rentals 
are  proportionately  reduced,  and  these  con- 
ditions have  come  to  stay.  The  growing 
wealth  of  this  country  is  enormous,  and  as  a 
permanent  condition  we  must  recognize 
four  per  cent  as  a  good  return  for  invest- 
ment. 

This  statement  shows  the  general 
situation  which  prevailed  at  the  time. 
Interest  rates  were  low,  and  wise,  prac- 
tical men  thought  they  would  not 
again  rise.  AVhat  this  practical  banker 
did  not  foresee  was  the  great  increase  in 
industrial  enterprise  and  activity,  ac- 
companied by  largely  increased  profits 
and  an  enormous  growth  in  the  demand 
for  capital  with  which  men  could  seek 
those  profits.  Nor  could  he  foresee 
that  the  world  was  to  enter  upon  two 
decades  of  war  and  rumors  of  war,  end- 
ing in  the  most  destructive  orgy  which 
the  world  had  yet  witnessed. 

During  the  nineties,  the  country  had 
experienced  a  severe  depression,  which 
had  diminished  product 'on,  cut  down 
profits,  brought  financial  ruin  to  indi- 
viduals and  businesses,  and  discour- 
aged enterprise  generally.  The  profits 
of  the  national  banks  of  the  United 
States  as  a  whole  were  6}/2  per  cent 
during  the  ten  years  1890-1899;  in  the 
decade  1900-1909,  they  were  9.88  per 
cent.  These  profits  are  simply  a  reflec- 
tion of  the  profits  which  were  being 
made  in  industry  generally  in  the  years 
after  1900.  In  such  a  situation  the 
demand  for  capital  was  small,  even  at 
low  rates  of  interest.  After  1899,  busi- 
ness had  revived,  production  was  thriv- 
ing, profits  were  high,  the  spirit  of  bus- 
iness enterprise  wasexuV:)erant,and  men 
demanded  large  quantities  of  capital  at 
high  rates  of  interest.  When  profits 
are  10  per  cent  men  will  bid  much 
higher  and  more  actively  than  when 
they  are  6}/^  per  cent.  The  difference 
between  the  rates  of  interest  which  pre- 
vailed  in   the   two   decades   is   to   be 


explained  by  this  difference  in  the  two 
situations,  and  by  the  manner  in  which 
that  difference  affected  the  demand  for 
capital. 

The  Future  Trend  of  Interest 
Rates  Will  Be  Affected  by  the 
Degree  of  Business  Activity 

Will  the  situation  for  the  future  be 
more  like  that  of  the  nineties,  when  the 
demand  for  capital  was  low  and  when 
interest  rates  fell  in  consequence,  or 
will  it  resemble  the  decade  which  fol- 
lowed 1903.''  Will  business  men  be 
optimistic?  Will  their  profits  be  large, 
and  will  they  be  bidding  constantly 
and  anxiously  for  capital  at  a  high  rate.'* 
If  we  are  entering  a  period  when  the 
business  of  the  country  will  be  charac- 
terized by  conservatism,  by  a  tendency 
to  expend  only  such  an  amount  of 
capital  as  is  necessary  to  put  existing 
plants  in  order,  rather  than  to  build  new 
plants  and  promote  new  enterprises, 
and  if  investors  are  inclined  to  demand 
bonds  and  other  safe  investments 
rather  than  stocks  and  speculative  se- 
curities, then  the  rate  of  interest  is  sure 
to  fall. 

Bank  Rates  Sure  to  Fall 

What  then  is  the  outlook  for  the 
immediate  future?  To  the  extent  that 
the  rate  of  interest  means  the  bank 
rate  for  short-time  loans,  it  has  fallen 
even  now  and  seems  due  to  fall  further 
in  the  near  future.  Here  the  demand 
is  for  money,  and  the  banker's  lending 
power  is  determined  primarily  by  the 
state  of  banking  reserves.  One  year 
ago  the  ratio  of  the  reserves  of  the 
Federal  Reserve  Banks  to  the  deposit 
and  Federal  Reserve  note  liabilities 
was  42.8  per  cent.  In  such  a  situation 
the  additional  lending  power  of  the 
member  banks  was  rapidly  approach- 
ing extinction.  On  June  29,  1921  the 
reserve  ratio  stood  at  60.8.  It  bids 
fair   to   rise    more    in   the    immediate 
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future.  In  part,  this  increase  in  reserve 
ratio  has  been  brought  about  by  a  de- 
crease in  loans  of  nieuiber  banks  fol- 
lowed by  a  decrease  in  deposits,  which 
in  turn  led  to  reduced  reserve  require- 
ments with  the  Federal  Reserve  Banks, 
and  to  a  decrease  of  approximately 
twenty  per  cent  in  the  volume  of  Fed- 
eral Reserve  notes  outstanding  since 
the  high  point  of  last  December.  In 
part,  the  improvement  in  the  ratio  is 
due  to  an  increase  of  five  hundred 
million  dollars  in  the  gold  reserve  of  the 
Federal  Reserve  banks. 

With  a  reserve  ratio  of  more  than 
6U  per  cent,  and  with  a  fall  in  the  de- 
mand for  loans  occasioned  by  the  de- 
cline in  business  activity  and  falling 
prices,  the  interest  on  bank  loans  could 
not  long  remain  at  its  high  level.  The 
call  rate  has  fallen  materially,  for  the 
reserves  of  the  Federal  Reserve  Banks 
of  New  York  and  Boston  are  far  above 
those  of  the  other  ten  banks.  It  is 
improbable  too,  that  the  Federal 
Reserve  Board  will  keep  rediscount 
rates  at  their  former  level  in  view  of  the 
growing  reserve  ratio.  Bank  rates, 
then,  will  surely  fall. 

Capital  Demand  for  New  Enter- 
prises Will  Not  Be  Heavy  Dur- 
ing THE  Next  Two  Years 

In  an  analysis  of  the  more  funda- 
mental question  of  rates  on  long-time 
loans,  like  mortgages  and  new  bond 
issues  of  substantial  concerns,  munic- 
ipal bonds,  and  the  yield  of  stable 
bonds  quoted  on  the  exchanges,  the 
situation  is  more  complex.  But  if  one 
keeps  in  mind  the  fundamental  fact 
that  the  primary  factor  which  makes  a 
large  demand  for  capital  is  the  desire  of 
the  people  to  get  capital  for  the  con- 
struction of  durable  permanent  wealth, 
for  production  and  consumption,  he 
will  be  able  to  forecast  the  situation  in 
its  main  outlines  at  least.  The  demand 
for  capital  to  be  used  in  the  promotion 


of  new  business  enterprises  will  be 
comparatively  slight  during  the  next 
two  years. 

Not  a  few  people  believe  that  the 
demand  for  capital  for  the  promotion 
and  extension  of  industrial  plants  will 
be  the  source  of  a  large  demand  for  all 
our  available  capital.  They  argue 
that  the  development  of  American 
enterprises  has  been  suspended  or 
checked  since  the  outbreak  of  the  war, 
and  that  the  resumption  of  expansion 
is  inevitable.  It  soimds  rather  queer 
to  hear  almost  in  the  same  breath  that 
the  expansion  of  industrial  plants  has 
been  checked,  and  that  productive 
capacity  has  far  outrun  domestic  con- 
sumption. If  we  can  produce  twenty- 
five  per  cent  more  than  the  home  con- 
sumer will  purchase,  and  if  industrial 
profits  are  lagging  in  consequence,  there 
can  be  no  great  need  for  immediate 
expansion.  There  is  much  reason  to 
believe  that  our  expansion  of  industrial 
plants  from  July,  1915,  to  July,  1918, 
was  at  a  quite  unprecedented  rate. 

We  must  distinguish  here,  too, 
between  the  desire  for  capital  and  the 
effective  demand  for  capital.  The 
hungry  boy  outside  the  candy  shop  has 
an  enormous  desire  for  the  shopkeeper's 
product,  but  his  wants  do  not  constitute 
effective  demand.  So  there  will  be 
many  promoters  of  business  ventures 
who  desire  the  capital  of  the  investing 
public,  who  will  not  be  able  to  present 
an  argument  attractive  enough  to  con- 
vert their  want  into  an  effective  demand. 
The  investor  simply  will  not  listen  to 
them  at  all,  and  that  source  of  demand 
which  has  been  so  large  for  the  past  few 
years  will  be  much  reduced  for  the 
period  immediately  confronting  us. 

Capital  for  Building  Will  Be 
Available  W'hen  the  Building 
Revival  Comes 

The  largest  demand  that  is  now  in 
prospect  for  capital  is  that  which  arises 
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out  of  building,  especially  residential 
construction,  and  out  of  the  need  for 
public  improvements,  including  im- 
provements of  our  public  utilities  and 
railroad  system.  If  the  building  boom 
were  actively  under  way  at  this  moment 
the  acceleration  of  that  demand  would 
offset  the  decline  in  other  directions  in 
considerable  measure.  But  thus  far, 
the  public  has  not  had  sufficient  con- 
fidence in  the  future  price  of  houses  to 
make  it  willing  to  engage  in  construc- 
tion on  any  large  scale  at  present 
building  costs.  Before  the  building 
trade  revives  in  sufficient  degree  to 
make  a  large  draft  upon  the  supply  of 
capital,  the  volume  of  that  supply  will 
be  quite  sufficient  to  meet  the  demand 
at  a  rate  materially  lower  than  the  one 
which  now  prevails. 

Absorption  of  State  and  Municipal 
Bonds  Not  a  Serious  Matter 

True,  the  demand  for  capital  from 
states  and  municipalities  for  the  prose- 
cution of  projects  like  road-building 
and  for  the  payment  of  soldiers' 
bonuses  is  large.  But  it  w'\\\  probably 
not  be  in  excess  of  one  billion  dollars 
per  year  and  much  of  it  will  remain 
capital  instead  of  being  spent  for  con- 
sumption goods.  The  soldier  who 
draws  a  bonus  of  $300  and  pays  a  loan 
at  a  bank,  or  makes  a  payment  against 
the  mortgage  on  his  home,  or  deposits  it 
in  a  V)ank  as  a  savings  account,  or  buys 
a  safe  bond  already  on  the  market,  does 
not  make  any  demand  for  new  capital. 
In  a  nation  wliich  is  saving,  as  we  prob- 
ably are  even  this  year,  between  six 
and  eight  billion  dollars  per  annum, 
the  absorption  of  a  billion  dollars  of 
state  and  municipal  bonds  is  not  a 
serious  matter. 

It  is  true  there  is  a  large  volume  of 
refunding  of  railroad,  industrial,  and 
government  bonds  which  must  be 
carried  through  within  the  next  few 
years.     But  refunding  does  not  absorb 


new  capital  except  to  the  extent  that 
the  bondholder  spends  his  money  when 
he  is  paid  oft".  Most  bondliolders  are 
not  that  sort  of  people. 

The  Foreign  Demand  for  Capital 
Will  Probably  Not  Reach  a 
Billion  a  Year 

There  remains  the  foreign  demand. 
We  hear  much  these  days  of  the  tre- 
mendous waste  of  capital  in  Europe 
during  the  war,  and  the  billions  upon 
billions  needed  to  repair  that  waste. 
It  is  true  that  Europe  needs  capital  and 
wants  capital  for  the  rehabilitation  of 
her  industries.  The  United  States  has 
sent  it  to  her  in  abundant  measure  dur- 
ing the  last  five  years.  Even  since  the 
signing  of  the  Armistice  we  have  been 
sending  her  more  than  two  billion 
dollars  per  year.  And  she  will  desire 
much  capital  for  the  future.  But  this 
is  again  a  case  of  the  hungry  boy  out- 
side the  candy  shop.  Europe's  wants 
for  capital  will  not  become  effective 
demand  to  any  such  extent  as  many 
people  believe.  It  is  doubtful  whether 
during  the  next  five  years  we  will  send 
her  as  much  as  one  billion  dollars  per 
year.  She  would  gladly  take  more 
than  this  at  good  interest  rates,  but 
American  investors  will  not  be  willing 
to  accept  the  security  which  she  can 
offer  in  return  for  any  great  amount  of 
capital.  The  experience  of  our  export- 
ers of  capital  to  Europe  thus  far  is  not 
one  to  make  us  optimistic  on  this 
point. 

Exaggeration  of  Need  of 
Exporting  Capital 

The  necessity  of  exporting  capital 
to  keep  foreign  trade  going  and  thus 
keep  the  wheels  of  American  industry 
turning,  seems  to  me  to  be  much  exag- 
gerated. Another  .statement  from  the 
address  of  the  President  of  the  New 
"^'ork  Bankers'  Association  in  1898 
shows  how  easy  it  is  to  overestimate  the 
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necessity  for  export  of  capital.  He 
puts  his  conception  of  the  relation  of 
American  industry  to  foreign  trade  in 
1898  thus: 

Our  capacity  to  prochice  far  exceeds  our 
capacity  to  consume.  Tlie  home  market 
can  no  longer  keep  furnaces  in  blast  or  looms 
in  action.  That  capital  may  earn  its  incre- 
ment and  labor  be  employed  enterprise 
must  contend  in  the  markets  of  the  world 
for  the  sale  of  our  surplus  product.  .  .  . 
Our  money  and  our  credit  must  follow  and 
aid  our  merchandise  in  seeking  customers 
in  those  coimtries  that  consume  more  than 
they  produce. 

This  statement  was  made  after  busi- 
ness had  been  stagnant  in  this  country 
for  four  years.  During  the  fifteen 
years  which  followed,  American  indus- 
try produced  an  unprecedented  volume 
of  goods,  and  got  them  all  consumed 
without  exporting  capital  to  Europe. 
The  average  income  per  man,  woman, 
and  child  in  this  country  is  only  about 
$500  per  annum.  Even  a  college 
professor's  family  can  consume  more 
than  that! 

The  Outlook  Is  for  Reduced  Capi- 
tal Demand  and  Supply 

The  net  export  of  American  capital, 
after  allowing  for  gold  movements, 
has  been  reduced  40  per  cent  since  a 
year  ago.  The  corporate  security 
issues  for  the  first  five  months  of  19'21, 
which  require  new  capital  rather  than 
refunding,  are  likewise  40  per  cent 
below  those  of  1920.  Taking  the  situa- 
tion as  a  uihole  the  outlook  is  for  a 
demand,  hoik  for  hank  loans  and  for 
long-time  investment  capital,  much 
beloio  that  which  ice  have  witnessed  dur- 
ing the  last  five  years. 

On  the  side  of  supply  there  will  also 
be  a  reduction.  The  very  fact  that 
the  supply  of  capital  is  determined  by 
the  excess  of  production  over  con- 
sumption makes  this  inevitable. 
When    production    decreases,    savings 


must  fall  unless  consumption  is  cut 
down  by  a  like  amount.  In  periods 
of  industrial  depression  the  fall  in  pro- 
ductive output  is  always  the  mo.st  strik- 
ing feature  of  the  situation.  (Con- 
sumption falls  .somewhat,  but  to  a 
smaller  degree  than  production,  so  that 
there  is  .some  decline  in  .savings,  espe- 
cially in  the  earlier  stages  of  business 
depression  when  the  decline  in  produc- 
tion is  acute.  As  indu.stry  works  out  of 
this  first  stage  and  production  revives 
in  .some  degree,  consumption  .still 
remains  low.  As  a  result  of  these 
forces  the  supply  of  capital  falls  less 
than  does  the  demand.  The  result  is  a 
decline  in  the  rate  of  interest. 

Not  only  does  the  supply  decline  less 
than  the  demand,  but  in  times  of  depres- 
sion the  available  supply  is  shifted 
away  from  the  highly  risky  and  specu- 
lative market  to  the  market  for  safe 
and  .seasoned  .securities  where  the  rate 
is  habitually  lower.  The  interest  rate 
to  borrowers  who  have  high-grade 
security  to  offer  falls  decidedly,  there- 
fore, in  such  times. 

It  is  a  fact  worth  noting  in  this  con- 
nection, that  the  Liberty  bonds  sold 
upon  the  New  York  Stock  Exchange 
declined  in  volume  from  one  billion 
three  hundred  million  dollars  in  the 
first  five  months  of  1920  to  seven 
hundred  and  thirty  million  in  the  cor- 
responding months  of  1921.  Evidently 
people  are  already  more  anxious  to 
hold  the  high-grade  .securities  which 
they  have,  than  to  .sell  them  and  invest 
the  proceeds  in  more  speculative  ven- 
tures. As  soon  as  these  securities 
begin  to  ri.se  decidedly  in  the  market, 
this  tendency  will  be  accelerated. 

The  Trend  of  Interest  Rates 
Will  Be  Downward 

Upon  the  whole,  it  is  most  likely  that 
the  supply  of  capital  for  well-seasoned 
securities  will  equal  the  demand  at  a 
rate  of  interest  decidedlv  lower  than 
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that  which  now  prevails.  We  will  not 
ret  urn  for  a  long  time  to  the  low  interest 
rates  of  twenty  years  ago,  but  it  seems 
entirely  likely  that  we  will  work  well 
down  to  the  level  of  1913.  Liberty 
bonds,  imless  some  unforeseen  event 
arises,  should  be  at  par  within  three 
years,  and  all  high-grade  investment 
securities  of  long  maturities  should  rise 
accordinglv. 


It  is  always  difficult  to  forecast  for 
any  considerable  period  in  the  future 
the  resultant  of  such  complex  forces  as 
those  which  underlie  the  rate  of  interest. 
But  the  fundamental  factors  which 
operate  upon  the  demand  for  capital 
and  those  which  determine  its  supply 
after  a  period  of  business  depression 
are  such  as  will  inevitably  reduce  the 
rate  of  interest. 


Industrial  Waste 

By  L.  W.  ^YALLACE,  M.E. 

Executive  Secretary  of  the  Federated  American  Engineering  Societies 


IX  January,  1921,  Herbert  Hoover,  as 
president  of  the  Federated  Ameri- 
can Engineering  Societies,  named  seven- 
teen engineers  to  make  a  study  of  waste 
in  industry.  The  federation  of  engin- 
eering societies  was  new;  Mr.  Hoover 
was  its  first  president.  At  the  organ- 
izing meeting  held  in  Washington  in 
November,  1920,  Mr.  Hoover  proposed 
the  study  and  was  authorized  to  make 
the  investigation. 

There  was  peculiar  fitness  in  the  sub- 
ject thus  undertaken  by  the  Federated 
American  P^ngineering  Societies,  inas- 
much as  the  object  of  the  organization 
is  to  further  public  welfare  whenever 
technical  knowledge  and  engineering 
experience  are  involved,  and  to  consider 
and  act  upon  matters  of  common  con- 
cern to  the  engineering  and  allied 
technical  professions.  The  "assay  of 
waste"  undertaken  by  the  Committee 
on  Elimination  of  Waste  in  Indu.stry 
was,  as  Mr.  Hoover  outlined  it,  to  be 
a  three  months'  investigation  of  a 
series  of  "samples"  from  which  might 
be  deduced  general  recommendations 
apj)lica})le  to  American  industry  as  a 
whole. 

The  personnel  of  the  committee  con- 
sisted of  eighteen  carefully  selected  en- 
gineers.    In  selecting  the  members  of 


the  committee,  care  was  taken  to  secure 
men  of  broad  experience,  clear  concepts, 
and  unbiased  attitude  towards  indus- 
trial problems.  Representatives  of 
managerial,  consultant,  educational 
and  editorial  activities  were  chosen, 
with  an  eye  also  to  their  widely  dis- 
tributed and  varied  industrial  con- 
tacts. 

When  the  "assay"  began,  the  com- 
mittee itself  selected  with  great  care  the 
engineers  who  conducted  the  field  in- 
vestigations. The  engineering  firm  em- 
ployed to  investigate  a  given  industry 
was  chosen  because  it  had  a  long  and  a 
favorable  record  in  that  particular  type 
of  industry.  Thus  was  brought  to  bear 
upon  the  plans,  findings  and  recom- 
mendations, the  accumulated  and  com- 
posite knowledge  and  experience  of  some 
fifty  or  more  engineers.  In  many  phases 
of  the  work  other  specialists,  such  as 
economists,  statisticians,  employment 
managers  and  industrial  ])hysicians 
had  an  important  part  in  collecting  the 
material  and  in  drawing  up  the  conclu- 
sions. An  earnest  effort  was  made  to 
obtain  the  advice  and  the  accumulated 
information  of  every  known  agency 
or  individual  that  could  throw  any 
light  upon  the  subject  in  the  time 
allowed. 
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The  essence  of  the  plan  adopted  by 
the  committee  was  to  gather  quickly 
such  concrete  information  as  might  be 
used  to  stimulate  action  and  to  lay 
the  foundation  for  other  studies.  It 
was  believed  that  a  limited,  yet  care- 
fully studied  volume  of  findings  ob- 
tained through  a  rapid  intensive  study, 
would  not  impair  the  value  of  the  facts 
disclosed  or  the  validity  of  the  recom- 
mendations based  upon  them.  So 
within  less  than  five  months  the  com- 
mittee completed  an  "assay"  or  analy- 
sis of  waste  in  six  typical  branches  of 
industry,  and  presented  a  summary  of 
its  findings  to  the  Executive  Board  of 
the  American  Engineering  Council, 
which  is  the  governing  body  of  the 
Federated  American  Engineering  Socie- 
ties. This  took  place  on  June  3,  1921, 
in  St.  Louis,  at  which  time  a  condensed 
news  abstract  was  given  to  the  press. 
The  complete  report  is  now  being 
printed  in  book  form. 

The  original  plan  contemplated  ten 
investigations  in  the  field,  including 
transportation  and  coal  mining.  Six 
have  been  completed.  These  include 
the  building  trades,  men's  ready-made 
clothing,  boots  and  shoes,  "printing, 
metal  trades  and  textile  manufacturing. 
In  addition  to  these  specific  field  stud- 
ies, seven  general  reports  of  a  statisti- 
cal character  were  prepared,  each  of 
them  dealing  with  some  aspect  of  in- 
dustrial waste  or  its  elimination  on  an 
extensive  or  nation-wide  basis. 

The  industries  selected  for  specific 
study  are  of  great  public  importance, 
for  their  operation  directly  affects  the 
daily  life  of  everyone.  It  is  believed 
that  the  sources  of  waste  in  these  in- 
dustries may  safely  be  taken  as  general- 
ly characteristic  of  the  waste  in  Ameri- 
can industries  as  a  whole.  It  is  thought 
that  the  findings  are  not  exceptional, 
and  certainly  the  industries  selected 
were  chosen  in  the  belief  that  they  are 
fairly  representative. 


Responsibility     and     Opportunity 
THE  Point  of  View 

In  making  the  studies  upon  which  the 
report  was  based  and  in  preparing  the 
report  itself,  there  was  no  purpose  or 
desire  to  place  blame  upon  any  individ- 
ual, group  or  class.  It  is  believed  that 
the  wastes  revealed  are  the  inevitable 
result  of  methods,  practices  and  rela- 
tionships of  long  standing  in  industry, 
and  the  committee  has  relatively  little 
interest  in  pointing  out  the  various 
responsibilities  for  these.  In  contrast, 
it  desires  to  indicate  the  main  oppor- 
tunities for  eliminating  waste  and  whose 
opportunity  or  responsibility  it  may  be 
to  adopt  proper  measures  for  such 
elimination. 

No  attempt  has  been  made  to  write 
an  academic  definition  of  waste  or  to 
speculate  in  regard  to  ultimate  savings. 
For  the  purpose  of  the  report,  no  at- 
tempt has  been  made  to  consider 
all  economic  wastes.  Rather,  in  the 
committee's  investigations,  industrial 
waste  has  been  thought  of  as  that  part 
of  the  material,  time  and  human  effort 
expended  in  production  represented  by 
the  difference  between  average  attain- 
ments on  the  one  hand  and  the  practical 
attainable  performance  on  the  other,  as 
revealed  by  the  detailed  reports.  In 
assaying  waste  in  industry  the  com- 
mittee has  undertaken  to  evaluate  this 
difference.  Thus  it  has  established  no 
theoretical  standard  of  performance  or 
excellence,  but  has  developed  a  method 
of  measurement  to  determine  the  de- 
gree of  effective  use  of  those  factors 
within  which  it  was  believed  waste 
might  be  discovered.  It  has  conceived 
that  a  given  practice  is  not  wasteful 
until  a  better  has  been  revealed. 

Plan  of  Study — Questionnaire 
AND  Evaluation  Sheet 

The  plan  of  study  followed  in  each 
of  these  six  branches  of  industry  in- 
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vestigated  was  this:  at  the  outset  the 
members  of  the  committee  prepared  an 
analysis  of  those  factors  and  operations 
in  industry  in  which  waste  might  be  ex- 
pected to  be  discovered.  ])rovided  a 
comparison  was  made  between  average 
practice  and  the  best  known  practice. 
From  this  analysis,  a  trial  question- 
naire was  prepared  to  secure  informa- 
tion and  quantitative  data  to  permit  of 
comparing  the  record  of  one  plant  with 
another  in  the  same  industry.  The 
questionnaire  is  composed  of  .58  main 
topics  and  "260  leading  questions. 
This  indicates  the  multiplicity  of  ave- 
nues through  which  waste  may  occur. 

This  trial  questionnaire  was  then 
used  in  making  a  study  of  one  plant  in 
each  industry.  The  results  of  these 
trial  studies  were  then  brought  together, 
compared,  reviewed  by  the  committee 
and,  as  a  result,  a  revised  questionnaire 
and  an  evaluation  sheet  were  prepared, 
to  be  used  in  making  the  studies  upon 
which  the  report  is  based.  The  revised 
questionnaire,  as  used  with  suggested 
modifications  based  on  the  experience 
accumulated  in  its  use  in  the  field 
studies,  forms  an  important  part  of  the 
report. 

Calendar  of  the  Study 

The  committee  was  named  on  Janu- 
ary 12;  its  working  program  was 
approved  on  February  7;  the  first  de- 
tailed report  was  in  on  April  1,  and  the 
last  on  May  13. 

Outstanding     Features     of     the 
Report 

Some  of  the  outstanding  features 
developed  are : 

First:  There  is  apparent  a  lack  of 
a  common  terminology  of  management 
and  personnel  factors.  This  lack  is 
the  cause  of  much  confusion.  To  one 
group  the  word  management  means  one 
thing;  to  another  an  entirely  different 
meaning  is  conveyed.     The  public  is 


confused  by  a  lack  of  common  knowl- 
edge of  the  meaning  of  industrial  and 
management  terms.  Take  "  Collective 
Bargaining"  and  "Closed  and  Open 
Shop"  for  examples.  We  venture  to 
say  that  if  the  people  were  to  be  asked 
for  a  definition  or  an  interpretation, 
nothing  approximating  uniformity 
would  be  obtained  in  reply.  There  is 
a  great  need  for  constructive  work  in 
defining  such  terms.  The  establish- 
ment of  a  common  terminology  and  a 
concrete  definition  of  industrial  words 
and  phrases  would  lead  to  the  elimi- 
nation of  much  misunderstanding 
throughout  industry.  w 

Second:  Another  very  significant  i 
need  is  the  creation  of  standard  units 
of  measurements  for  the  various  fac- 
tors of  management.  This  applies  par- 
ticularly to  the  factors  of  individual  and 
group  performance.  It  is  true  thai 
there  are  some  factors  of  management 
for  which  it  would  be  exceedingly  diffi- 
cult if  not  almost  impossible  to  create 
and  to  apply  units  of  measurement,  yet 
there  are  many  for  which  it  can  be  done. 
It  is  also  true  that  some  progress  has 
been  made  in  the  way  of  establishing 
standards  for  gauging  individual  and 
group  performance.  But  in  the  main 
the  practice  is  limited  and  based  upon 
inadequate  data  and  faulty  premises. 
It  has  not  been  approached  in  as  thor- 
ough and  scientific  a  manner  as  its 
importance  would  justify.  In  a  very 
large  degree  the  whole  system  of  wage 
payment  is  faulty  because  it  is  not 
based  upf)n  facts  scientifically  arrived 
at ;  and  further,  in  a  great  degree  defi- 
nite standards  of  performance  are  not 
known. 

Third:  In  the  realm  of  industry 
there  is  no  agency  that  can  furnish 
(•<)nii)lcte,  timely  and  authoritative  in- 
formation concerning  any  one  or  all  of 
the  important  factors  of  production. 
Until  basic,  timely  and  authoritative 
data  arc  known,  no  rational  remedy  can 
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be  evolved  for  solving  any  industrial, 
economic,  social  or  political  prol)lein. 
On  so  vital  a  thing  as  unemployment 
there  is  no  central  bureau  of  infor- 
mation; the  facts  have  to  be  pieced 
together,  so  to  speak.  Last  January 
and  February  some  three  to  four  mil- 
lion workers  were  out  of  employment, 
but  no  one  knows  just  how  many  and 
no  one  knows  what  classes  of  trades  were 
represented  and  in  what  proportion. 
The  causes  contributing  to  such  con- 
ditions and  the  remedies  to  ajjply  are 
.still  undefined.  As  such  conditions 
arise  from  time  to  time,  unemploy- 
ment committees,  boards  and  com- 
missions are  a|)i)ointed  which  study  the 
problem,  collect  data,  make  recommen- 
dations, apply  some  temporary  meas- 
ures of  relief,  and  disappear.  The 
emergency  passes.  The  information 
collected,  the  experience  gained  and 
the  effectiveness  of  measures  used  are 
not  adequately  recorded;  consequently, 
when  a  similar  emergency  re-occur  ?  it 
is  again  approached  as  a  new  and  an  un- 
solved problem.  Information  is  needed 
not  only  to  meet  emergencies  but  to 
meet  what  appears  to  be  a  "normal" 
unemployment  of  a  million  of  those 
classed  as  gainfully  employed.  What 
are  the  economic,  industrial,  political, 
social  or  mental  conditions  which  cause 
one  out  of  every  forty  of  those  that  are 
supposed  to  be  gainfully  employed  to  be 
constantly  out  of  employment?  No 
one  knows;  no  one  can  definitely 
state  what  really  is  the  situation  and 
what  to  do  if  the  apparent  facts  are  as 
represented. 

Again,  there  is  a  large  .seasonal  un- 
employment or  intermittent  employ- 
ment, which  adds  many  hundreds  of 
thousands  to  the  normal  or  constant 
unemployment.  The  clothing  work- 
er is  idle  approximately  31  per  cent 
of  the  year;  the  shoe-maker,  30  per 
cent;  the  building  trade  worker,  37 
per    cent   and   others   in   like    propor- 


tion. This  l)eing  the  case,  there  is  a 
need  for  a  permanent  clearing  hou.se 
for  unem{)loyment  and  intermittent 
employment.  It  should  be  the  func- 
tion of  such  a  bureau  to  make  an  ex- 
haustive analysis  of  the  many  factors 
connected  with  unemployment  .so  that 
such  information  and  accunmlated  ex- 
perience may  at  all  times  be  available. 
Further,  it  should  study  the  causes, 
analyze  the  remedies  applied,  make 
recommendations  as  to  how  to  alleviate 
in  emergencies,  and,  finally,  suggest 
what  might  be  done  to  bring  about  a 
more  permanent  or  stable  employment 
cycle.  The  advantages  to  accrue  are 
large  in  social,  political,  industrial  and 
economic  values.  For  after  all,  much 
of  the  unrest,  suspicion  and  disturb- 
ance among  workers  results  from  the 
sub-conscious  and  conscious  fear  of  un- 
employment. This  is  made  apparent 
by  the  fact  that  the  so-called  seasonal 
industries,  as  clothing  and  building, 
have  had  the  greatest  amount  of  labor 
disturbance.  In  1919,  3''2  per  cent  of 
all  strikes  in  New  York  were  in  the 
clothing  and  building  industries. 

In  the  matter  of  strikes  and  lockouts 
there  is  no  central  source  of  authorita- 
tive information.  It  is  the  belief  of 
many  that  there  should  be  central  bu- 
reaus of  information  concerning  many 
phases  of  industry,  as  the  quantity  of 
raw  and  finished  materials,  the  co.st  of 
basic  raw  materials  and  the  like.  Un- 
til such  bureaus  are  established,  in- 
dustry as  a  whole  will  continue  to  be 
•wasteful,  because  without  a  knowl- 
edge of  the  facts,  rational  measures  of 
correction  cannot  be  evolved. 

Fourth:  There  is  a  real  need  for  some 
form  of  cooperation  that  will  safeguard 
the  interests  of  the  public,  yet  permit 
of  a  free  exchange  of  information  be- 
tween the  various  organizations  of  a 
given  industry  and  between  interdepen- 
dent industries.  Many  plants  of  a 
given  industry  have  developed  and  per- 
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fected  important  ami  economical  nuui- 
agenieut  policies  and  practises  which 
are  not  known  to  the  industry  in  gen- 
eral. If  they  were  known  in  detail  by 
the  industry  as  such,  better  conditions 
would  prevail.  It  is  also  true  that 
there  is  a  great  deal  of  duplication  in 
the  expenditure  of  money  for  research 
and  other  purposes,  because  of  the  lack 
of  an  interchange  of  information.  Of 
course,  it  is  recognized  that  a  certain 
amount  of  such  duplication  is  inevitable 
tor  purely  commercial  reasons,  yet  there 
is  here  a  large  area  of  mutual  interest. 

At  the  present  time  there  is  very 
little  cooperation,  coordination  and  ex- 
change of  information  between  interde- 
pendent industries.  The  manufacturer 
of  clothing  uses  the  material  produced 
by  the  textile  manufacturer.  Like- 
wise, the  users  of  paper  take  the  prod- 
uct of  the  paper  maker.  Very  nat- 
urally there  is  a  close  community  of 
interest  between  the  designer  and  the 
retailer  of  ready-made  clothing.  Yet 
these  two  important  elements  of  the 
clothing  industry  have  not  until  re- 
cently taken  any  steps  towards  cooper- 
ation and  coordination  with  reference 
to  styles. 

Fifth:  It  appears,  from  the  available 
data,  that  the  amount  of  waste  from 
the  general  run  of  strikes,  through  the 
loss  of  wages  and  curtailment  of  pro- 
duction, is  less  than  commonly  thought. 
This  of  course  does  not  refer  to  the 
losses  that  occur  through  such  strikes 
as  are  all  inclusive,  such  as  real  or 
threatened  strikes  on  the  railroads  or  in 
the  steel  industry. 

That  the  apparent  losses  are  less 
than  commonly  thought  is  in  part  due 
to  the  fact  that  the  general  run  of 
strikes  occur  in  seasonal  industries. 
Thus,  the  total  production  for  a  given 
season  may  be  and  is  often  realized  by 
prolonging  the  period  of  activity.  For 
instance,  more  coal  was  mined  in  1910 
than  in  1911,  although  the  former  year 


witnessed  many  protracted  strikes  in- 
volving large  numbers  of  cmjjloyees. 
In  1912,  with  47  per  cent  of  the  entire 
labor  force  out  on  strike,  and  with  an 
average  loss  per  man  of  forty  days,  the 
outjjut  of  coal  per  man,  i)er  day  and  per 
year,  was  more  than  1911.  There  was 
also  six  days  more  employment  than 
in  1911,  a  year  which  was  relatively 
strikeless.  The  total  production  was 
also  more. 

In  addition  to  the  direct  losses 
through  wages  and  curtailed  produc- 
tion there  are,  of  course,  indirect  losses, 
but  no  means  is  available  to  determine 
the  extent  of  such  losses.  The  infor- 
mation obtainable  is  inadequate  on  any 
phase  of  the  problem.  There  is  no 
agency  that  has  the  responsibility  and 
authority  to  collect  the  information 
requisite  for  a  complete  and  authori- 
tative analysis.  There  are  comi)lete 
statistics  for  the  period  from  1881  to 
1905.  But  since  1906  the  Department 
of  Labor  has  had  no  authority  to  "re- 
quire information  relative  to  strikes 
from  anyone." 

Suvth:  It  is  a  fair  statement  that  for 
the  country  as  a  whole  there  are  no 
adequate  functioning  liodies  for  the 
adjustment  of  industrial  disputes,  and 
hence  the  checking  of  industrial  waste 
that  results  therefrom.  There  are  al- 
most as  many  varieties  of  legal  machin- 
ery for  adjusting  labor  disputes  as  there 
are  states.  Seven  states  have  laws  for 
lecal  arbitration,  but  no  permanent 
agency  to  execute  them.  Two  states 
legalize  permanent  district  or  county 
boards  established  by  private  parties. 
Nine  states  provide  for  arbitration  or 
conciliation  by  the  State  Commissioner 
of  Labor  or  some  other  state  officials. 
In  twenty-seven  states  there  are  laws 
creating  a  special  State  Board  or  Com- 
mission for  the  settlement  of  labor  dis- 
putes. In  Kansas,  a  (.'ourt  of  Indus- 
trial Relations  has  been  established 
with  very  broad  powers.     Nine  states 
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make  provision  for  local  boards  as  well 
as  for  bodies  with  state-wide  powers. 

A  recent  examination  shows  that  all 
this  machinery  for  the  adjustment  of 
industrial  disputes  is  active  in  eleven 
states,  that  is,  functions  with  more  or 
less  success;  that  it  is  inactive  in  five 
states,  and  dormant  in  nineteen.  That 
there  is  a  real  need  for  some  adequate 
agency  to  function  in  the  realm  of  la- 
bor disputes  is  apparent. 

Seventh:  A  lack  of  rational  standard- 
ization of  methods,  practices,  policies 
and  designs  is  a  prominent  cause  for 
industrial  waste.  A  great  advance  and 
refinement  can  be  made  towards  stand- 
ardization without  in  any  way  limit- 
ing individual  ingenuity  or  unnecessar- 
ily curtailing  the  reasonable  desires  of 
an  y  person .  The  possibilities  for  stand- 
ardization occur  in  almost  every  phase 
of  industry. 

Some  of  the  outstanding  facts  regard- 
ing the  losses  resulting  from  a  lack  of 
standardization  are  made  apparent  by 
the  following:  The  equivalent  of 
8,000,000  passengers  are  transported 
daily  by  the  elevators  of  the  city  of  New 
York.  More  passengers  are  thus  hand- 
led than  b}^  all  the  street  railway  trans- 
portation methods  used  in  that  city. 
Notwithstanding  its  great  importance, 
the  architect,  the  engineer,  the  con- 
tractor, do  not  design  or  build  the 
structure  around  the  transportation 
medium,  which  is  an  important  factor, 
but  the  transportation  medium  is  placed 
wherever  convenient;  and  it  has  often 
happened  that  the  building  has  been 
well  imder  way  before  the  elevator  was 
even  thought  of.  Consequently,  some 
of  the  structure  had  to  be  removed  in 
order  to  make  a  place  for  it.  The  net 
result  of  all  this  lack  of  systematic 
planning  or  standardization  has  been 
that  most  elevators  are  built  to  fit  the 
space  that  happens  to  be  convenient. 
The  economic  loss  through  designing, 
constructing,  installing  and  operating 


elevators  under  such  a  system  is  very 
large. 

A  very  prominent  locomotive  build- 
ing company  was  able  to  build  103 
standard  designed  locomotives  in  five 
weeks,  while  it  was  able  to  produce 
only  104  locomotives  of  industrial  de- 
sign in  the  same  period.  Losses  in 
production  due  to  lack  of  standardiza- 
tion arise  in  every  industry.  You 
desire  to  build  a  home,  an  office  or  a 
factory  building.  You  ask  for  designs 
and  bids;  six,  eight  or  ten  contractors 
submit  plans,  specifications,  and  bills  of 
material.  The  contract  is  let  to  the 
lowest  bidder;  but  in  his  price  is  in- 
cluded not  only  the  cost  to  him  of  mak- 
ing the  plans  and  specifications  for 
your  job,  but  also  a  percentage  to  cover 
the  cost  of  all  other  jobs  on  which  he 
has  placed  a  bid  and  has  not  secured  the 
order,  or  else  a  percentage  to  cover  the 
cost  of  the  other  seven  or  eight  bidders, 
there  sometimes  being  an  agreement 
among  the  bidders  that  this  be  done. 
In  certain  cities  there  are  some  bidders 
who  always  bid  high.  They  do  not 
want  the  contract.  They  make  their 
living  by  the  commissions  collected  on 
their  useless  figures. 

The  examples  cited  serve  to  indicate 
that  waste  occurs  because  of  change  of 
style  or  standards,  no  planning,  inade- 
quate standards,  faulty  and  uneco- 
nomic designs. 

Eighth:  The  4^2,000,000  men  and 
women  gainfully  employed  in  the 
United  States  probably  lose  350,000,- 
000  days  annually  from  illness  disabil- 
ities, including  non-industrial  accidents. 
Tuberculosis  is  the  most  important 
disease  among  industrial  workers. 
Pneumonia,  influenza,  typhoid  fever, 
hook-worm  and  malaria  are  prominent 
causes  of  industrial  waste  through  the 
temporary  or  permanent  loss  of  earn- 
ing powers  of  millions  of  workers. 
There  are  more  than  6,000,000  workers 
with  organic  diseases  resulting  mostly 
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from  infection.  More  than  ^25,000.000 
workers  have  defective  vision  requir- 
ing correction. 

These  figures  clearly  indicate  the 
great  economic  waste  that  comes  about 
through  subnormal  standards  of  health 
and  vigor. 

Xlnflt:  Luhistrial  accidents  contrib- 
ute a  large  amount  annually  to  indus- 
trial waste.  In  1919  there  occurred  in 
industry  about  '■28.000  fatal  accidents 
and  about  57.5,000  non-fatal  accidents 
causing  four  weeks  or  more  of  disabil- 
ity; a  total  of  3,000,000  accidents 
causing  at  least  one  day's  disability. 
The  figures  for  1918  were  about  thir- 
teen per  cent  higher.  In  the  building 
industry,  enormous  losses  occur  through 
accidents,  the  $20,000,000  paitl  yearly 
to  insurance  companies  for  compensa- 
tion being  only  a  part  of  the  total  cost. 
even  if  we  disregard  all  human  and 
spiritual  values.  The  best  authorities 
say  that  the  actual  cost  of  insurance 
represents  not  more  than  twenty-five 
per  cent  of  the  total  economic  losswliich 
brings  the  total  cost  to  the  industry  due 
to  accidents  in  the  vicinity  of  $120,000,- 
000.  Experience  has  shown  that  by  the 
adoption  of  proper  measures  the  waste 
due  to  accidents  may  be  reduced  from 
seventy-five  to  eighty  per  cent  in  from 

two  to  five  years  of  earnest  effort. 

*     *     * 

From  the  foregoing  discus.sion,  based 
upon  a  careful  report  it  is  shown  that 
the  industrial  waste  in  the  United  States 
is  enormous.  That  much  of  it  can  be 
eliminated  is  obvious,  which  conclu- 
sion is  also  suj)ported  by  the  evidence. 


In  every  indu.stry  studied,  outstanding 
plants  were  found  wherein  much  of 
the  waste  occurring  in  other  plants  had 
been  eliminated. 

Xo  individual  or  agency  wholh' 
escapes  responsil)ility  for  waste.  The 
owner,  the  management,  the  workers, 
the  public  have  a  definite  responsibil- 
ity and  at  the  same  time  an  opportu- 
nity. The  degree  of  responsibility  is 
not  fixed  nor  is  there  a  definite  ratio  of  i 
responsibility  for  each  group.  This 
will  vary  with  ditt'erent  industries. 
It  may  not  be  the  same  for  two  plants 
in  the  same  industry.  The  evaluation 
of  responsibility  for  remedying  the  con- 
dition as  derived  by  the  Committee 
j)laces  more  than  fifty  per  cent  upon 
management  and  less  than  twenty-five 
per  cent  upon  labor.  That  is  to  say,  if 
industrial  waste  is  to  be  eliminated 
management  can  through  its  oppor- 
tunity remove  more  than  fifty  per  cent 
of  it,  whereas  labor  can  through  its 
oj)portunity  remove  less  than  twenty- 
five  per  cent. 

If  American  industry  is  to  flourish, 
if  it  is  to  pass  successfully  through  this 
trying  period,  if  it  is  to  withstand  the 
foreign  competition  that  is  sure  to  come 
in  the  innuediatc  future  and  at  the  same 
time  to  pay  such  compensation  to  all 
connected  with  industry  as  not  to  lower 
standards  of  living  and  to  retard  a 
natural  and  desirable  increase  of  those 
standards,  tho.se  responsible  for  waste 
in  industry  will  have  to  adopt  meth- 
ods and  policies,  which  by  practical 
demonstrations  have  proven  to  be 
efficacious. 
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THE  men's  and  boys'  ready-to-wear 
clothing  industry  is  one  of  the  im- 
portant industries  in  the  Ignited  States. 
While  not  comparable  in  magnitude 
with  the  railroad,  iron  and  steel,  build- 
ing and  certain  other  industries,  in 
19'-2()  its  3,504  manufacturers,  employ- 
ing more  than  173,000  workers,  were 
distributed  among  42  states  and  439 
localities.  The  industry's  product, 
consisting  of  men's  three-piece  and 
two-piece  suits,  boys'  suits,  meji's  and 
boys'  overcoats,  rain  coats,  office  coats, 
automobile  dusters,  sporting  suits, 
fancy  vests  and  the  like,  is  equivalent 
to  between  fifty-eight  and  seventy 
millions  of  three-piece  suits  a  year  and 
represents  a  retail  value  of  from  a  bil- 
lion and  a  quarter  to  a  billion  and  a 
half  dollars. 

How  the  Industry  Is  Now 
Conducted 

This  industry  has  passed  through  a 
number  of  changes,  both  in  the  nation- 
ality of  its  merchant-manufactures  and 
workers  and  in  the  form  of  its  organi- 
zation. These  must  be  noted  to  un- 
derstand the  existing  problems  of 
waste. 

Originally,  it  is  said,  the  merchant- 
manufacturers  were  Spanish  Jews  and 
the  artisans,  French  Jews  whom  the 
former  despised.  In  the  c(?urse  of  time 
proprietorship  passed  to  the  French 
Jews  who  despised  their  employes,  the 
Italian  Jews.  In  their  turn  the  Ital- 
ian-Jew proprietors  despised  the  Ger- 

^  A  part  of  the  subject  matter  and  all  of  the 
charts  in  this  article  are  taken  from  a  report  sub- 
mitted jointly  by  M.  L.  Cooke  and  the  author  to 
the  American  Engineering  Council's  Committee 
on  "Elimination  of  Waste  in  Industry."     {Ed.) 


man-Jew  artisans,  and  now  the  Ger- 
man-Jew proprietors  despise  their 
Russian  and  Polish-Jew  employes. 
Here  and  there  a  Russian  Jew  has  ob- 
tained proprietorship,  while  into  the 
body  of  workers  has  come  a  large  ele- 
ment of  non-Jewish  Italians,  Bohe- 
mians and  Lithuanians. 

The  people  who  have  had  the  re- 
sponsibility of  conducting  the  industry 
have  been,  for  the  most  part,  not 
manufacturers,  but  speculative  mer- 
chants who  buy  cloth,  have  it  cut  into 
garment  parts  in  their  own  cutting  de- 
partments and  send  these  parts  to  out- 
side people  to  be  made  up  into  finished 
garments.  Originally,  these  parts 
were  distributed  among  the  work 
people  at  their  cramped,  ill-ventilated 
lodging  places,  mostly  in  tenement 
houses,  where  they  were  saturated  with 
cooking  odors,  slept  on  by  the  children 
and  made  up  into  garments.  A  slat- 
ternly old  Jewish  or  Italian  woman 
carrying  a  bundle  of  garments  on  her 
head  is  even  yet  a  familiar  sight  in  New 
York  City.  Much  of  the  "finishing," 
buttonhole  making  and  button  sewing, 
is  still  done  imder  the  "sweatshop" 
system.  Such  work  is  paid  for  "  by  the 
piece." 

This  sweatshop  system  developed 
into  the  sub-contracting  system.  Some 
of  the  more  enterprising  of  these  home- 
workers  turned  their  tenement  apart- 
ments into  "shops"  by  knocking  out 
the  partitions,  installing  a  half  dozen 
.sewing  machines  along  a  bench  on 
one  side  of  the  room,  a  row  of  seats 
for  hand-workers  along  another  bench 
on  the  other  side,  and  tables  with  hand- 
pressing  boards  near  the  windows. 
They    hired    their    less    enterprising 
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fellow-workers  to  assist  them,  paying 
them  by  the  piece,  and  contracted  with 
the  merchant -manufacturers  to  make 
up  garments  for  them  at  a  stipulated 
price  per  garment.  Low  piece-rates 
were  combined  with  long  hours.  The 
workers  received  possibly  the  least 
money  per  week  of  any  industrial  class 
in  the  United  States. 

In  New  York  City,  in  more  recent 
years,  since  the  union  has  become  a  pow- 
erf\il  factor,  piece-work  was  abolished 
in  these  contracting  shops.  Eventu- 
ally it  gave  place  to  the  "week- work" 
system  in  which  the  worker  is  paid  on 
the  basis  of  time  he  works  and  not  on 
the  basis  of  what  he  accomplishes 
in  that  time.  During  the  transition 
there  was  a  period  of  so-called  "week- 
work  with  production  standards"  in 
which  each  worker  was  each  day  as- 
signed a  "stint"  or  definite  amount  of 
work  which  he  had  to  complete  in  order 
to  earn  his  day's  pay.  These  stints 
were  set  arbitrarily  by  the  proprietor 
and  were  so  great  as  to  keep  the  people 
working  until  eight  and  nine  o'clock  at 
night.  Finally,  the  workers  rebelled 
and  abolished  the  stints.  Since  that 
experience,  the  idea  of  either  piece- 
work or  production  standards  has  been 
anathema  to  the  clothing  workers  of 
that  city. 

Most  garment  making  in  Greater 
New  York  is  done  in  these  contracting 
shops.  There  were  nearly  two  thousand 
of  them  in  February,  1920,  as  against 
less  that  one  hundred  tailoring  shops 
owned  and  operated  directly  by  the  so- 
called  clothing  manufacturers.  Most 
of  these  have  been  set  up  in  former  four 
and  five  room  tenement  apartments  in 
^lanhattan  and  Brooklyn  and  are  op- 
erated })y  from  a  dozen  to  forty  or  fifty 
workers.  A  large  portion  of  these 
shops  are  exceedingly  dingy  and  un- 
sanitary. Garments  mop  up  the  dirt 
from  the  floor.  In  one  case,  at  least,  a 
visitor  found  the  proprietor  ill,  asleep  on 


a  pile  of  coats.  If  the  wearers  of  ready- 
made  or  of  high-priced  Fifth  Avenue 
made-to-measure  garments  could  know 
what  exposure  their  garments  have 
had  to  dirt,  perspiration  and  disease 
germs,  they  would  fumigate  them  with 
formaldehyde  before  wearing  them. 

The  so-called  "clothing  manufac- 
turers" of  New  York  like  the  sub-con- 
tracting system.  It  offers  them  freest 
play  for  competitive  speculation.  It 
enables  them  to  compete  in  prices 
and  at  the  same  time  safeguard  them- 
selves by  skilfully  playing  contractors 
against  contractors  so  as  to  save  the 
expense  of  getting  the  garments  made. 
It  permits  them  to  accommodate  them- 
selves with  the  minimum  risk  and  in- 
convenience to  the  highly  seasonal  de- 
mand for  their  product,  concentrate 
their  year's  manufacturing  into  two 
short  periods  of  from  ten  to  eighteen 
weeks  each  and  shut  down  with  mini- 
mum loss  from  idle  investment  and  over- 
head expense.  The  only  "factories" 
they  have  to  shut  down  are  their  own 
cutting  departments.  They  assume  no 
responsibility  for  these  contractors  and 
their  employes  during  the  other  sixteen 
to  thirty-two  weeks.  This  contracting 
system  will  not  give  way  to  direct 
manufacture  in  New  York  City  until 
the  workers  give  better  service  in  the 
manufacturer's  shops  than  they  do  in 
contractor's  shops — the  reverse  of  the 
present  situation. 

Sub-contracting  is  a  feature  of  all 
large  clothing  markets.  Even  the 
Clothcraft  Shop  did  not  take  over  its 
vest  making  until  late  in  1919.  How- 
ever, in  Baltimore,  C'hicago,  Cleveland, 
Philadelphia  and  Rochester,  steps  have 
been  taken  toward  the  development  of 
large  manufacturing  institutions  that 
do  all  the  work  of  making  a  garment 
and  use  sub-contractors  only  to  supple- 
ment their  own  manufacturing  facili- 
ties. There  are  now  two  or  three  who 
pride   themselves   on    doing   all    their 
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own  manufacturing.  The  industry  is 
developing  in  the  right  direction. 

The  character  of  management  and 
the  operating  ineffectiveness  in  this 
industry  are  all  that  one  would  infer 
from  the  foregoing  description.  One 
establishment  in  it,  however,  ranks  so 
high  in  management  as  to  give  a 
wonderful  example  of  what  the  others 
could  be  if  their  proprietors  had  the 
necessary  vision,  faith,  will,  and  could 
rid  themselves  of  the  notion  that  "my 
business  is  different."  This  plant  is 
far  from  tj'pical  and  we  shall  refer  to  it 
again  only  incidentally.  A  large  mass 
of  ephemeral  plants  are  as  badly  man- 
aged as  conceivably  possible.  Most  of 
the  manufacturing  institutions  referred 
to  above  have  attained  mediocre  sys- 
tematic management,  while  three  of 
them  are  trying  to  install  scientific 
management. 

It  is  merely  stating  a  truism  to  say 
that  the  production  can  be  carried  on 
effectively  only  when  each  operation 
contains  only  necessary  work  and  is 
performed  with  the  best  available  ap- 
pliances, under  the  most  favorable  op- 
erating conditions,  by  persons  adapted 
to  the  work,  skilled  in  and  using  the 
most  effective  known  method. 

Men's  and  boys'  ready-to-wear  cloth- 
ing for  the  most  part  is  not  manufac- 
tured under  these  conditions.  The 
work  content  of  operations  is  not  stan- 
dardized. To  cite  an  extreme  case,  the 
writer  and  his  assistant  found  that 
forty-five  per  cent  of  all  the  work  being 
done  in  the  "finish  pressing"  opera- 
tion in  a  certain  coat  shop  was  unnec- 
essary. Out  of  fifteen  pressers  no  two 
were  doing  identical  work.  Further- 
more, each  presser  walked  an  average 
of  150  feet  with  each  coat  separately, 
fifty  feet  to  deliver  it  to  the  examiner 
when  he  had  finished  it,  fifty  feet  to  the 
work-ahead  pile  for  the  next  coat  and 
fifty  feet  back  to  the  pressing  table. 
A  recognized  authority  in  the  industry 


who  has  gone  through  the  })rocess  of 
standardizing  coat  and  pants  shop 
operations  estimates  that,  on  the  aver- 
age, twenty-five  j^er  cent  of  all  the  work 
traditionally  done  is  unnecessary. 

Substituting  the  most  effective  meth- 
od for  the  variety  of  inferior  methods 
offers  probably  the  largest  direct  oppor- 
tunity for  augmenting  the  production 
per  man-hour.  In  so  simple  an  oper- 
ation as  creasing  arm-hole  seams  (a 
part  of  "finish  pressing")  six  different 
methods  were  found  in  use  among 
eleven  operators  working  side  by  side. 
The  best  of  these  methods  turned  out 
the  work  more  than  two  and  a  half 
times  as  rapidly  as  the  poorest.  The 
average  productivity  of  all  was  forty- 
three  per  cent  under  that  of  the  best. 
The  output  and  piecework  earnings  of  a 
certain  group  of  basting  pullers  was 
doubled  by  teaching  them  the  method 
of  the  best  basting  puller  in  another 
shop.  The  authority  referred  to  above 
states  that  such  waste  figures  apply  to 
the  whole  garment  making  process. 

Appliances  are  not  standardized. 
Machines  of  a  variety  of  design  are 
found  used  in  the  same  operation  in  the 
same  shop.  High  speed  machines  are 
not  used  in  those  operations  to  which 
they  are  adapted.  Indeed,  in  the  divi- 
sion of  the  whole  process  into  operations, 
so  much  hand  work  is  combined  with 
machine  work  that  the  machines  do  not 
ordinarily  run  more  than  one  minute 
out  of  six.  On  the  other  hand,  one 
manufacturer  keeps  his  machines  going 
six  minutes  out  of  ten.  Machine  or 
work  place  tables  are  too  short,  too  nar- 
row, too  high  or  too  low  to  afford  suffi- 
cient elbow  room  and  comfort  for  un- 
hampered operation.  Out  of  scores  of 
establishments  visited  during  the  writ- 
er's twenty  months'  contact  with  this 
industry  only  one  manufacturer  was 
found  who  had  written  standard  speci- 
fications for  these  things,  based  on 
study. 
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Furthermore,  machines  are  not  main- 
tained in  j)roper  operating  condition. 
Forinstance,  in  one  factory  1,100  opera- 
tives are  served  by  two  machinists  who 
are  kept  on  the  jump  from  morning 
until  night  making  emergency  make- 
shift rei)airs  out  in  the  sliop  while  the 
workers  look  on  and  others,  idle,  await 
their  turns.  They  state  that  they 
do  not  have  time  to  take  a  machine  in- 
to their  repair  shop  and  give  it  a  proper 
over-hauling.  Nor  does  their  repair 
shop  contain  a  single  planer,  speed 
lathe  or  drill  press.  The  sewing 
machines  are  in  run  down  condition. 
These  operatives  on  piece-work  lose 
production  and  earning  power  through 
the  frequent  breakdowns,  the  low 
speeds  of  their  machines  and  the  inter- 
ruptions caused  by  frequent  thread 
breaks  that  come  when  the  internal 
mechanism  is  out  of,  proper  adjust- 
ment. A  test  in  this  shop  showed 
that  the  speed  of  machines  on  the  same 
shafts  and  same  operations  ranged 
from  2,250  down  to  1,750  stitches  per 
minute,  whereas,  in  another  establish- 
ment, the  machines  went  4,000  stitches 
per  minute.  Discouragement  and  dis- 
satisfaction of  pieceworkers  under  such 
conditions  lead  to  labor  turnover. 

The  above  conditions  prevail  in  a 
certain  manufacturing  institution.  The 
conditions  in  the  non-institutional 
little  ephemeral  shops  and  contractors 
shops  are  left  to  the  reader's  imagina- 
tion. Certain  institutional  manufac- 
turers do  maintain  well  equipped  repair 
shops  and  an  adequate  .stock  of  spare 
machines.  In.stead  of  waiting  until  ma- 
chines break  down  to  repair  them,  they 
divide  all  the  machines  into  compara- 
tively small  groups,  and  i)ut  each  group 
on  a  time  schedule,  so  that  at  regular 
stated  intervals  each  machine  is  re- 
placed from  the  spare  stock,  taken  into 
the  repair  shop  and  the  internal  mech- 
anism inspected  and  restored  to  proper 
operating    condition.     This    not    only 


largely  forestalls  and  prevents  actual 
breakdown,  but  maintains  all  machines 
in  better  operating  condition. 

The  Importance  Of  Standard- 
ization 

Without  standardization  of  appli- 
ances, conditions,  quality  and  work 
content,  and  of  work  method  no  valid 
performance  standard  can  be  deter- 
mined. The  great  mass  of  clothing 
factories  are  without  any  perform- 
ance standards.  Some,  indeed,  do  use  a 
stop  watch  in  timing  operations  for  the 
purpose  of  setting  piece-rates.  How- 
ever, these  rate-setters  leave  the  same 
variable  appliances,  variable  machine 
speeds,  variable  lengths  of  stitch,  vari- 
able methods  that  they  found — or 
rather,  did  not  find.  How  can  such 
piece-rates  be  just.'*  Such  "studies" 
cannot  result  in  performance  standards. 
The  piece-rates  based  on  such  "timing" 
are  set  for  the  operations  in  name  only, 
there  being  no  supporting  written  de- 
scription of  the  appliances,  conditions, 
detail  of  work  content  and  methods 
whereby  to  define  the  operations  to 
which  tlie  piece-rates  refer.  In  con- 
sequence, the  pieceworkers  successfully 
carry  on  a  continuous  process  of  re- 
ducing the  work  content  of  operations, 
skimping  on  quality,  and  yet  maintain- 
ing the  same  piece-rates.  The  alleged 
performance  standards  of  other  manu- 
facturers that  are  based  on  "average 
past  performance"  are,  of  course, 
equally  invalid  because  they,  too,  do 
not  refer  to  definite  methods  and 
standardized  conditions. 

The  movement  toward  setting  piece- 
rates  on  the  basis  of  such  "  time  studies" 
was  accelerated  recently  by  Impartial 
('hairman  Leiserson's  award  which  per- 
mits the  Rochester  manufacturers  to 
place  on  piecework  the  fifty-five  per 
cent  of  their  operations  that  hitherto 
had  been  on  week-work.  In  view  of 
the   necessity  of  getting   quickly  on- 
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to    a    basis     that    will    [)reserve    the 
operatives'  weekly  earning  power  and 
yet     effect     a     substantial     reduction 
in  the  unit   cost   of  production,    this 
practice    may    be    condoned    if   it    is 
distinctly    and    nnitually    understood 
that  this  is  merely  a  transition  step. 
Likewise,  the  renmant  of  the  Clothing 
Manufacturers'    Association    of    New 
York  and  the  Amalgamated  Clothing 
Workers  of  America   have  agreed,   in 
their  recent  settlement,  to  the  princijjle 
of  "week- work  with  production  stand- 
ards" to  be  determined  by  negotiation 
and  mutual  agreement  or  by  arl)itra- 
tion.     The  manufacturers  individually 
have  been  negotiating  such  standards 
with  their  respective  shop  committees. 
These    standards    take    the    form    of 
specifying  the   number  of  workers  in 
each  operation  in  the  shop,  the  wage- 
rates  for  forty-four  hours  work  and  the 
number  of  garments  to  be  delivered 
each  forty-four  hours  by  each  section  or 
by  the  shop  as  a  whole.     These  agree- 
ments really  guarantee  the  manufac- 
turer a  minimum  rate  of  output  and  a 
wage  cost  not  exceeding  a  certain  maxi- 
mum.    If  the  output  falls  below  the 
specified    rate,    wage-rates    are    to   be 
scaled  proportionately.     However,  if  it 
rises  above  this  rate  wage-rates  are  not 
to  be  raised.     This  seems  an  unavoid- 
able   step    under    the    circumstances. 
Moreover,  it  seems  just  that  ])erform- 
ance  standards  should  be  determined 
with  the  consent  and  active-cooperation 
of  the  work  people  rather  than  by  the 
arbitrary  judgment  and  fiat  of  the  em- 
ployer.    However,   l^oth    sides   should 
distinctly  recognize  that  even  stand- 
ards based  on  mutual  agreement  cannot 
long  be  satisfactory  unless  they  are  also 
based  on  careful  study  and  standard- 
ization of  operation  content,  appliances, 
conditions     and      operating     method, 
and,  therefore,  that  the  present  is  a 
transition  period. 

Properly   determined    and   properly 


administered  performance  standards 
are  a  very  valuable  device  both  for  con- 
ducting human  relations  on  a  mutually 
satisfactory  basis  and  for  planning  and 
administering  j)roduction.  Under  the 
l)iecework  system  they  are  the  basis  of 
just  piece-rales.  Under  the  week- 
work  system  they  are  the  basis  of 
a  just  measurement  of  the  individ- 
ual worker's  performance  and  of  the 
adjustment  of  his  wage-rate  to  his 
capacity.  Only  on  the  basis  of  proper- 
ly determined  performance  standards 
can  wage  scales  be  determined  and  ad- 
ministered with  mutual  satisfaction  to 
employers  and  employes.  One  con- 
cern has  been  o]>erating  under  a  system 
of  "week- work  with  production  stand- 
ards" for  several  years.^  The  week- 
work  rates  refer  to  these  standards. 
Indeed,  for  many  operations  there  is  a 
series  of  progressive  standards  to  each 
of  which  a  wage-rate  corresponds.  A 
record  is  kept  of  each  worker's  perform- 
ance and  compared  with  the  stand- 
ards. In  this  way  each  worker  grades 
himself  and  determines  his  own  wage- 
rate  by  his  performance. 

By  constantly  checking  actual  per- 
formance against  the  standards  and 
promptly  investigating  the  causes  of 
failures  to  attain  standard,  the  manu- 
facturer can  cjuickly  detect  and  rectify 
unstandard  conditions  as  they  creep  in. 
By  encouraging  operatives  to  com- 
plain when  conditions  are  not  standard, 
and  by  promptly  and  sincerely  investi- 
gating such  complaints,  rather  than 
disregarding  and  discouraging  them, 
valuable  cooperation  can  be  obtained 
in  maintaining  standard  conditions. 
Performance  standards  enable  the 
work  waiting  at  each  operation  to  be 
expressed  as  hour!,'  of  ivork.  This  is  a 
valuable  aid  in  planning  the  daily  dis- 

-  These  standards,  while  determined  by  mutual 
agreement,  are  not  based  on  careful,  detailed 
studies  and  standardization  of  processes,  condi- 
tions, methods  and  the  like. 
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tribution  of  workers  so  as  to  prevent 
both  congestion  of  work  at  some  opera- 
tions and  failure  of  the  work  supply  at 
others.  All  sales  orders  can  be  ex- 
pressed in  terms  of  hours  of  work  on 
the  basis  of  which  a  balance  of  work- 
ahead  record  can  be  maintained.  Pro- 
duction can  be  scheduled  for  months 
or  a  season  in  advance.  Delivery 
promises  can  be  made  that  can  b<> 
kept  and  the  sales  management  can  be 
guided  in  ])ushing  for  more  business  or 
refusing  orders,  in  pushing  or  neglecting 
this  or  that  class  of  model.  Produc- 
tion can  be  planned  for  an  entire  season. 
The  writer  found  a  certain  manufac- 
turer of  women's  suits  planning  in  De- 
cember the  origination  of  two  new 
models  in  order  that  his  plant  could 
continue  producing  after  May  first 
suits  of  the  various  model  classes  in  the 
same  proportions  for  w^hich  their  shops 
had  been  organized.  In  the  realm  of 
expansion  the  manufacturer  can  so 
plan  the  size  of  his  plant  and  operating 
force  as  to  take  care  of  a  given  assured 
volume  of  business  by  continuous  oper- 
ation. These,  together  with  a  scien- 
tific make-for-stock  policy  based  on  an 
intelligent  use  of  business  statistics, 
make  it  possible  to  eliminate  the  sea- 
sonal wave  feature  of  manufacturing — - 
of  which  more  will  be  said  farther  on. 

Planning  and  Administering 
Factory  Work 

The  great  majority  of  clothing  es- 
tablishments lack  even  the  mechanism 
that  is  nece.s.sary  for  planning  and  ad- 
ministering work  effectively.  Some 
planning  is  done  })y  shop  executives  or 
workers  as  an  incident  to  other  work. 
The  analy.sis  of  sales  orders,  the  classi- 
fication and  assemblage  of  the  items  in- 
to cutting  orders  and  the  delivery  of 
piece-goods  to  the  cutting  floor  must  be 
planned  by  tlje  management.  How- 
(Cver,  the  division  of  the  cutting  or- 
dej"   mio    lays,    the   selection    of    the 


specific  bolts  of  piece-goods  for  the 
specific  lay.s^  and  the  sequence  io 
which  they  shall  go  into  the  lay,  is; 
usually  planned  by  the  workman  on 
the  cutting  floor.  Recently,  a  certain 
large  house  transferred  all  of  this  work 
to  a  planning  department.  Since  then 
each  order  that  was  sent  into  the  cut- 
ting department  has  been  for  a  single 
lay.  The  piece-goods  to  be  used  are 
chosen  by  reference  to  the  record  of 
their  widths  and  lengths;  the  length 
of  the  lay  is  specified,  also  the  sequence 
in  which  the  various  pieces  are  to  be  put 
into  the  lay.  The  data  necessary  for 
this  planning  consist  of  an  up-to-the- 
minute  piece-goods  record,  not  only  by 
design  but  by  the  individual  bolt,  show- 
ing shrunk  width  and  unused  length 
and  the  measurements  made  on  a  set  of 
standard  lays  made  on  paper  before  the 
manufacturing  season  opened — three 
widths  for  each  model  and  practical 
combination  of  sizes.  When  the  lay  is 
built,  instead  of  having  a  workman  lay 
in  and  mark  the  patterns  on.  the  top 
layer  of  cloth  as  was  the  former  prac- 
tice, a  carbon  copy  of  the  original  stand- 
ard or  master  lay  is  pinned  to  the  top 
layer.  Finally,  this  concern  uses  past 
experience  and  a  tabulation  of  the 
items  of  sales  orders  received  during 
the  first  ten  days  of  the  sales  season  to 
anticipate  the  distribution  of  its  total 
sales  of  the  season  among  the  various 
models.  This  planning,  this  labor  sav- 
ing device,  and  the  manufacturing  to 
fill  anticipated  rather  than  actual 
sales  items,  have  together  increased  the 
output  per  man  hour  of  this  concern's 
cutting  department  sixty  per  cent.  At 
the  same  time  they  have  saved  a  con- 
siderable amount  of  cloth. 

In  most  tailoring  .shops  there  are  no 
despatching  stations  for  recording  the 
progress  of  work  and  giving  out  work 
assignments.  There  are  no  work  tick- 
ets and,  consequently,  no  route  sheets  of 
■■'  Piles  for  cutting  into  garment  parts. 
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progress  records  for  the  various  manu- 
facturing lots.  No  record  is  ke])t  of 
production  of  the  individual  worker  or 
the  operation  or  of  the  balance  of  work 
ahead  at  each  operation  or  of  the  plant 
as  a  whole.  Lots  of  garments  intro- 
duced at  the  beginning  of  tlie  process 
just  drift  through  without  anybody's 
knowing  where  they  are.  In  compil- 
ing the  finished  output  of  a  certain 
shop  the  writer  found  it  to  be  the  rule 
that  the  last  garments  of  any  specific 
manufacturing  lot  to  reach  the  finished 
state  were  more  than  a  week  behind  the 
first  garment  of  the  lot.  Production  is 
measured  only  in  shipments  of  com- 
pleted garments  to  the  finished  stock 
room.  Operatives  either  hunt  up 
their  own  work,  or  the  foreman  and 
his  assistants,  combining  the  function 
of  shop  porter  with  that  of  hiring,  in- 
structing, disciplining,  wage-adjusting 
and  a  multitude  of  other  duties,  watch 
the  supply  of  each  worker  in  their  jur- 
isdictions and  find  and  carry  work  to 
him.  Congestion  of  work  at  some 
points  and  idleness  at  others  are  the 
usual  conditions. 

Most  of  the  "institutional"  planis 
have  work  tickets  with  which  to  re- 
cord individual  piece-work  performance 
or  individual  week- work  performance 
The  former,  however,  usually  consist  of 
piece-work  coupons,  lot  or  individual 
garment,  which  are  retained  by  the  op- 
erative and  turned  in  by  him  to  the 
payroll  department  once  or  twice  a 
week.  They  have  no  value  for  other 
than  this  one  purpose.  In  these  plants 
there  is  usually  a  record  of  the  garments, 
by  lots,  that  pass  certain  six,  ten  or 
fourteen  points  in  the  factory.  How- 
ever, in  these  rarely  is  there  a  complete 
record  of  the  progress  of  each  lot  and  of 
the  production  and  balance  of  work 
ahead  of  each  operation.  The  writer 
spent  much  time  in  the  shops  of  one  of 
these  institutions.  There  was  no  visit 
to  any  shop  during  which  he  did  not 


observe  a  number  of  operatives,  even 
whole  sections  of  them  out  of  work. 
The  only  wigan  sewer  spent  a  third  of 
an  afternoon  sitting  with  folded  hands; 
all  of  a  small  section  sat  on  their  work 
benches  in  idleness;  three  out  of  twelve 
operatives  were  idle  during  the  whole  of 
some  ten  or  fifteen  minutes  the  writer 
was  observing  a  certain  pants  oj)era- 
tion;  thirty  or  more  vest  l)uttonhoIe 
makers  delivered  their  finishing  work 
(one  vest  at  a  time  assigned  to  each 
worker),  wrote  their  names  in  a  col- 
umn on  a  large  sheet  of  paper  to  estab- 
lish the  order  of  service,  and  sat  idle 
vmtil  more  vests  arrived  from  the  pre- 
vious operation  and  their  numbers 
were  called.  Forty-five  collar  makers 
did  a  similar  thing  for  hours  and  then 
were  sent  home  at  two  o'clock  in  the 
afternoon.  These  are  a  few  samples  of 
what  was  usual  all  over  the  shops — even 
at  the  peak  of  the  manufacturing  sea- 
son when  the  production  manager  was 
keeping  every  foreman  on  a  hot  griddle 
because  he  was  not  getting  out  garments 
rapidly  enough. 

Besides  performance  standards,  two 
indispensable  requisites  of  economical 
shop  operation  are  first,  an  up-to-the- 
minute  record  of  the  production  in 
each  operation  and  of  the  amount  of 
work  waiting  to  be  done  ("balance  of 
work  ahead"),  and  second,  versatility 
of  the  workers.  Without  such  a  record, 
congestion  of  work  is  bound  to  occur  at 
some  points  and  running  out  of  work  is 
bound  to  occur  at  other  points  before 
shop  executives  can  become  aware  of 
their  immanence.  With  such  records 
the  trend  of  affairs  at  each  point  can  be 
known  hours  or  days  ahead  and  ade- 
quate measures  taken  to  maintain  the 
even  flow  of  work.  These  measures 
consist  for  the  most  part  of  planned 
transfers  of  workers.  Such  transfers 
are  unavoidable  if  congestion  and  idle- 
ness are  to  be  avoided.  Only  in  a 
factory  so  large  that  it  could  supply  the 
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whole  world,  with  a  perfect  attendance, 
with  absolutely  no  labor  turnover, 
with  the  various  models  and  sizes  of 
product  fed  in  invariable  proportions, 
and  with  perfect  maintenance  of  equip- 
ment, could  the  work  force  in  the  vari- 
ous oj>erations  be  so  proportioned  as  to 
dispense  witii  the  frecpient  reai)por- 
tionments  effected  by  transfers. 

Two  manufacturers,  in  particular, 
have  done  very  well  in  these  respects. 
One  ojjerates  under  scientific  man- 
agement; the  other  is  endeavoring  to 
install  it.  Both  have  divided  their 
shops  into  sections  of  convenient  size, 
each  served  and  directed  by  an  order  of 
work  station.  Both  have  work  tickets 
to  record  individual  production,  one 
piece-work,  the  other  week- work  with 
production  standards.  Both  have  a 
suitable  set  of  route  cards  for  each 
manufacturing  lot  on  which  the  one 
keeps  an  up-to-the-minute,  the  other, 
an  up-to-the-hour  record  of  the 
progress  made  on  that  lot.  Likewise 
one  has  an  up-to-the-minute,  the  other 
an  up-to-the-hour,  record  of  the  pro- 
duction in  each  operation  and  of  the 
balance  of  work  ahead  of  it.  The  one, 
through  a  policy  of  grading  and  rating 
the  various  operations  according  to 
.skill  involved  and  of  developing  the  all- 
around  skill  of  its  workers,  has  devel- 
oped a  very  versatile  and  mol)ile  work 
force  and  re-distributes  them  each  day 
so  as  to  "balance  the  shop."  He 
then  avoids  congestion  at  any  point  by 
.setting  a  production  quota  for  the  day 
that  will  ofcuj)y  the  "weakest  link" 
the  full  work  day — something  tliat  can 
be  done  only  by  having  both  j)roperly 
determined  performance  standards  atid 
a  recorded  knowledge  of  the  ca|)acities 
of  each  operative.  Productif)n  in  each 
operation  is  stopped  as  soon  as  the  day's 
quota  has  been  completed  in  it.  The 
other  maintains  a  separate  "flying 
squadron"  of  versatile  workers  and 
plans  the  transfer  of  these  each  day  on 


the  basis  of  the  balance  of  work  ahead 
and  production  record. 

All  of  this  implies  centralized  plan- 
ning to  originate  and  plan  for  manu- 
facturing ot-ders,  prepare  the  adminis- 
trative stationery,  collect  and  interpret 
reports,  plan  transfer  and  the  like. 
Once  such  a  brain  is  established  and 
consciousness  is  awakened,  it  will  not  h 
be  content  with  the  subject  matter  that  ' 
is  referred  to  it  but  will  direct  its  atten- 
tion forward  to  the  whole  work  of  the 
season  and  of  future  seasons.  Manu- 
facturing planning,  sales  planning, 
financial  planning,  both  for  the  imme- 
diate and  the  more  remote  future,  will 
become  interlinked. 

Intermittent  Employment — The 

Seasonal  Wave  Feature  j 

The  most  important  waste,  from  the  ■ 
viewpoint  of  the  workers,  remains  for  f 
discussion.  It  is  the  seasonal  wave 
feature  of  the  industry  that  results  in  a 
large  degree  of  unemployment  during 
two  periods  each  year.  Taking  the 
fluctuations  in  the  employment  of  cut- 
ters— fluctuations  in  hours  worked  be- 
low the  full  week  as  well  as  fluctuations 
in  the  numbers  of  cutters  on  the  payrolls 
— as  an  index  to  the  fluctuations  in  the 
employment  of  all  clothing  workers, 
the  payroll  data  of  eight  representative 
establishments  in  various  parts  of  the 
United  States  showed  that  the  average 
employment,  exclusive  of  overtime,  is 
thirty-one  per  cent  under  that  at  the 
peaks  of  the  busy  season.'  With  one 
concern  the  average  is  forty-two  per 
cent  less  than  t  he  pea  k.  Cha  rts  8, 9  and 
10.  pages  00-61,  port  ray  the  fluctuations 
in  the  numberof  cutters  in  the  employ  of 
three  of  these  "manufacturing  institu- 
tions." Representation  of  the  half-time 
or  less  worked  during  the  slack  seasons 
would  make  the  valleys  much  deeper. 

*  These  data  cover  tlie  period  from  January  1, 
1917  to  April  17,  1920,  but  do  not  cover  the  pres- 
ent industrial  depression. 
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Unemploymment  at  the  depth  of  these 
slack  seasons  reaches  as  high  as  eij^hty 
and  ninety  i)er  cent  in  some  of  these 
institutions,  while  many  small  plants 
shut  down  altogether.  This  seasonal 
wave  manufacture  means  that  on  the 
average  thirty-one  per  cent  of  cloth- 
ing plant  capacity  is  wasted.  In 
other  words,  clothing  plants  are  over- 
equipped forty-five  per  cent  as  com- 
pared with  what  would  be  necessary  if 
the  same  volume  of  manufacture  were 
spread  uniformly  o\'er  the  year. 

How  nearly  thirty-one  per  cent  of  the 
possible  productive  time  of  the  workers 
is  thus  wasted  cannot  be  stated  because 
there  are  no  means  of  ascertaining  what 
these  displaced  workers  do.  No  doubt 
many  of  them  migrate  to  the  tailor-to- 
the-trade  houses,  whose  seasons  partly 
dove-tail  with  those  of  the  ready-to- 
wear  houses,  or  to  other  fill-in  employ- 
ment; but  with  the  best  they  can  do 
there  must  be  great  loss  of  earning 
power.  Were  these  workers  only  in- 
animate tools  the  waste  might  stop 
with  that.  However,  they  are  living 
beings  with  family  ties,  anxieties,  capac- 
ity to  suffer  and  minds  with  which  to 
interpret,  form  theories  and  adopt 
courses  of  action. 

One  consequence  of  their  seasonally 
recurring  anxieties  and  sufferings  is  a 
vast  fund  of  antagonism  toward  their 
employers  and  toward  employers  as  a 
class  which  may  be  summed  up 
under  the  designation,  "industrial  ill- 
will."  Another  is  the  concrete,  practi- 
cal, though  fallacious,  industrial  phil- 
osophy called  the  "lump-of-labor"  or 
"make-work"  theory.  This  is  the  be- 
lief that  "there  is  so  much  work  to  be 
done"  and  that  the  sensible  course  for 
workers  is  to  stretch  it  out  and  make  it 
last  throughout  the  year. 

Workers'  antagonism  and  this  phil- 
osophy express  themselves  in  various 
ways.  The  introduction  of  labor  sav- 
ing machinery  is  opposed.     Discipline 


is  largely  taken  out  of  tlie  hands 
of  employers  and  centered  in  the 
union  machinery.  There  are  local 
movements  to  substitute  week-work 
for  piece-work  and  to  abolish  work- 
tickets  in  the  week- work  market. 
T.,ikewise,  all  mechanism  for  recording 
individual  performance  is  opposed.  Sus- 
picion of  the  manufacturer's  motives,  in 
connection  with  any  mechanism  he  may 
try  to  install,  hampers  and  even  pre- 
vents the  installation  of  the  mechanism 
necessary  for  the  most  effective  plan- 
ning and  administration  of  factory  work . 

This  seasonal  phase  of  the  industry 
thus  not  only  constitutes  one  of  the 
greatest  wastes  but  also  constitutes  the 
one  big  problem  that  confronts  the 
worker's  union.  Workers  are  demand- 
ing a  satisfactory  solution  of  this  prob- 
lem. Furthermore,  until  they  see  sat- 
isfactory progress  being  made  toward 
its  solution,  their  "industrial  ill-will" 
will  not  only  grow,  but  will  retard  and, 
in  some  places,  block  the  introduction  of 
those  measures  that  are  necessary  for 
eliminating  other  wastes.  The  solu- 
tion, however,  is  not  to  be  found  in  the 
measure  that  the  workers  have  applied 
or  advocate,  but  in  seeking  and  remov- 
ing the  cause. 

The  chief  cause  of  seasonal  unem- 
ployment is  the  almost  universally  prev- 
alent sell-then-make  basis  of  manu- 
facture and  this  in  turn  is  largely  dic- 
tated by  the  excessive  v^ariety  in  the 
styles  of  product.  The  trend  in  recent 
years,  due  to  the  desire  of  the  manufac- 
turers to  stimulate  additional  demand 
and  their  fear  of  losing  ground  to  com- 
petitors, has  been  toward  an  increas- 
ing multiplicity  of  styles  of  young  men's 
suits  and  of  varieties  of  cloth.  An  il- 
lustration followed  through  to  its  con- 
sequences will  be  enlightening.  One 
concern  offered  its  customers,  in  the 
heavy  weight  season  of  1920,  thirty-one 
models  of  over-coats,  twenty-nine  mod- 
els of  sack  suits,  each  in  three  styles  of 
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lining  construction,  three  combinations 
of  lining  materials  and  nearly  1,100 
varieties  of  cloth.  Thus,  each  customer 
had  a  free  choice  among  '278,000  pos- 
sible combinations.  While  this  case  is 
extreme,  it  is  only  the  extreme  of  a  wide- 
spread trend.  (S^e  Diagram  1.)  This 
concern's  total  sales  were  less  than  that 
figure  so  that  had  its  customers  exercised 
among  them  all  possi})le  choices,  every 
suit  made  would  have  had  to  be  cut  and 
processed  separately.  As  a  matter  of 
fact,  the  average  size  of  its  manufactur- 
ing lots  was  twelve  garments.  There 
were  very  few  lots  of  more  than  twenty 
and  far  more  lots  of  three  garments 
than  of  any  other  number. 

Thus,  the  first  consequence  of  this 
great  variety  was  very  small  scale  pro- 
duction. Although  this  concern  manu- 
factured 400,000  suits  a  year,  they 
were  put  through  in  these  minute  lots. 


This  kind  of  production  has  two  im- 
portant consequences.  First,  the  di- 
rect labor  per  garment  is  unnecessarily 
great  because  of  the  very  large  pro- 
portion of  those  items  of  work  that  are 
done  but  once  for  the  assignment.  It 
takes  as  long  to  get  work,  open  bundles, 
arrange  piles  of  parts,  read  making  in- 
structions, change  or  set  gauges, 
change  thread,  tie  up  bundles,  de- 
liver finished  work  and  the  like  for  a 
lot  of  three  or  twelve  as  for  a  lot  of  one 
hundred.  Further,  there  is  the  pro- 
duction loss  that  comes  from  frequent 
interruptions  of  the  rhythm  of  the  oper- 
atives' work.  In  this  case  the  work  as- 
signments were  so  short  that  one  worker 
out  of  every  five  was  thus  interrupted 
at  least  once  in  every  six  minutes,  and 
two  out  of  every  three  were  interrupted 
from  one  to  six  or  seven  times  every 
half  hour. 


DIAGRAM  1 
CHARTS  SHOWING   DISTRIBUTION  OF  SALES  AMONG   MODELS 
Excessive  variety  of  product  keeps  production  on  a  small  lot  basis.    This  variety  coupled  with  a 
policy  of  manufacturing  only  to  fill  orders  received  also  causes  production  to  come  in  marked  seasonal 
waves  alternating  with  slack  seasons  of  extensive  unemployment. 


Sack  suits 

Chart  1 

One  manufacturer  offered  his  customers  choices  from  29  stock  models  of  men's  and  young  men's 
sack  suits  and  also  made  up  suits  in  14  special  models  designed  by  certain  customers.  Each  of  these 
was  offered  in  three  styles  of  lining  construction,  three  combinations  of  lining  material  and  in  over 
1,000  cloth  styles. 

The  effect  of  this  great  variety  upon  the  size  of  manufacturing  lots  is  shown  in  chart  5.  The 
marked  wave  character  of  this  firm's  employment  is  pictured  in  chart  8. 

That  the  public  does  not  really  demand  so  great  variety  is  evidenced  by  the  fact  that  11  of  these 
models  account  for  93%  of  the  total  sales. 

The  sales  of  25  of  the  remaining  models  are  so  small  that  they  cannot  really  be  represented  in  this 
chart. 
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Chart  2 

This  manufacturer  offers  31  models  of  sack  suits  and  26  of  overcoats.  But  the  great  bulk  of  demand 
concentrates  on  a  comparatively  few  models. 
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SACK    SUITS 

Chart  3 
This  manufacturer  offers  only  two  men's  and  six  young  men's  suit  models,  each  in  less  than  300 
cloth  styles.    Two-thirds  of  his  sales  concentrate  on  three  models.    This  enables  him  safely  to  make 
up  suits  of  these  models  for  stock  between  seasons  and  thus  operate  his  plant  continuously  at  full 
capacity;  also  to  cut  in  lots  averaging  128  suits  each. 


PMJ 


SACK    SUITS 


OVERCO/VrS 


Chart  4 

This  manufacturer  offered  22  models  of  sack  suits  and  20  models  of  overcoats,  each  of  which  was 
offered  in  over  1,000  styles  of  cloth.  One  model  in  each  accounts  for  nearly  or  quite  half  of  all  his  busi- 
ness. He  has  a  wonderful  opportunity  to  eliminate  slack  seasons  by  manufacturing  these  models  for 
stock. 


54 


The  Annals  of  the  American  Academy 


Second,  such  small-sized  lots  make 
effective  shop  planning  and  administra- 
tion so  expensive  that  manufactnrers 
dispense  with  it.  There  are  from  80 
to  150  operations  involved  in  making 
a  sack  coat,  depending  on  how  the 
whole  process  is  divided  uj).  To  pro- 
vide individual  work  tickets,  order  of 
work  tickets,  a  set  of  route  cards,  ade- 
quate inspection  and  move  orders  for 
lots  of  one,  two,  three,  four,  five,  or  even 
twelve  garments,  means  prohibitive 
expense.  Most  of  this  procedure  in- 
volves no  more  expense  for  a  lot  of  one 
hundred  or  five  hundred  than  for  a  lot 
of  three.  Furthermore,  less  time  of 
ojXTators  and  clerks  will  be  consumed 
in  changing  assignments  of  work  in  the 
case  of  large  lots,  for  with  small  lots 
and  frequent  changes  there  is  bound 
to  be  a  large  amount  of  awaiting  turns. 
With  large  lots  the  expense  of  such 
mechanism  is  negligible,  counterbal- 
anced many  times  over  by  the  benefits. 
With  small  lots  the  expense  looms  so 
large  relatively  that  the  manufacturer 
has  not  the  courage  to  incur  it.  Hence 
excessive  variety  of  product  bars  effect- 
ive factory  management. 

The  second  consequence  of  this  great 
variety  is  that  it  practically  forces  the 
manufacturer  to  the  sell-then-make 
basis  of  manufacture  and  through  it 
puts  manufacturing  at  the  mercy  of 
the  sea.sonal  demand  for  the  product. 
This  is  a  negative,  easy-going  policy  in 
any  event.  However,  with  this  great 
variety  of  style  offered,  with  the  conse- 
quent small  sales  of  many  of  the  models 
— in  one  case  twenty-five  out  of  forty- 
three  models  accounted  for  from  less 
than  three-tenths  of  one  per  cent  down 
to  two-thousandths  of  one  per  cent  each 
— without  the  tabulation  and  statistical 
study  of  sales  data  that  is  necessary  for 
any  dependable  forecast  of  the  probable 
relative  popularity  of  the  various  styles, 
sell-then-make  becomes  the  only  .safe 
manufacturing  basis. 


How  intense  this  seasonality  is,  we 
have  already  seen.  However,  it  is 
caused  not  so  much  by  the  ultimate 
l)urchasers'  bunching  their  demands  in 
tiie  early  autunm  and  just  before 
Easter  as  by  the  retail  dealer.  He 
does  not  want  to  receive  his  merchan- 
dise before  the  beginning  of  his  sales 
season.  Partly  through  established 
custom  and  partly  through  fear  of  be- 
ing a  bad  guesser  on  the  trend  of  fash- 
ion— a  fear  to  which  the  excessive  va- 
riety itself  makes  a  large  contribution — 
he  does  not  want  to  order  too  long  in 
advance.  For  the  same  reason  the 
manufacturer  waits  until  the  last  pos- 
sible moment  to  make  final  decision 
concerning  the  models  to  be  shown. 
Consequently,  receipt  of  sales  orders 
precedes  the  opening  of  the  new  retail 
season  by  too  brief  a  period,  and  manu- 
facturing must  be  bunched. 

A  study  of  sales  statistics  indicates 
that  neither  the  consuming  public  nor 
the  dealers  really  demand  such  ex- 
cessive variety  of  styles.  In  one  case 
eleven  out  of  thirty-one  sack  suit  models 
accounted  for  seventy-eight  and  one- 
fourth  per  cent  of  the  total  sales.  In 
another,  nine  out  of  twenty-two  models 
accounted  for  ninety-four  per  cent,  and 
one  model  alone  accounted  for  fifty  per 
cent.  In  a  third,  eleven  out  of  forty- 
three  models  accounted  for  ninety- 
four  per  cent  of  the  sales,  while  the 
sales  of  twenty-five  out  of  the  remain- 
ing thirty-two  models  ranged  from  less 
than  three-tenths  of  one  per  cent  down 
to  two-one  thousandths  of  one  per  cent 
each.  (See  Diagram  1.)  Most  of  the 
multiplicity  seems  to  represent  the 
manufacturer's  effort  to  entice  a  little 
additional  business — business  that 
nuist  be  unprofitable  on  such  a  minute 
scale. 

As  for  the  .sell-then-make  manufac- 
turing basis,  all  large  clothing  houses 
have  always  done  a  considerable  amount 
of  making  for  stock  during  slack. seasons. 


Waste  in  the  Manufacture  of  Ready-to-Wear  Clothing 


55 


They  have  simply  reduced  their  pro- 
duction to  fifty  per  cent  or  twenty  per 
cent  of  normal.  An  intelligent  study 
of  their  sales  would  enable  them  safely 
to  make  for  stock  u])  to  their  full  nor- 
mal output  throughout  the  year.  The 
great   bulk   of   sales,    seventy-one    per 


cent  of  men's  sack  suits  and  eighty- 
nine  ])er  cent  of  young  men's,  concen- 
trate on  the  so-called  "regular"  forms 
and  largely  on  five  sizes.  (See  Dia- 
gram 7,  (Charts  19  and  20.)  In  every 
manufacturer's  list  there  are  two  or 
three    models    that    are    persistently 


DIAGRAM  7 

CHARTS  SHOWING  DISTRIHUTION  OF  SALES  AMONG   DTIKERENT  SHAPES  AND 

SIZES 

The  great  bulk — SCU^c — of  the  deinaml  for  men's  and  young  men's  ready-to-wear  sack  suits  is  for 
the  "regular"  or  standard  shape  or  form.  Men's  "regulars"  concentrate  largely  on  5  sizes,  namely; 
37.  38,  30.  40  and  42.    Yoimg  men's  regulars  also  concentrate  on  5  sizes,  namely;  36,  37,  38,  39  and  40. 

Manufacture  of  regulars  for  stock  in  conservative  styles  in  these  sizes  and  in  a  range  of  tasty  (not 
flashy)  suitings  is  safe  up  to  such  limits  as  fully  to  bridge  the  traditional  slack  sales  seasons. 
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much  better  sellers  than  the  others 
season  after  season  over  a  fairly  long 
period.  Likewise,  there  are  a  number 
of  good  (not  freakish  and  flashy)  cloth 
styles  which  the  manufacturer  can  prac- 
tically he  sure  of  selling  in  considerable 
(|uantities.  These  are  the  materials 
with  which  to  bridge  the  slack  seasons 
by  manufacturing  for  stock. 

Several  houses  have  found  that  the 
pr()i)t)rtion  in  which  their  sales  of  the 
Hrst  two  weeks  of  the  sales  season  di- 
vide themselves  among  the  various 
models  are  substantially  the  same  as 
the  proportions  for  the  entire  season. 
On  this  basis  they  estimate  the  distri- 
bution of  their  total  sales,  manufacture 
to  fill  aniicipaied  sales  orders  during  the 
first  half  of  the  manufacturing  season 
and  still  have  time  in  the  latter  half  to 
correct  any  discrepancies  between  the 
anticipated  and  the  actual  sales.  This 
enables  them  not  only  to  maintain  an 
even  flow  of  work  but  to  plan  all  cut- 
ting and  manufacturing  so  as  to  secure 
economy  of  cloth  and  labor.  This  plan 
has  been  followed  with  great  success 
by  a  certain  large  house  that  manufac- 
tures women's  suits — and  compared  to 
the  variety  and  rapidity  of  change  in 
.style  in  women's  suits,  changes  in  men's 
wear  are  not  mentionable.  What  can 
be  accomplished  in  the  field  of  women's 
garments  can  also  be  accomplished  in 
the  field  of  men's  garments  and  has 
been  accomplished  by  at  least  two 
concerns. 

What  seems  to  be  needed  is  a  cour- 
ageous, constructive  sales  policy,  that 
(1)  confines  the  business  to  from  five  to 
ten  well  chosen  models,  in  200  to  300 
cloth  styles,  expressing  all  the  variety 
that  the  consuming  ])ublic  can  appre- 
ciate; (2)  divides  the  country  into  sales 
territories  with  the  assignment  to  each 
of  a  definite  quota  not  only  of  all  gar- 
ments but  of  each  model;  (3)  stands  for 
a  vigorous,  positive  salesmanship  in- 
stead   of    the     order-accei)ting    kind, 


backed  U|)  by  effective  national  adver- 
tising to  carry  out  the  sales  policy  and 
sell  the  quotas.^ 

For  instance,  one  concern  offers  but 
eight  models  of  sack  suits,  each  in  less 
than  '500  cloth  styles.  It  is  able  to  cut 
in  lots  averaging  128  garments  and  one 
cloth  .style  each.  Contrast  this  with 
average  lots  of  twelve  garments  cited  in 
a  foregoing  illustration.  {See  Diagram 
2.)  Two-thirds  of  its  sales  concentrate 
on  three  of  these  models  {See  Diagram  1 , 
chart  3.)  This  concern  manufactures 
these  three  models  for  stock  during  the 
slack  seasons,  operates  at  nearly  full 

^  The  Literary  Digest  of  June  18,  1921,  seems  to 
lie  amused  by  this  suggestion  of  reducing  the 
variety  offered  in  men's  wear  as  expressed  in  the 
report  of  the  Committee  on  EHmination  of 
Waste  in  Industry  to  the  American  Engineering 
Council.  It  says,  "The  Committee,  therefore, 
would  standardize  clothing  style  along  with  auto- 
mobile tires."  and  quotes  other  press  comment, 
"  Let  the  fashions  be  standardized  and  everybody 
will  be  ju.st  as  happy,  the  committee  evidently 
presumes,"  and  "But,  nevertheless,  we  are  glad 
that  no  body  of  men  succeeded  in  standardizing 
and  perpetuating  the  styles  of  the  middle  years 
of  the  nineteenth  century,  and  we  are  quite  sure 
that  those  who  come  after  us  would  object  might- 
ily were  they  forced  to  adopt  some  of  the  styles  in 
vogue  in  this  first  quarter  of  the  twentieth." 

Those  who  assume  that  "standardization"  in 
the  sense  of  reducing  the  variety  of  the  produc- 
tion means  perpetuation  of  a  few  existing  designs 
are  very  much  mistaken.  The  Packard  Motor 
Works  make  each  year  but  two  main  designs  of 
motor  car,  the  six  and  the  twin  six,  each  with 
only  four  or  five  styles  of  body.  Yet  the  1021 
models  are  not  identical  with  those  of  1920  and 
are  superseded  by  slightly  different  models  for 
1922:  an  improvement  is  made  in  the  carburetor, 
a  line  is  changed  slightly  on  the  hood,  and  so  on. 
So  would  the  shifting  of  popular  demand  from 
one  style  of  model  to  another  offer  clothing 
manufacturers  opportunities  to  drop  out  an  old, 
once  popular  model  and  substitute  a  new  design. 
As  for  variety,  we  would  ask  the  public  press 
whether  if  1,272  manufacturers  of  men's  and 
young  men's  suits  should  each  offer  but  seven 
models  (no  .seven  identical  with  any  other  .seven, 
for  each  manufacturer  has  its  own  designer) 
each  in  200  styles  of  cloth,  in  its  opinion  the  re- 
sulting 1,780,800  varieties  in  combination  of 
model  and  cloth  would  be  insufficient  for  the 
American  adult  and  adolescent  male  public! 
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DIAGRAM  4 
CHARTS    SHOWlXd    MONTH    TO    MONTH    FLUCTUATIONS   JN    TOTAL    WORKING 

FORCES 
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Chart  11 

This  chart,  which  pictures  the  month  to  month  fluctuations  in  the  total  working  force  of  another 
clothing  manufacturer,  shows  a  slack  season  in  October  and  November,  1918,  another  in  March,  April 
and  May,  1919,  and  the  oncoming  industrial  depression  commencing  after  May,  1920. 
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This  chart  shows  the  month  to  month  fluctuations  in  the  total  number  of  i)er.sons  on  the  payroll  of 
another  manufacturer  of  men's  ready  to  wear  clothing.  It  does  not  sliow  the  typical  seasonal  fluctua- 
tions in  employment,  but  rather  those  longer  period  fluctuations  due  to  change  of  status  of  the  indus- 
try from  war  work  in  1918  to  an  uncertain  peace-time  pr(jfluction  after  the  .\rmistice,  followed  by  the 
period  of  abnormal  demand  for  clothing  in  the  latter  half  of  1919  and  early  1920  and  culminating  in 
the  industrial  depression  in  the  latter  half  of  1920. 
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This  chart  shows  what  can  be  accomplished  by  a  manufacturer  who  sincerely,  resolutely  and  in- 
telligently sets  out  to  manufacture  for  stock  and  adopts  an  aggressive  positive  sales  policy.  The 
working  force  declined  slightly  in  the  latter  half  of  1918  and  again  in  the  latter  part  of  1919.  But  the 
average  force  is  only  6^^  under  the  maximum.  The.se  declines  were  due  to  the  competition  of  the  war- 
working  industries  in  1918  and  to  the  return  of  .soldiers  to  claim  their  wives  and  sweethearts  in  1919. 
In  the  latter  half  of  19'20,  when  other  clothing  manufacturers  were  shutting  down  their  factories  be- 
cause of  industrial  depression,  this  establishment,  which  is  operated  under  scientific  management, 
kept  its  force  operating  at  nearly  full  capacity. 


DIAGRAM  3  ^ 

CHARTS  SHOWING  WEEK  TO  WEEK  FLITCTUATIONS  IN  PERSONNEL  IN  CUTTING 

DEPARTMENTS 

All  garments  must  be  "cut"  before  being  "tailored."  Hence  these  charts,  which  represent  the 
week  to  week  changes  in  the  number  of  cutters  in  the  employ  of  these  clothing  manufacturers,  picture 
the  pronounced  seasonal  character  of  this  industry. 


("hart  7 
Composite  chart  showing  Huctualions  in  twelve  New  York  cutting  departments. 
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Chart  8 
Fluctuations  in  one  cutting  department. 
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Chart  9 
Fluctuations  in  another  cutting  department. 
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Chart  10 
Fluctuations  in  a  third  cutting  department. 


capacity  the  year  around  {See  Diagram 
4,  Chart  13),  has  the  good- will  and 
hearty  cooperation  of  its  employes  and 
has  all  the  mechanism  necessary  for 
effective,  economical  planning  and  op- 
eration of  its  plant. 

Industrial  Relations 

We  have  spoken  of  the  fund  of  indus- 
trial ill-will  of  the  workers  toward  their 
employers  that  has  grown  largely  out 
of  the  spectacular  recurring  seasonal 
unemployment.  The  workers  also 
have  vivid  memories  of  the  wage  pit- 
tances they  received  in  their  former 
years  of  sweatshop  exploitation.  The 
result  in  recent  years  has  been  a  rapid 
unionization  of  the  industry.  This 
has  not  only  brought  wage-rates  up  to 
proper  relationship  with  wage-rates  in 
other  industries,  and  even  beyond,  and 
established  the  forty-four  hour  week, 
but  also  has  done  much  to  improve 
sanitation  in  the  factories.  The  union 
policy  looks  toward  the  abolishment  of 
the  sub-contracting  system. 

Industrial  discord  is  still  an  impor- 
tant source  of  waste.  A  large  part  of 
the  New  York  market  was  idle  during 
a  fourteen  weeks  strike  immediately  fol- 


lowing the  Armistice.  Unionization 
strikes  held  another  group  idle  several 
weeks  in  the  summer  of  1919;  Hkewise,  a 
group  of  Chicago  plants.  As  we  wTite, 
the  New  York  market  is  just  resuming 
operations  after  a  contest  of  strength, 
commencing  officially  in  December, 
1920  in  what  one  party  called  a  "strike" 
the  other  a  "lock-out,"  to  destroy  the 
union  and  reestablish  the  open  shop  and 
piece-work.  A  similar  contest  has  been 
going  on  in  Boston.  Since  the  unioni- 
zation of  the  industry,  however,  official 
strikes  have  been  relatively  infrequent. 
The  collective  bargaining  agreements 
forbid  strikes,  lock-outs  and  stoppages 
and  provide  impartial  machinery  and 
procedure  for  adjusting  disputes.  The 
higher  union  leaders  are  men  of  intelli- 
gence and  understanding,  sometimes 
rising  to  statesmanship,  who  act  in  ac- 
cordance with  these  arrangements  and 
do  not  sanction  strikes  and  stoppages. 
In  most  markets,  however,  these 
arrangements  are  still  so  new  that 
neither  the  employes  nor  the  employers 
appreciate  their  responsibilities  under 
them.  In  wage  settlements  the  work- 
er concentrates  his  attention  on  the 
question  of  whether  he  is  to  get  the  de- 
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sired  wage  increase.  As  a  result  after 
the  tlecisioii  is  rendered  it  never  occurs 
to  him  that  there  were  conditions  sub- 
ject to  which  the  increase  was  granted 
and  he  overlooks  his  part  of  the  bar- 
gain. In  New  York  a  seasonal  wage 
settlement  was  effected  in  April,  1919 
to  endure  until  October  1st.  New  de- 
mands were  presented  and  a  new 
settlement  effected  in  June  to  last  until 
December  1,  again  in  August,  and  again 
in  October.  In  the  meantime,  thou- 
sands of  individuals  and  many  shops  had 
made  additional  demands  directly  up- 
on their  employers  and  even  been 
granted  increases.  In  the  official  de- 
mands in  August,  both  sides  pledged 
themselves  in  advance  to  abide  by  the 
arbitrator's  decision.  He  awarded  a 
general  five-dollars-a-week  increase 
coupled  with  the  order  that  no  worker 
and  no  union  representative  should 
make  any  further  individual  or  shop 
demand  upon  any  employer  during  the 
period  for  which  the  settlement  was  to 
endure,  and  that  no  employer  was  to 
entertain  any  such  demand  if  made. 
The  award  was  announced  at  1 :30  a.  m. 
Before  6:00  p.  m.  one  union  delegate  had 
demanded  of  t  he  employers  an  additional 
one  dollar  a  week  for  the  employes  in 
six  shops  and  had  his  demand  granted. 
On  the  first  pay  day  after  the  award, 
another  manufacturer  was  greeted 
with  a  demand  from  his  employes  for 
an  additional  increase  of  three  dollars. 
When  reminded  that  they  had  just  re- 
ceived a  five-dollar  increase  they 
naively  replied:  "Oh!  The  union  got  us 
that.  Now  you  must  do  something  for 
us."  The  arbitrator's  order  was  freely 
disobeyed  by  many  worky)eople,  many 
union  delegates  and  many  employers. 
Many  unofficial  shop  increases  were 
granted.  A  number  of  outlaw  strikes 
occurred  in  other  .shops  to  enforce  de- 
mands that  had  been  refused.  This 
all  fulminated  in  fresh  official  demands 
in  October.     The  employers,  however, 


were    not    without    responsibility    for 
these  conditions.     Not  only  did  many 
of  them  entertain  demands  when  made 
upon  them,  but,  under  the  pressure  of 
an  unprecedented  demand  for  clothing, 
their  keen  competition  for  labor,  espe- 
cially to  man  their  new  shops,  advanced 
hiring  rates  higher  and  higher.     This 
caused  rapid  migration  and  inequality 
of  rates  in  old  shops  where  vacancies    | 
were  filled  at  the  higher  rates  and  ad-    f 
justments  were  not  made  for  the  work- 
ers   already    there.     Discontent,     in-    i 
dividual  and  shop  demands,  and  fur-    | 
ther  migration  and  general  instability 
were  the  natural  result. 

In  Chicago,  where  collective  bargain- 
ing started  in  the  factories  of  Hart, 
Schaffner  &  Marx  in  1911,  the  leaders 
are  more  experienced  and  the  workers 
are  better  educated  concerning  their 
responsibilities  under  agreements. 
Nevertheless  stoppages  are  not  infre- 
quent, and,  although  general  wage  ad- 
justments are  not  demanded  except  in 
the  seasonal  settlements,  there  has  been, 
nevertheless,  a  continuous  process  of 
raising  wage  rates  by  the  process  of 
"nibbling"  at  individual  piece-rates  in 
individual  factories.  Apparently  the 
same  process  has  been  going  on  in 
other  markets. 

This  is  by  no  means  the  whole  story, 
however.  The  writer  has  listened  with 
great  interest  while  a  union  deputy  took, 
one  by  one,  twenty-seven  cutters  to  task 
very  earnestly  and  very  forcibly  for  not 
keeping  their  production  up  to  the 
standards  agreed  upon.  The  tailors  of 
a  certain  large  house  compelled  the 
cutters  to  cooperate  with  the  manage- 
ment in  working  out  mutually  satis- 
factory performance  standards  and  con- 
sented to  a  substantial  increase  in  their 
own  standards.  The  union  has  recog- 
nized the  necessity  of  reducing  produc- 
tion costs  in  both  Chicago  and  New 
York,  negotiating  a  ten  per  cent  re- 
duction in  wage  rates  in  the  former  and 
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a  fifteen  per  cent  reduction  in  the  latter. 
In  New  York  they  have  so  far  recog- 
nized the  manufacturers'  need  of  stab- 
ilized and  dependable  costs  as  to  recede 
from  their  former  attitude  and  negoti- 
ate shop  and  sectional  production  stan- 
dards. We  can  expect  much  imperfec- 
tion in  the  present  stage  of  experience, 
but  progress  is  being  made. 

Here  and  there  manufacturing  in- 
stitutions, those  that  have  passed  out  of 
the  hands  of  their  founders  into  those 
of  the  second  generation,  are  feeling  the 
need  of  something  better  than  the  di- 


rect autocratic  unsystematic  manage- 
ment of  the  original  proprietor,  or 
even  the  mediocre  systematic  manage- 
ment that  they  have  attained.  With 
this  in  view,  they  have  engaged  man- 
agement engineers  to  assist  them  (miIo 
a  more  scientific  basis.  At  least  five 
such  concerns  have  made  this  move 
within  the  last  two  years.  Although 
the  men's  andboys'ready-to-wearcloth- 
ing  industry  has  l)een  and  is  still  one  of 
the  worst  and  most  wastefully  managed 
industries  in  the  United  States,  it  is 
making  progress  out  of  that  condition. 


Standards  for  Granting  Credit 

By  J.  H.  Tregoe 
Secretary- Treasurer  National  Association  of  Credit  Men 


CREDIT  is  the  least  understood  of  all 
the  elements  entering  into  com- 
merce. Digging  under  the  surface  of 
American  industrial  history,  one  must 
recognizethat  credit  illiteracy  has  largely 
been  responsible  for  both  hectic  flushes 
and  serious  periodic  depressions. 

1837  was  a  year  made  distinctive  by 
the  second  of  our  major  panics.  In 
that  year  788  state  banks  with  a  capital 
of  290  millions  were  in  operation. 
These  banks  had  outstanding  note 
issues  of  149  millions  and  loans  of  o'io 
millions.  Statistics  of  the  mercantile 
credits  that  year  are  not  available,  but 
the  over-extended  condition  of  the 
banks  was  indicative  of  a  prevailing 
speculation  in  real  estate,  internal 
improvements  and  business  generally. 
There  was  apparently  no  thought  for 
the  future,  and  the  bursting  of  the 
inflated  credit  bubble  came,  no  doubt, 
as  a  surprise  when  it  could  have  been 
clearly  foreseen  by  the  careful  student. 
Credit  illiteracy  prevailed  at  that 
period  and  the  violation  of  fundamental 
credit  laws  produced  serious  reactions 
and  disorderly  liquidation. 


Moving  forward  two  decades  to 
1857,  a  year  marked  by  the  third 
major  panic  in  the  nation's  commerce, 
we  find  that  1,416  state  banks  with  a 
capital  of  371  millions  and  deposits  of 
231  millions  were  then  in  operation. 
The  total  sum  of  specie  owned  by  these 
banks  amounted  to  58  millions.  They 
had  outstanding  note  issues  of  215 
millions  and  loans  of  684  millions. 
Once  again  speculation  was  rife  and 
fundamental  laws  were  being  attacked 
at  every  turn.  Business  was  in  a 
hectic  flush  and  the  complete  unsound- 
ness of  the  situation  was  demonstrated 
in  a  serious  reaction  and  another  dis- 
orderly liquidation. 

Figures  are  perhaps  unnecessary  in 
a  review  of  the  major  panics  of  1873 
and  1893.  It  is  rather  toward  the 
peculiar  psychology  of  the  panic  of  1893 
that  attention  may  be  turned.  That 
panic  shows  very  clearly  a  certain 
attitude — that  Americans  have  too  fre- 
quently rated  the  acquisition  of  things 
as  superior  to  the  making  of  standards. 
Removing  the  surface  sod  in  an  inves- 
tigation of  credit  history,  we  find  con- 
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sired  wajic  increase.  As  a  result  after 
the  decision  is  rendered  it  never  occurs 
to  him  that  there  were  conditions  sub- 
ject to  which  tlie  increase  w^as  granted 
and  he  overlooks  his  part  of  the  bar- 
gain. In  New  York  a  seasonal  wage 
settlement  was  effected  in  April,  1919 
to  endure  until  October  1st.  New  de- 
mands were  presented  and  a  new 
settlement  effected  in  June  to  last  vmtil 
December  1,  again  in  August,  and  again 
in  October.  In  the  meantime,  thou- 
sands of  individuals  and  many  shops  had 
made  additional  demands  directly  up- 
on their  employers  and  even  been 
granted  increases.  In  the  official  de- 
mands in  August,  both  sides  pledged 
themselves  in  advance  to  abide  by  the 
arbitrator's  decision.  He  awarded  a 
general  five-dollars-a-week  increase 
coupled  with  the  order  that  no  worker 
and  no  union  representative  should 
make  any  further  individual  or  shop 
demand  upon  any  employer  during  the 
period  for  which  the  settlement  was  to 
endure,  and  that  no  employer  was  to 
entertain  any  such  demand  if  made. 
The  award  was  announced  at  1 :30  a.  m. 
Before  6 :00  p.  m.  one  union  delegate  had 
demanded  of  the  employers  an  additional 
one  dollar  a  week  for  the  employes  in 
six  .shops  and  had  his  demand  granted. 
On  the  first  pay  day  after  the  award, 
another  manufacturer  was  greeted 
with  a  demand  from  his  employes  for 
an  additional  increase  of  three  dollars. 
When  reminded  that  they  had  just  re- 
ceived a  five-dollar  increase  they 
naively  replied:  "Oh!  The  union  got  us 
that.  Now  you  must  do  something  for 
us."  The  arbitrator's  order  was  freely 
disobeyed  by  many  workpeople,  mstny 
union  delegates  and  many  employers. 
Many  unofficial  shop  increases  were 
granted.  A  number  of  outlaw  strikes 
oc'curred  in  other  shops  to  enforce  de- 
mands that  had  been  refused.  This 
all  culminated  in  fresh  official  demands 
in  October.     The  employers,  however, 


were  not  without  responsibility  for 
these  conditions.  Not  only  did  many 
of  them  entertain  demands  when  made 
u|)on  them,  but,  under  the  pressure  of 
an  miprecedented  demand  for  clothing, 
their  keen  competition  for  labor,  espe- 
cially to  man  their  new  shops,  advanced 
hiring  rates  higher  and  higher.  This 
cavised  rapid  migration  and  inequality 
of  rates  in  old  shops  where  vacancies 
were  filled  at  the  higher  rates  and  ad- 
justments were  not  made  for  the  work- 
ers already  there.  Discontent,  in- 
dividual and  shop  demands,  and  fur- 
ther migration  and  general  instability 
were  the  natural  result. 

In  Chicago,  where  collective  bargain- 
ing started  in  the  factories  of  Hart, 
Schaffner  &  Marx  in  1911,  the  leaders 
are  more  experienced  and  the  workers 
are  better  educated  concerning  their 
responsibilities  under  agreements. 
Nevertheless  stoppages  are  not  infre- 
cjuent,  and,  although  general  wage  ad- 
justments are  not  demanded  except  in 
the  seasonal  settlements,  there  has  been, 
nevertheless,  a  continuous  process  of 
raising  wage  rates  by  the  process  of 
"nibbling"  at  individual  piece-rates  in 
individual  factories.  Apparently  the 
same  process  has  been  going  on  in 
other  markets. 

This  is  by  no  means  the  whole  story, 
however.  The  writer  has  listened  with 
great  interest  while  a  union  deputy  took, 
one  by  one,  twenty-seven  cutters  to  task 
very  earnestly  and  very  forcibly  for  not 
kee[)ing  their  production  up  to  the 
standards  agreed  upon.  The  tailors  of 
a  certain  large  house  compelled  the 
cutters  to  cooperate  with  the  manage- 
ment in  working  out  mutually  satis- 
factc)ry  performance  standards  and  con- 
sented to  a  substantial  increase  in  their 
own  standards.  The  union  has  recog- 
nized the  necessity  of  reducing  produc- 
tion costs  in  both  Chicago  and  New 
York,  negotiating  a  ten  per  cent  re- 
duction in  wage  rates  in  the  former  ancl 
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a  fifteen  per  cent  reduction  in  the  latter. 
In  New  York  they  have  so  far  recog- 
nized the  manufacturers'  need  of  stab- 
ihzed  and  dependable  costs  as  to  recede 
from  their  former  attitude  and  negoti- 
ate shop  and  sectional  production  stan- 
dards. We  can  expect  nuich  imperfec- 
tion in  the  present  stage  of  experience, 
but  progress  is  being  made. 

Here  and  there  manufacturing  in- 
stitutions, those  that  have  passed  out  of 
the  hands  of  their  founders  into  those 
of  the  second  generation,  are  feeling  the 
need  of  something  better  than  the  di- 


rect autocratic  unsystematic  manage- 
ment of  the  original  proprietor,  or 
even  the  mediocre  systematic  manage- 
ment that  they  have  attained.  With 
this  in  view,  they  have  engaged  man- 
agement engineers  to  assist  them  onto 
a  more  scientific  basis.  At  least  five 
such  concerns  have  made  this  move 
within  the  last  two  years.  Although 
the  men's  and  boys' ready-to- wear  cloth- 
ing industry  has  l)een  and  is  still  one  of 
the  worst  and  most  wastefully  managed 
industries  in  the  United  States,  it  is 
making  progress  out  of  that  condition. 


Standards  for  Granting  Credit 

By  J.  H.  Tregoe 

Secretary- Treasurer  National  Association  of  Credit  Men 


CREDIT  is  the  least  understood  of  all 
the  elements  entering  into  com- 
merce. Digging  under  the  surface  of 
American  industrial  history,  one  must 
recognize  that  credit  illiteracy  has  largely 
been  responsible  for  both  hectic  flushes 
and  serious  periodic  depressions. 

1837  was  a  year  made  distinctive  by 
the  second  of  our  major  panics.  In 
that  year  788  state  banks  with  a  capital 
of  290  millions  were  in  operation. 
These  banks  had  outstanding  note 
issues  of  149  millions  and  loans  of  525 
millions.  Statistics  of  the  mercantile 
credits  that  year  are  not  available,  but 
the  over-extended  condition  of  the 
banks  was  indicative  of  a  prevailing 
speculation  in  real  estate,  internal 
improvements  and  business  generally. 
There  was  apparently  no  thought  for 
the  future,  and  the  bursting  of  the 
inflated  credit  bubble  came,  no  doubt, 
as  a  surprise  when  it  could  have  been 
clearly  foreseen  by  the  careful  student. 
Credit  illiteracy  prevailed  at  that 
period  and  the  violation  of  fundamental 
credit  laws  produced  serious  reactions 
and  disorderly  liquidation. 


Moving  forward  two  decades  to 
1857,  a  year  marked  by  the  third 
major  panic  in  the  nation's  commerce, 
we  find  that  1,416  state  banks  with  a 
capital  of  371  millions  and  deposits  of 
231  millions  were  then  in  operation. 
The  total  sum  of  specie  owned  by  these 
banks  amounted  to  58  millions.  They 
had  outstanding  note  issues  of  215 
millions  and  loans  of  684  millions. 
Once  again  speculation  was  rife  and 
fundamental  law^s  were  being  attacked 
at  every  turn.  Business  was  in  a 
hectic  flush  and  the  complete  unsound- 
ness of  the  situation  was  demonstrated 
in  a  serious  reaction  and  another  dis- 
orderly liquidation. 

Figures  are  perhaps  unnecessary  in 
a  review  of  the  major  panics  of  1873 
and  1893.  It  is  rather  toward  the 
peculiar  psychology  of  the  panic  of  1893 
that  attention  may  be  turned.  That 
panic  shows  very  clearly  a  certain 
attitude — that  Americans  have  too  fre- 
quently rated  the  acquisition  of  things 
as  superior  to  the  making  of  standards. 
Removing  the  surface  sod  in  an  inves- 
tigation of  credit  history,  we  find  con- 


64 


The  Annals  of  the  American  Academy 


stantly  alongside  the  wonderful  anilji- 
tion  of  the  American  temperament  and 
the  tremendous  powers  of  the  nation 
to  invent  and  to  produce,  an  appalling 
absence  of  intelligent  perception  of  tlie 
uses  of  credit. 

Coming  down  to  the  present  period, 
and  dissolving  the  existing  depression 
into  its  component  parts,  we  find  viola- 
tions of  every  canon  of  the  credit  deca- 
logue and  a  repetition  of  the  extrava- 
gant and  unwholesome  ideas  that 
brought  interruptions  to  progress  in 
former  years  of  depression  and  panic. 
It  is  high  time  for  business  and  finan- 
cial pilots  to  get  a  clearer  grasp  of  credit 
currents  and  to  become  better  qualified 
to  steer  the  ship  of  commerce  through 
the  rocks  and  shoals.  Business  men 
can  well  aft'ord  to  take  inventory  of  the 
events  of  the  past  few  years  so  that 
from  the  lessons  of  experience  may 
come  a  realization  of  the  unbreakable 
connection  between  credit  and  com- 
mercial prosperity  or  depression. 

What  Credit  Is 

The  definitions  of  credit  given  by 
many  of  the  economists  define  its. 
purposes  and  utilities  but  not  credit 
itself.  Mr.  Clay  defines  it  as  a  means 
for  financing  production  in  anticipa- 
tion of  future  demands.^  Other  defini- 
tions could  be  cited  but  most  of  them 
present  merely  purposes  and  utilities 
rather  than  an  exact  definition  of  what 
credit  really  is.  Speaking  simply,  credit 
is  the  modern  medium  of  exchange. 

From  tlie  beginning  of  men's  asso- 
ciation with  one  another  credit  was 
used  in  some  form  or  manner  but  not 
until  after  the  Industrial  Revolution 
did  it  become  a  commercialized  .system 
and  play  its  full  part  in  the  develop- 
ment of  modern  commerce. 

*  Economics  for  the  General  Reader.  It  is  not 
unusual  for  economists  to  define  credit  substan- 
tially as  follows:  Credit  is  a  promise  to  pay, 
usually  to  pay  money.     lAV/.] 


The  original  and  elementary  method 
of  exchange  termed  "barter,"  and  that 
medium  of  exchange  called  "money" 
were  not  sufficiently  adaptable  and 
could  not  influence  or  keep  pace  with 
a  large  and  expanding  commerce. 
Largely  because  of  its  flexibility,  be- 
cause it  could  contract  and  expand 
according  to  the  requirements  of  com- 
merce, credit  proved  it.self  to  be  the 
medium  that  would  build  up  the  in- 
ternal and  international  commerce  of 
the  trading  nations  of  the  world. 
Credit  is,  therefore,  the  atmosphere  of 
modern  business.  Without  credit,  busi- 
ness would  wither  and  society  resolve 
itself  into  conditions  of  centuries  ago. 

Credit  Arises  Out  of  Commercial 
Transactions 

The  simple  definition  of  credit  given 
above  will  help  anyone  to  understand 
one  of  its  primary  and  fundamental 
laws.  Credit  is  not  of  itself  a  value  but 
is  representative  of  value.  Credit  can- 
not be  manufactured  out  of  thin  air. 
Banks  are  often  spoken  of  as  manu- 
factories of  credit.  This  is  a  miscon- 
ception, for  credit  arises  from  an  under- 
lying value  and  may  be  granted  only  as 
values  are  created.  When  the  under- 
lying value  becomes  too  thin  for  the 
credit  superstructure  or  is  removed 
entirely,  a  dangerous  situation  is 
created  and  inflation  arises  that  will 
result  in  an  expensive  liquidation  if 
it  is  not  handled  and  controlled  with 
consummate  skill.  As  commodities 
supporting  credit  are  tran.sferred 
tiuough  the  various  processes  of  pro- 
duction and  distribution,  from  raw 
materials  to  consumer,  there  should  be 
an  extinguishment  of  credit  with  each 
transferral  and  a  complete  liquidation 
of  the  various  credits  that,  have  at- 
tended the  transferral  processes  when 
the  commodity  is  finally  consumed. 

Analyzing  carefully  the  statistics 
cited   above   for   the   years   1837   and 
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1857  as  they  relate  to  tlie  capital, 
circulation  and  loans  of  the  state  banks 
operating  during  these  years,  we  can 
clearly  see  that  the  primary  law  of 
"underlying  value"  was  completely 
neglected  and  that  the  over-extended 
condition  in  these  periods  caused  violent 
contractions  that  were  necessary  to 
bring  the  sum  of  existing  credits  within 
proper  and  safe  boundaries.  If  such 
contractions  are  accomplished  without 
disorders  then  a  disturbance  merely  will 
have  occurred,  though  it  may  bring 
serious  costs  to  the  lousiness  and  bank- 
ing interests.  But  if  the  contraction 
becomes  violent,  a  panic  ensues  with 
all  of  the  disorders  attendant  upon  this 
aberration  of  the  human  mind. 

Credit  is  not  Capital 

A  second  very  important  and  funda- 
mental law  of  credit  is  that  credit  is  not 
capital.  This  is  true  whatever  defini- 
tion of  capital  may  be  used.  Attempts 
to  make  credit  do  the  work  of  capital 
are  violations  of  this  law  and  will  exact 
always  the  penalties  that  attend  the 
intentional  or  ignorant  transgression  of 
economic  laws. 

The  present  depression  has  been 
occasioned  chiefly  by  a  widespread  and 
senseless  attempt  to  make  credit  do 
the  work  of  capital.  Credit  has  a 
definite  beginning  and  ending.  Credit 
must  licjuidate.  Wherever  possible 
credit  should  be  in  a  self-liquidating 
form.  Instruments,  therefore,  assign- 
ing a  definite  date  for  the  extinguish- 
ment of  credit  are  more  scientific  and 
useful  than  ledger  charges  on  which  our 
principal  commodity  business  is  trans- 
acted. The  past  three  years  have 
witnessed  a  number  of  instances  in  the 
credit  field  where  this  law  was  directly 
violated,  and,  strange  to  say,  these 
offenses  were  committed  largely  by 
men  of  affairs,  looked  to  as  leaders  in 
commerce  and  finance.  With  our 
underlying  wealth,  a  strict  conformity 
c 


to  the  fundamental  laws  of  credit  would 
have  saved  much  of  the  present  depres- 
sion and  enabled  us  at  least  to  have  kept 
our  feet  on  the  ground.  We  should 
have  been  better  informed  and  acted 
with  greater  wisdom  and  moderation. 

An  increase  of  distribution  through 
an  increase  of  prices  and  not  an  increase 
of  units  is  a  danger  mark  always  and 
points  out  the  arrival  of  the  hour  when 
retrenchment  and  not  expansion  should 
set  in.  All  over  the  land  there  were 
flagrant  instances  of  licjuid  credit  con- 
verted into  fixed  assets  and  much  too 
freciuently  these  mistakes  happened 
with  the  full  knowledge  and  assistance 
of  bankers.  A  business  enterprise 
must  always  have  a  sufficient  sum  of 
liquid  capital  in  the  form  of  assets  that 
may  be  readily  converted  for  immedi- 
ate or  pressing  needs.  To  provide  for 
increased  distribution  and  speculative 
buying,  large  portions  of  this  liciuid 
capital  were  converted  into  fixed  assets, 
and  furthermore,  large  portions  of  the 
available  commercial  credit  within  the 
powers  of  the  banks  to  grant  for  emerg- 
ency purposes  were  mopped  up  by  the 
process  and  used  for  the  extension  of 
plants  and  for  commodity  commit- 
ments that  have  since  proved  unlucra- 
tive  and  unable  to  earn  even  simple 
interest  on  the  investments.  No  nat- 
ural law  in  the  credit  world  must  be 
more  closely  observed  than  this  one, 
that  credit  is  not  capital,  and  that  any  at- 
tempt to  make  credit  do  the  work  of  capi- 
tal is  an  unpardonable  oftense  which 
will  exact  its  toll  and  produce  noth- 
ing but  disappointments  and  losses. 

Credit  and  Cooperation 

Cooperation  is  another  fundamental 
law  of  credit  development.  Com- 
modities may  be  produced  and  offered 
in  competition  but  credit  defies  this 
commercial  process  and  will  strongly 
resent  anything  but  cooperative  treat- 
ment. 
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Individual  action  was  long  the  con- 
trolling note  of  our  national  commerce. 
Not  until  1890  did  the  cooperative 
vision  burst  upon  our  people.  In  a 
quarter  of  a  century  the  American 
people  have  amassed  treble  the  wealth 
and  many  times  the  commercial  powers 
that  were  built  up  in  the  previous 
century.  Perfect  faith  must  exist  in 
the  relations  of  creditors  to  one  an- 
other and  in  the  relations  of  creditors 
to  debtors.  Any  underhand  motive — 
the  desire  to  save  oneself  at  the  expense 
of  others — is  a  hindrance  to  credit 
development  and  will  prove  always  an 
expensive  and  an  unwise  practice. . 
Cooperation  is  a  divine  principle  of 
human  action  and  is  wonderfully 
exemplified  in  the  credit  world.  Sub- 
ordinating one's  ideas  to  the  ideas  of 
the  community  is  a  principle  of  great 
promise.  In  the  handling  of  credit  the 
unreserved  interchange  of  experiences 
and  the  combination  of  action  will 
save  much  waste  and  prove  of  sub- 
stantial advantage  to  the  nation's  com- 
mercial progress. 

Credit  has  its  material  and  moral 
elements.  The  seller  of  commodities- 
and  the  lender  of  money  will  ask  him- 
self consciously,  or  unconsciously,  these 
two  questions  of  the  credit  risk:  "Is  the 
buyer  or  borrower  able  to  pay,  and  is 
he  willing  to  pay?"  A  favorable 
response  to  these  questions  establishes 
confidence,  and  confidence  is  necessary 
for  the  extension  of  credit.  A  negative 
reply  withdraws  confidence.  A  partial 
or  incomplete  response  to  these  ques- 
tions creates  serious  problems  for  the 
credit  grantor. 

The  Three  C's  of  Credit 

A  measuring  rod  has  long  been  de- 
signed for  the  credit  risk.     It  is  termed 


the  three  C's  of  credit:  Character, 
Capacity  and  Capital.-  When  the 
risk  measures  up  to  this  rod  in  every 
detail,  it  is  rated  a  perfect  risk.  This 
complete  measurement,  however,  hap- 
pens infrequently  in  the  granting  of 
credit  and  very  much  rests  on  the  skill 
of  the  credit  grantor  to  determine  how 
nearly  the  risk  complies  with,  or  how 
far  short  it  falls  of  this  standard  of 
measurement. 

The  American  temperament  runs 
easily  to  speculation,  so  there  is  too 
frequently  the  neglect  of  standards 
and  the  taking  of  mere  gamblers' 
chances  in  the  granting  of  credit.  The 
annual  bad  debt  waste  and  the  annual 
sum  of  frozen  credits — -clogging  as  they 
do  the  free  flow  of  this  ally  to  our  large 
commerce — drive  home  with  great 
power  and  conviction  the  fact  that 
credit  is  indeed  the  least  understood 
of  all  the  elements  entering  into  com- 
merce and  that  the  defect  must  be  cor- 
rected if  we  are  to  make  proper  uses  of 
our  resources  and  hold  our  deserved 
position  in  world  affairs. 

Standards  of  credit  granting  have 
always  existed  and  should  have  been 
understood  and  conformed  to  in  our 
commerce.  A  halting  of  commercial 
progress  will  prove  a  great  blessing  if 
it  is  the  occasion  for  the  .study  of  under- 
lying causes  and  principles  of  credit, — 
and  if  a  knowledge  of  the  truths  about 
credit  is  woven  into  future  commercial 
practices.  It  is  no  reflection  on  the 
nation's  future  and  powers  to  urge 
that  more  time  be  given  to  the  study  of 
fundamentals  and  that  the  transac- 
tion of  business  be  based  not  so  much  on 
mere  chance  as  on  sound  and  righteous 
credit  standards. 

^  In  tlie  case  of  commercial  banking  a  fourth 
"C,  "  collateral,  is  usually  included.   [Ed.J 
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Taxation  That  Will  Not  Impair  Business 

By  Clyde  L.   King 
Wharton  School  of  Finance  and  Commerce,  University  of  Pennsylvania 


RINCIPLES  as  to  what  consti- 
tutes fair  and  equitable  taxation  are 
derived,  not  from  theory,  but  from  the 
traditions,  the  customs  and  the  stand- 
ard of  justice  of  a  people.  American 
experience  has  worked  out  the  following 
principles  as  to  taxation: 

1.  Taxes  are  levied  on   the   basis  of 

»  ability  to  pay.  The  time  was  when 
taxes  were  shifted  from  those  in  ruling 
power  who  were  able  to  pay  to  those 
without  ruling  power  who  were  least 
able  to  pay.  American  practice,  how- 
ever, has  accepted  in  full  the  principle 
of  ability  to  pay  as  a  test  for  fair 
taxes. 

2.  The  tax  collected  from  the  consum- 
er or  producer  should  go  to  the  govern- 
ment. The  exception  to  this  as  a  rule  is 
the  protective  tariff.  The  protective 
tariff,  however,  is  not  so  much  a  tax  as 
a  policy,  like  the  tax  on  oleomargarine. 
The  protective  tariff  is  levied  to  gain 
ends  other  than  revenue  primarily. 

3.  The  cost  of  collection  should  be  as 
loiv  as  is  consistent  with  equity  and  fair- 
ness to  different  classes  of  producers  and 
property  owners.  Low  cost  is  not  the 
sole  test.  The  tax  with  the  lowest  cost 
of  collection  is  the  income  tax.  To 
carry  the  principle  of  low  cost  to  an  ex- 
treme would  mean  primarily  to  have 
no  taxes  other  than  the  income  tax. 
The  punitive  taxes  and  corrective  or 
remedial  taxes  are  for  an  end  other  than 
revenue  only. 

4.  The  tax  should  be  equitable,  as  be- 
tween country  and  city,  as  between  differ- 
ent classes  of  property  owners,  and  as 
between  different  sources  of  income. 

5.  There  should  be  a  minimum  of 
duplicatio7i  in  the  ivork  and  costs  of  tax 
collecting  agencies  on  the  one  hand,  and 

m       the  sources  of  taxes  on  the  other  hand. 


With  these  principles  all  will  agree. 
Few  will  agree  in  their  application. 
They  are  the  principles,  however,  that 
will  be  kept  in  mind  in  the  discussion 
of  specific  taxes  in  this  article. 

The  Cost  of  National  Government 

In  Table  I  is  shown  the  recapitu- 
lation of  appropriations  for  the  fiscal 
years  1920-21  and  1921-22,  as  given 
by  Senator  Warren  in  the  Congres- 
sional  Record   of   July    18,    1921. 

Can    National    Expenditures    Be 
Reduced? 

An  examination  of  the  appropriations 
enumerated  in  this  table  will  show  that 
the  outstanding  expenditures  of  the  na- 
tional government  are  for  wars,  past, 
present  and  future.  At  the  height  of 
our  war  expenditures,  $9.30  out  of 
every  $10  paid  by  the  taxpayer  went 
for  war  purposes.  At  the  present  time, 
about  $8.75  out  of  every  $10  of  taxes 
is  going  for  wars,  past,  present  and  fu- 
ture. The  tax  now  paid  into  the  na- 
tional treasury  by  the  users  of  tobacco 
would  just  about  support  the  legisla- 
tive, executive  and  judicial  departments 
of  the  national  government.  Roughly 
speaking,  the  receipts  from  amusement 
and  luxury  taxes  would  about  support 
all  the  other  normal  activities  of  the 
national  government.  The  income  tax, 
the  excess  profits  tax,  the  corporation 
tax  and  the  tariff  all  go  for  war  purposes. 

This  points  the  way  through  which 
the  taxpayer  can  get  relief  if  he  desires 
it.  The  extent  to  which  he  desires 
relief  will  depend  on  his  policj'  of 
national  protection.  Practically  the 
entire  increase  of  the  present  budget 
over  the  1913  budget  is  due  to  the  war. 
Our  commit inent  for  interest  on  the 
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TABLE  1 

Recapitulation  of  Appropriations,  1921-22 
Sixty-sixth  Congress,  Third  Session,  and  Sixty-seventh  Congress,  First  Session 

Title  of  acts  Total 

REGULAR   ACT3 

Agriculture ! $36,404,259  00 

Army 328,013,529 .  80 

Diplomatic  and  Consular 9,320,550 .  79 

District  of  Columbia  ^ 19,512,412 .  99 

Fortifications 8,038,017.00 

Indian 9,761.554.67 

Legislative,  etc 110,348,018.75 

Navy 410.673,289.23 

Pension 265,500,000 .00 

Post  Office  = .- 574,057,552 .00 

River  and  harbor .- 15,250,000.00 

Sundry  civil 384,196,480.41 

Total,  regular  acts 2,171,081,664.64 

DEFICIENCY    ACTS 

First  deficiency,  fiscal  year  1921 275,256,508.87 

Second  deficiency,  fiscal  year  1921 106,755,657 .  06 

Urgent  deficiency,  expenses  of  first  session.  Sixty -seventh  Congress 409,065 .  44 

Total,  deficiency  acts 382,421,231 .37 

MISCELLANEOUS   ACTS  ^ 

Construction  of  hospitals,  war-risk  insurance  patients 1 8,600,000 .  00 

Valuation  of  property  of  carriers.  Interstate  Commerce  Commission,  fiscal  j'ear 

1921 1,000,000.00 

Claims  of  officers  and  enlisted  men  of  the  Army  for  loss  of  property  lost  In  the 

military  service 300,000.00 

Allotment  of  lands  within  the  Fort  Belknap  Indian  Reservation,  Mont 270,000 .  00 

Budget  and  accounting  act •. 225,000 .  00 

Sundry  misc-ellaneous  acts 107,952.58 

Total,  miscellaneous  acts^ 20,502,952.58 

PERMANENTS    AND    INDEFINITES 

Interest  on  the  public  debt 922,650,000  00 

Sinking  fund 265,754,864 . 87 

Customs  Service,  repayments,  etc 27.000,000  00 

Philippine  and  Porto  Rican  funds 4,000,000.00 

National  bank  examiners,  salaries  and  expenses 1,700,000.00 

Federal  Board  for  Vocational  Education 5,438,000.00 

Canals  and  river  and  harbor  work 7,244,600 .  00 

Pay  of  the  Army,  deposit  fund 2,000,000.00 

Special  and  trust  funds,  Navy  Department 13,040,000.00 

Civil  service  retirement  and  disability  fund 5,097,000.00 

1  The  amounts  for  the  District  of  Columbia,  after  deducting  sums  for  the  water  service  (payable 

from  the  water  revenues)  and  sums  for  playgrounds,  street  extensions,  minimum  wage  board,  and 
community  forums  of  public  schools  (payable  wholly  from  District  revenues),  are  payable  60  per 
cent  from  the  revenues  of  the  District  of  Columbia  and  40  per  cent  from  the  Treasury  of  the  United 
States. 

'  The  expenses  of  the  Postal  Service  are  payable  from  the  postal  revenues  to  the  extent  they  are 
sufficient  therefor  anfl  the  remainder  is  paifl  out  of  the  Treasury. 

^  Mi.scellaneous  acts  for  the  Sixty-.scventh  Congress,  first  session,  include  these  approved  prior 
to  July  1,  1921. 
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Agricultural  and  mechanical  colleges $2, .500, 000 . 00 

Payments  to  States  from  receipts  under  oil-leasing  act .S, 7.50,000  00 

Indian  funds  and  interest  on  same    2.^,300,000  00 

Meat  inspection.  Bureau  of  Animal  Industry .'{,000,000  00 

Cooperative  agricultural  extension  work 4,080,000  00 

Construction  of  roads  and  trails,  national  forests 1,000,000  00 

Payments  from  national  forest  funds  and  cooperative  work,  Forest  Service .3,570,000 .  00 

Increased  compensation  to  certain  Gov-ernment  employees  (.$240  bonus)' 35,000,000  00 

Miscellaneous 5,651,896  00 

Total,  permanents  and  indefinites 1,335,776,360 .  87 

Grand  total $3,909,782,209 .  46 

Recapitul.\tion  of  Appropriations,  1920-21 
Sixty-sixth  Congress,  Second  Session 

Title  of  appropriation  acts  Total 

REGULAR   ACTS 

Agriculture $31,712,784  00 

Army 392,558,365  00 

Diplomatic  and  Consular 9,218,537  91 

District  of  Columbia^ 20,639,414  87 

Fortifications 19,133,442  00 

Indian 10,020,555  27 

Legislative,  etc 104,749,326  11 

Military  Academy 2,142,212  70 

Naval 438,784,574 .00 

Pension 279,150,000.00 

PostOffice^ 462,575,190.00 

River  and  Harbor 12,400,000 .  00 

Sundry  civil 437,106,806.92 

Total,  regular  acts 2,220,191,208.78 

DEFICIENCY   ACTS 

Urgent,  fiscal  year  1920 33,110,000.00 

Second,  fiscal  year  1920 88,461,889.63 

Railroad  and  urgent,  fiscal  year  1920 309,717,285 .79 

Third,  fiscal  year  1920 55,603,208.03 

Total,  deficiency  acts : 486,892,383.45 

MISCELLANEOUS  ACTS 

Metropolitan  and  park  police.  District  of  Columbia 339,474 .  05 

International   Communication  Conference 75,000  00 

Retirement  of  school-teachers.  District  of  Columbia 30.000  00 

Fire  department,  District  of  Columbia 279,500  00 

Transportation  act,  1920^ 500,0.50,000.00 

1  This  sum  is  approximated. 

-  The  amounts  for  the  District  of  Columbia,  after  deducting  sums  for  the  water  .service  (payable 
from  the  water  revenues),  and  sums  for  playgrounds,  street  extensions,  and  minimum  wage  Iioard 
(payable  wholly  from  the  District  revenues),  are  payable  60  per  cent  from  the  revenues  of  the  District 
of  Columbia  and  40  per  cent  from  the  Treasury  of  the  United  States. 

^  The  expenses  of  the  Postal  Service  are  payable  from  the  postal  revenues  to  the  extent  they  are 
sufficient  therefor  and  the  remainder  is  paid  out  of  the  Treasury. 

*  This  sum  is  made  up  as  follows:  $300,000,000  for  new  loans  to  carriers,  $200,000,000  on  account 
of  Federal  control  of  railroads,  and  .$50,000  for  expen.ses  of  the  Railway  Labor  Board.    No  amount 

is  included  to  cover  sums  estimated  to  carry  into  effect  the  six  months'  guaranty  to  carriers  or  to  pay 
the  losses  of  "short-line"  railroads. 
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Recapitulatiox  of  AprROPRiATioNs.  1920-21 — Continued 
Sixty-sixth  Congress,  Second  Session 

Title  of  appropriation  acts  Total 
MISCELLANEOUS  ACTS — continued 

Relief  of  certain  Army  officers  .  .  .■ $10,000.00 

Vocational  rehabilitation  of  persons  disabled  in  industry 871,000.00 

Federal  water-power  act 125,000 .  00 

Relief  of  New  Jersey  Shipbuilding  &  Dredging  Co 118,309. 16 

Miscellaneous  private  relief  acts 55,782  62 

Increased  compensation  to  certain  Government  employees^ 35,000,000.00 

Increased  compen.sation.  Postal  Service,  under  reclassification  act' 41,855,510.00 

Total,  miscellaneous  acts 578,809,575 .  83 

'  PERMANENTS    AND    INDEFINITES 

Interest  on  the  public  debt ' 1.017,500,000  00 

Sinking  fund ' 287,500,000 .  00 

Loans,  expenses  of 12,456,000 .  00 

Customs  Service,  repayments,  etc' 20,200,000 .  00 

Philippine  and  Porto  Rican  funds 4,000,000  00 

National  bank  examiners,  salaries  and  expenses 1,000,000 .00 

Federal  Board  for  Vocational  Education 3,836,000 .  00 

Canals  and  river  and  harbor  work 4,544,000 .  00 

Pay  of  the  Army,  deposit  fund 2,000,000 .  00 

Special  and  trust  funds.  Navy  Department 4,250,000 .  00 

Agricultural  and  mechanical  colleges 2,500,000 .  00 

Indian  funds  '■ 23,775,000 . 00 

Meat  inspection.  Bureau  of  Animal  Industry 3,000,000 .  00 

Road  construction  - 104,000,000 .  00 

Miscellaneous ' 12,846,752 .  29 

Total,  permanents  and  indeBnites 1,503,407,752.29 

Grand  totaP $4,789,300,920.35 

'  This  sum  is  approximated. 

-  This  sum  includes  $78,000,000  appropriated  for  the  construction  of  roads  for  the  fiscal  year  1921 
by  the  Post  Office  appropriation  act  approved  Feb.  28,  1919. 

present  public  debt  alone  ($923,000,000  it  if  we  could.     This  interest  can  be 

in  1920-21)  is  about  double  the  annual  paid  only  in   goods,  and  certainly  at 

cost  of  our  national  government  before  present  price  levels,  goods  in  addition 

the  war.  to  those  required  for  exchange  of  our 

._  .  —^  surplus  products  are  not  desired  from 

Interest   on   Allied   Debts  fc^,,„^^^„„   ^^.,„f„,Vo      g..„u  „  fl^„,  ^f 

hiuropean   countries,     hticn  a  How   or 

The  tax  burden  on  the  American  goods  could  only  depress  prices  fur- 
taxpayer  could  be  reduced  about  half  ther.  Taxpayers,  therefore,  can  look 
a  })illif)n  dollars  a  year  should  we  re-  for  little  immediate  relief  from  this 
f|uire  our  allies  to  pay  the  interest  on  direction, 
the  ten  billion  dollars  advanced  by  our 
national  government  to  them  for  war 
purpo.ses.  There  is  a  general  concensus  The  national  government  during  the 
of  opinion  that  we  could  not  collect  this  war  period  adopted  two  fallacious 
interest  now  if  we  would.  It  is  equally  j)olicies  that  are  largely  the  cau.se  of  our 
obvious  that  we  would  not  now  collect  present    industrial    ills.     The    first    of 
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these  was  to  put  the  interest  rate  on 
public  bonds  as  low  as  it  was.  We 
have  paid  a  reasonable  interest  rate 
over  and  over  in  the  form  of  higher 
prices  and  hence  in  larger  ])ublic  debts 
consequent  upon  inflation.  The  second 
error  was  to  exempt  certain  national 
bonds  from  taxation.  Professor  Edwin 
R.  Seliginan  has  estimated  that  local, 
state  and  national  governments  are  now 
losing  about  $600,000,000  a  year 
through  the  exemption  from  taxation 
of  our  $^24,000,000,000  of  federal  debt, 
and  $8,000,000,000  to  $10,000,000,000 
of  state  and  local  securities.  Obviously 
the  Federal  Government  can  now  do 
little  to  redeem  this  error  as  to  past 
issues.  Business  men,  however,  should 
make  certain  that  the  error  is  not  re- 
peated. In  view  of  the  fact  that  under 
our  constitution  the  states  and  the 
national  government  are  each  sover- 
eign in  their  own  fields  it  would  be  im- 
possible, by  national  law,  to  prohibit 
the  states  from  exempting  state  and 
municipal  securities  from  state  and 
local  taxation.  And  the  importance  of 
preserving  the  autonomy  of  our  states 
in  their  own  fields  would  make  inad- 
visable a  national  constitutional  amend- 
ment attaining  the  same  ends.  The 
taxpayer  must  see  to  it  hereafter  that 
public  securities  are  not  exempt  from 
taxes.  He  can  now  get  little  consola- 
tion from  that  source  in  the  way  of  re- 
ducing present  tax  levies. 

Readjustment  of  the  Burdens  of 
Taxation 

Assuming  no  substantial  change  in 
our  war  expenditures  and  assuming 
a  reasonable  funding  of  our  short  term 
national  debts,  we  now  need  about  four 
billion  dollars  a  year  for  the  national 
government.  The  present  taxes  will 
yield  just  about  this  sum  in  19'-22. 
There  is,  therefore,  no  special  need  for 
additional  sources  of  revenue.  The 
only  issue  now  is  as  to  whether  there 


should  be  better  readjustment  of  the 
existing  burdens  of  taxation. 

Excess    Profits    Tax 

Many  thousands  of  dollars  have  been 
spent  in  propaganda  to  the  effect  that 
the  excess  profits  tax  increased  the 
cost  of  living.  The  argument  was  that 
the  corporations  subject  to  the  tax  add- 
ed to  their  prices  not  only  the  tax,  but 
several  other  imaginary  costs  along 
with  the  tax.  Recent  events  have 
shown  the  fallacy  of  this  argument 
even  to  its  most  obdurate  friends. 
Whatever  may  happen  in  a  seller's 
market,  it  is  clear  from  recent  events 
that  the  excess  profits  tax  does  not  pre- 
vent a  fall  in  prices.  In  a  seller's  mar- 
ket some  may  accept  the  glib  theory 
that  price  is  a  question  of  mathematics; 
that  the  tax  is  merely  added  in  with  all 
its  incidental  costs  and  risks  as  one  of 
the  elements  in  price  and  hence  the 
consumer  bears  the  burden  no  matter 
what  the  form  of  the  tax.  This  argu- 
ment has  proved  groundless,  not  only  as 
to  the  excess  profits  tax,  but  as  to  the 
income  surtaxes  as  well.  W'hen  the 
marginal  producer  is  exempted,  as  he 
is  in  both  the  income  and  excess  profit 
taxes,  and  when  a  price  is  fixed  under 
fair  competition,  there  can  be  no  add- 
ing such  taxes  to  the  price.  The  ex- 
cess profits  tax  is  now  more  an  exemp- 
tion tax  than  a  tax  levy.  Many  of  the 
former  opponents  of  the  tax  may 
shortly  find  themselves  in  the  position 
of  favoring  it  in  preference  to  the 
alternatives. 

The  concensus  of  opinion,  however, 
now  is  that  the  excess  profits  tax  is  to  go, 
not  because  it  adds  to  the  cost  of  living, 
but  because  it  is  difficult  to  ascertain 
and  because  it  is  unequitable  as  between 
Vnisinesses  whose  invested  capitals  were 
acquired,  let  us  say,  before  the  war  and 
during  the  war. 

There  is  unanimity  of  opinion,  also, 
that  the  higher  surtaxes  should  be  re- 


The  Annals  of  the  American  Academy 


pealed  down  to  the  limit  of  40  per  cent. 
This  is  rendereil  advisable  particularly 
in  view  of  the  large  field  of  tax-exempt 
securities  into  which  such  income 
groups  may  put  their  money. 

What  taxes  shall  take  the  j)lace  of  the 
excess  profits  tax,  which  under  the  pres- 
ent industrial  conditions  is  ceasing  to 
pay  substantial  sums  into  the  Treasury 
anyhow,  and  what  taxes  shall  take  the 
{)la(c  of  the  receipts  from  the  higher 
l)rackets  of  surtaxes?  There  are  really 
two  alternatives  for  serious  considera- 
tion. One  is  the  sales  tax,  and  the 
other  is  a  graduated  tax  on  the  income 
of  corporations. 

Certainly  under  present  conditions 
of  widespread  unemployment  and  of  a 
reduced  purchasing  power  among  our 
farmers  below  that  of  many  decades, 
no  statesman  will  seriously  champion 
an  extension  of  consumption  taxes. 

A  graduated  corporation  tax  is  pre- 
ferred to  the  sales  tax  by  the  author 
of  this  article  for  the  following  reasons: 
1 .  It  is  based  on  ability  to  pay.  2.  It 
will  give  an  equitable  taxation  as  be- 
tween individuals  and  partnership  on 
the  one  hand,  and  corporations  on  the' 
other.  And  this,  American  practice 
has  insisted  upon;  indeed,  we  have  in 
too  much  of  our  state  legislation  put 
heavier  tax  burdens  on  corporations. 

Objections    to    Sales    Tax 

The  sales  tax,  in  any  form  proposed, 
whether  a  turn-over  tax  or  a  tax  on 
retail  sales  only,  violates  the  cardinal 
principle  of  ability  to  pay.  The  tax 
would  \>e  paid  by  the  bankrupt  as  well 
as  by  the  individual  or  corporation 
with  a  net  income.  Such  a  tax  would 
retard  the  moving  of  stocks  put  in  at 
higher  prices,  and  hence  is  peculiarly 
unfitted  to  the  present  indu.strial  sit- 
uation. It  would  be  unju.st  as  be- 
tween competitors  in  the  same  industry 
depending  on  the  degree  of  integration 
in  the  various  industries.     It  would  be 


particularly  odious  and  heavy  in  those 
industries  where  the  turnover  would 
be  rapid  in  proportion  to  capital  in- 
vested. More  important  still,  it  is  an 
indirect  tax,  to  a  certain  extent,  and  if 
adopted  would  abide  with  us  to  an  ex- 
tent that  a  direct  tax  would  not.  The 
direct  tax  has  the  distinct  advantage 
of  making  those  who  pay  it  watchful  of 
governmental  expenditures  and  govern- 
mental efficiency.  We  have  had  already 
expensive  experiments  with  taxes  that 
were  not  felt  because  not  paid  directly. 
Business  men  will  find  that  the  sales 
tax  will  not  be  shifted  in  all  instances 
as  so  many  are  now  prone  to  believe. 
Consumption  taxes  on  necessities  have 
been  before  the  American  people  in  a 
number  of  ways,  and  have  always  been 
settled  adversely.  French  and  Eng- 
lish experience  is  replete  wnth  attempts ' 
to  collect  a  tax  on  everything,  and 
such  general  taxes  have  invariably 
been  abandoned  for  the  income  tax, 
the  inheritance  tax  and  other  means  of 
getting  directly  at  the  source  of  w^ealth 
at  little  cost. 

The  Tariff 

Before  we  can  have  an  exchange 
situation  that  will  allow  us  to  find  an 
export  market  for  our  surplus  goods,  we 
must  have  a  flow  of  goods  into  this 
country.  Moreover,  if  we  are  to  collect 
in  due  time  the  interest  on  private  debts 
and  on  public  debts  due  from  other 
countries,  we  must  expect  a  flow  of 
goods  from  those  countries  to  pay  this 
interest.  To  put  on  a  general  protec- 
tiv'c  tariff  that  will  exclude  these  goods 
is  as  short-sighted  as  the  old  English 
policy  of  ])utting  the  debtor  in  prison. 
Certainly  we  have  passed  beyond  this 
point  in  our  understanding  of  national 
economics.  Our  entire  situation  has 
changed.  Instead  of  being  a  debtor 
nation,  we  are  now  the  world's  great 
creditor  nation,  and  our  tariff  policy 
must    be   shaped    accordingly.     Tariff 
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policies  we  must  have  in  order  to  meet 
the  tarifi"  policies  of  other  countries,  if 
for  no  other  reason.  And  for  national 
policies  we  may  well  adopt  high  protec- 
tive tariffs  on  selected  commodities. 
But  in  general  the  tariff  must  now  be 
levied  more  with  the  thought  of  revenue 
than  with  the  thought  of  prohibition 
of  imj)orts  in  order  to  raise  prices  on 
domestic  goods. 

Nuisance  Taxes 

One  sound  principle  of  taxation  is 
that  the  tax  collected  from  the  consum- 
er should  go  on  to  the  government. 
Those  who  buy  fountain  drinks  are  all 
aware  that  the  tax  is  always  collected. 
It  is  equally  clear  that  not  nearly  all  of 
this  tax  gets  on  to  Uncle  Sam. 

The  excise  tax  on  certain  commodi- 
ties has  been  an  American  policy  and 
will  no  doubt  be  continued.  These 
excise  taxes,  however,  should  be  levied 
on  articles  and  under  conditions  so  that 
the  tax  paid  by  the  consumer  really 
gets  to  the  government.  This  can  l^e 
done  with  the  tax  on  tobacco  and  with 
many  of  the  taxes  on  luxuries.  Reason- 
able taxes  on  habits  do  not  stop  pro- 
duction. 

There  should  be  a  readjustment  of 
our  excise  taxes  with  these  principles 
in  view,  and  also  with  the  principle  of 
ability  to  pay  in  mind.  This  is  par- 
ticularly important  to  business  men 
under  present  conditions  of  widespread 
unemployment. 

The  Estate  Tax 

Our  estate  tax  is  new  to  our  national 
experience.  The  tax  is  not  as  heavy  as 
that  levied  in  other  countries,  and  offers 
an  opportunity  for  expansion,  if  expan- 
sion be  needed  under  the  readjustments 
discussed  above,  to  meet  the  national 
requirement  of  four  billions  a  year. 
The  estate  tax  is  not  a  burden  on  pro- 
duction, nor  at  reasonable  rates  will  it 


stifle  incentive.     It  is  based  on  ability 
to  pay  and  the  cost  of  collection  is  low. 

Subsidies 

The  precetling  arguments  assume 
that  we  will  not  heavily  subsidize  any 
special  groups  or  industries  in  the 
country,  whether  they  be  former  .sol- 
diers, or  transportation  companies  or 
private  owners  of  merchant  ships. 
The  taxpayer  has  found  out  that  the 
prevention  of  burdens  is  the  best  way 
to  reduce  taxes.  Groups  of  all  kinds 
will  want  subsidies  directly  or  indirectly 
and  all  groups  wall  accept  the  subsidies 
if  they  can  get  them.  Paternal  vigil- 
ance is  the  taxpayer's  only  protection 
in  this  matter.  Those  who  want  sub- 
sidies organize  to  get  them.  The  tax- 
I)ayers  will  prevent  their  getting  them 
only  with  equally  good  or  better 
organization. 

State  and  Local  Taxes 

The  total  and  per  capita  expendi- 
tures of  all  the  states  are  given  in 
Table  II.  An  examination  of  this  table 
will  show  that  out  of  the  $8.60 
spent  per  capita  for  the  governmental 
cost  of  all  the  states  in  1918,  fifty 
cents  per  capita  went  to  the  general 
branches  of  state  governments.  We 
probably  will  not  find  that  this  par- 
ticular expense  can  be  measurably  low- 
ered. Neither  will  the  thirty -two  cents 
per  capita  for  protection  to  personal 
property  be  materially  lowered.  When 
measured  in  service,  certainly,  no  one 
will  begrudge  the  twelve  cents  per  cap- 
ita spent  on  conservation  of  health  and 
sanitation.  Few,  too,  will  begrudge 
the  services  rendered  by  the  $1.20 
spent  in  the  development  of  our  agricul- 
tural and  other  national  resources. 
Our  state  expenditures  of  thirty-eight 
cents  per  capita  for  highways  will  no 
doubt  be  increased  rather  than  de- 
creased,   in    order   to    make    way   for 
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TABLE    II 

Governmental  Cost  Payments  by  All  States — 1918 


I.  General  Departmcntx  191S  Per  Capita 

A.  Cieneral  (lovcrnment 51,395,182  0.50 

B.  Protection  to  Person  and  Property 

1.  Militia— Armories 9.194,685  0  09 

i.  Regulation 17.5'21.,59'-2  0  17 

3.  All  Other 0,501,058  0 , 00 

C.  Conservation  of  Health  and  Sanitation 

1.  Prevention  and  Treatment  of  Com- 

municable Disease 7, 237, 723  0.07 

2.  All  Other 5,011,010  0  05 

D.  Development  and  Conservation  of  Nat- 

ural Resources 

1.  Agriculture 17,001,201  1 .  16 

2.  All  Other 4,572,771  0.01 

E.  Highways 38,828.799  0 .  38 

F.  Charities.  Hospitals  and  Corrections 118,081',025  1 .  14 

G.  Education 

1.  Schools 168,183,641  1.59 

2.  Libraries 1,208,602  0.01 

H.  Recreation 1,248,091.  0 .01 

L  General 32,851,140  0.32 

Total  General  Departments 473,961 ,723  4 . 58 

IL    Iiitrrrxt 

A.  On  Funded  Debt 19,840,936 

B.  "    Floating  Debt 2,411,497 

C.  "    Other  Debt 826,414 

23,078,847 

HL  Expenses  Pxtb.  Ser.  Enter 2,300,403  ,02 

IV.  Outlays 66.144,964  .  63 

Total 565,485,937  5 .  43 

Non-Governmental  Cost  Payments  by  St.\tes— 1918 

I.  Payments  for  Purchase  of  Invest 84,896,490  .80 

II.  Payments  which  decrea.sed  Indebtedness.  .  1 16,120,235  1  .  12 

III.  Another 129,160,620  1 .25 

330,183,345  3.17 
Recapitulation 

Governmental  Cost 565,485,937  5  43 

Non-Governmental  Cost .330,183,345  3 .  17 

Total $895,609,282  8 .  60 


Disf. 
Gen.  Dept. 
Per  Cent 
10.8 

Total 
Per  Cent 

1.9 
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1.4 
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1.1 

3.6 
1.0 

8.2 
2.49 

34.4 
.3 

0.9 
100.0 

83.7 

4.3 


40 

11 

(i 

100 

0 

25 

0 

35 

0 

40 

0 

100.0 


63 . 0 
37  0 


1 00 . 0 


incroa.sing  motor  traffic  and  in  order  Lo 
open  U{>  the  market  from  farm  to  eoii- 
sumer.  The  $1.14  per  capita  which  we 
spend  for  ho.spitals,  charities  and  cor- 
rection i.s  a})f)ut  the  cheapest  insurance 
we  carry.  And  no  one  will  want  to  re- 
duce the  $1.61  per  capita  spent  for 
schools,  libraries  and  recreation.  Cer- 
tainly we  do  not  want  to  lower  the 


.service  received  for  these  expenditures. 
We  do,  if  po.ssible,  want  those  services 
at  less  co.st. 

Table  III  shows  the  per  cent  of  dis- 
tribution of  the  general  departmental 
expenses  of  all  cities  of  80, 000  or 
over  from  1903  to  1918.  This  table 
gives  the  per  cents,  and  not  the  totals, 
but   the   uniformity  of  the  per   cents 
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TABLE  III 

Comparative  Summary  of   Per   Cent   Distribution  of   General  Departmental 
Expenses  of  All  Cities  over  30,000  for  Specified  Years   1903-1918 


Object  of  Payment 

1918 

1917 

1915 

1913 

1911 

1909 

1907 

1905 

1903 

General  Government 

10  7 
10.9 

8.3 

1.8 
2.6 

7.8 
10.1 

7.4 

31.4 

1.3 

3.5 

2.2 
1.9 

11.5 
11.0 

8.5 

1.9 
2.5 

7.6 
10.4 

7.2 

31.1 

1.3 

3.5 

2.2 
1.3 

11.4 
11.3 

8.8 

1.9 

2.2 

7.9 
11.2 

6.8 
30.2 
1.3 
3.7 
1.9 
1.4 

11.6 

11.6 

9.1 

1.9 
2.0 

8.1 
11.2 

6.4 
28.9 
1.3 
3.7 
1.7 
2.5 

11.8 

12.0 

9.5 

1.9 
1.9 

8.2 
11.6 

6.6 
28.6 
1.3 
3.7 
1.6 
1.4 

12.2 
12.6 

9.8 

1  .8 
1.9 

8.1 
10.6 

6.9 
28.2 
1.5 
3.5 
1.5 
1.3 

11.7 

12.4 

9.(1 

1.8 
1.8 

8.1 
12.0 

6.6 

27.7 
1.3 
3.2 
1.4 

2.2 

10.0 
13.3 

10.1 

1  .9 
16 

8.1 
12.0 

6.3 
28.7 
1.4 
3.4 
1.2 
2.0 

11.1 

Police  Department 

13  6 

Fire  Department 

9.8 

All  other   Protection   to   Person 
and  Property 

Conservation  of  Health 

Sanitation      or      promotion     of 
Cleanliness 

19 

1.7 

7.5 

Highwavs 

12.4 

Charities,    Hospitals,    and    Cor- 
rections   

6.5 

Schools 

29.3 

Libraries    

1.5 

Recreations 

2.7 

Pensions  and  Gratuities 

All  Other 

1.1 
1.0 

of  the  total  appropriations  will  in- 
dicate that  our  policy  in  these  expendi- 
tures has  been  consistently  worked  out 
over  a  period  of  years,  and  hence  offers 
little  possibility  for  do\\aiward  revision, 
so  far  as  service  rendered  is  concerned. 

When  measured  in  terms  of  services, 
we  shall  not  expect  less  from  our  city 
and  state  governments. 

Can  we  get  these  services  at  lower 
costs?  We  can  in  certain  ways. 
Some  savings  can  be  made  in  lost 
motion  by  further  centralizing  bureau 
organization   in   the   national  govern- 


ment. But  these  savings  cannot  offset 
increased  costs  over  a  pre-war  base. 
We  will  see  what  Mr.  Dawes  can  do. 

The  dark  continent  of  American 
administration  is  in  the  organization  of 
our  state  governments.  In  most  of  our 
states  we  have  not  one  governor  but 
several  score  of  them.  Much  real  prog- 
ress has  been  made  in  the  last  twenty 
years  in  putting  citj^  admini.stration  on 
a  well  organized  basis. 

Constructive  public  expenditures 
that  return  services  for  money  received 
do  not  impair  business. 


Changing  the  Fundamental  Structure  of  the 
Federal  Reserve  System 

By  Homer  Joseph  Dodge 

Editor,  Federal  Trade  Information  Service 


THE  delight  which  statesmen,  poli- 
ticians "  and  economists  find  in 
experimenting  with  the  money  systems 
of  the  world  is  the  root  of  a  large  pro- 
portion of  business  evils.  Whether  it 
is  because  the  use  of  money  plays  so 


large  a  part  in  American  life,  or  what- 
ever the  cause,  the  monetary  system  of 
the  United  States  has  been  the  victim 
of  almost  ceaseless  experimentation. 
This  tinkering  has  not  come  to  an  end 
with    the    erection    of     the     Federal 
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Reserve  System,  although  that  is 
the  most  comprehensive  and  definite 
hanking  system  the  nation  ever  has 
enjoyed. 

Since  the  a])proval  of  the  Federal 
Reserve  Act  on  December  2.S,  1918, 
many  amendments  have  iieen  enacted, 
hut  for  the  most  i)art  they  have  l)een  like 
the  amendments  to  the  American  Con- 
stitution, supplemental  and  interpre- 
tive ratiier  than  contradictory  and 
subversive  of  the  original  provisions. 
That  this  has  been  the  case  has  not 
been  by  unanimous  consent.  From 
the  very  beginnings  of  the  System, 
efforts  have  been  made  to  alter  in  fun- 
damental particulars  the  theory  and 
method  of  operation  of  the  Federal 
Reserve  Banks. 

The  Federal  Reserve  Act  Is  Not 
AND  Cannot  Be  Fool  Proof 

The  history  of  monetary  and  bank- 
ing legislation  in  the  United  States 
has  been  a  political  rather  than  a  sci- 
entific chronicle.  The  tenets  and  as- 
pirations of  parties  and  politicians 
have  been  wrapped  up  in  most  of  the 
banking  law.  The  advent  of  the  Fed- 
eral Reserve  System  was  heralded  as  a 
turning  point  in  this  policy.  Here, 
said  its  proponents,  was  a  purely  sci- 
entific system  from  which  all  political 
color  was  banished  and  forever  would 
be.  Here  was  a  banking  system  set 
apart  from  the  fevers  of  partisanship 
which  would  operate  automatically  in 
response  to  the  needs  of  commerce  and 
on  a  purely  impersonal  basis. 

Two  distinct  revelations  may  be  ex- 
perienced from  an  examination  of  the 
history  of  the  System  to  date:  first, 
that  the  one  great  weakness  of  the  sy.s- 
tem  is  its  susceptibility  to  political  inter- 
ference and  control  whenever  the  offi- 
cials in  charge  of  its  operation  are 
amenable  to  ulterior  influence  and, 
second,  the  amazement  and  dismay  of 
groups  of  the  people  at  finding  that,  in 


the  absence  of  influenced  ofiicials,  the 
System  proceeds  scientifically  and  im- 
partially. 

The  discovery  by  students  and  states- 
men of  these  two  qualities  possessed 
by  the  American  banking  system  has 
resulted  in  the  making  of  determined 
eft'orts  to  amend  the  organic  act  for 
the  purpose,  on  the  one  hand,  of  re- 
moving all  susceptibility  to  the  human 
element,  and,  on  the  other,  for  the  pur- 
pose of  rendering  the  System  a  con- 
^^enience. 

So  long  as  men  are  required  to  con- 
duct the  banking  system  the  suscept- 
ibility to  political  influence  never  can 
be  removed,  although  it  may  be  dimin- 
ished, and  this  constitutes  the  abiding 
weak  spot  of  the  Federal  Reserve  Sys- 
tem. So  long  as  a  sufficient  number  of 
interested  bankers,  business  men  and 
citizens  are  vigilant,  amendment  of  the 
Federal  Reserve  Act  for  the  purpose 
of  prostituting  its  facilities  to  favored 
groups  can  be  forestalled. 

Controversy  over  the  operation  of 
the  System  and  efforts  to  alter  its  man- 
ner of  doing  a  banking  business  have 
been  especially  numerous  during  the 
last  year.  This  activity  has  been 
prompted  by  the  effect  upon  groups  of 
the  population  of  economic  forces 
springing  from  the  turn  in  the  price 
scale. 

The  Federal  Reserve  Act  was  her- 
alded by  its  framers  and  supporters  as 
a  mea.sure  for  the  regulation  of  credit. 
Because  of  the  extraordinary  sequence 
of  events  following  immediately  upon 
the  organization  of  the  System — in- 
deed anticipating  the  opening  of  the 
Federal  Reserve  Banks — the  regulatory 
provisions  of  the  act  had  no  oppor- 
tunity to  prove  their  efficacy.  The 
European  War  burst  upon  the  world 
with  all  its  concomitant  overturning 
of  business.  All  the  elements  of  com- 
merce and  credit  which  the  act  was 
designed  to  regulate  had  but  one  trend. 
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The  entire  business  of  the  nation  moved 
steadily  along  toward  an  unprece- 
dented expansion.  With  the  price  scale 
rising  from  day  to  day,  business  prac- 
tically was  insured  against  failure. 
There  never  had  been  any  doubt  about 
the  ability  of  the  Federal  Reserve 
System  to  accommodate  itself  to  ex- 
pansion; the  question  was  whether  it 
could  contract. 

Credit  Contraction — the  First 
Real  Test  for  the  Federal 
Reserve  System 

No  opportunity  to  test  this  came 
until  the  Armistice  and  then  but  a 
limited  one.  In  the  brief  recession  of 
business  following  the  Armistice,  the 
first  test  of  the  ease  with  which  the 
emergency  currency  of  the  System 
could  contract  was  experienced.  Con- 
spicuous success  attended  the  event. 
For  nearly  three  months  the  volume  of 
Federal  Reserve  notes  outstanding  de- 
clined steadily  and  without  friction. 
The  ability  of  the  new  currency  to 
contract  in  harmony  with  the  orderly, 
easy  and  natural  instance  of  business 
requirements  was  proved. 

The  spring  of  1919  saw  a  resumption, 
greater  than  during  the  war,  of  the 
credit  expansion.  The  Federal  Re- 
serve Board,  out  of  deference  to  the 
problems  of  the  Treasury  in  floating 
public  loans,  refrained  from  applying 
the  untried  machinery  of  the  System 
for  the  curtailment  of  credit.  Dis- 
count rates  remained  abnormally  low 
in  order  that  bond  rates  should  not  be 
bid  up. 

This  could  not  last,  and  in  Decem- 
ber of  1919  the  Federal  Reserve  Board 
abandoned  the  shadow  of  the  Treas- 
ury and  proceeded  to  put  to  the  test 
the  credit  regulating  powers  of  the  act. 
The  System  had  been  in  operation  for 
nearly  six  years  without  this — its  most 
important  function — being  demon- 
strated.    Now  came  a  trial  of  whether 


the  Federal  Reserve  System  was,  in 
fact,  an  efficient  machine  for  the  regu- 
lation of  credit  or  merely  a  facility  for 
issuing  currency. 

By  approving  successive  increases  in 
the  discount  rate  at  Federal  Reserve 
Banks,  the  Federal  Reserve  Board 
brought  to  a  halt  the  credit  expansion, 
hastened  the  inevitable  decline  of  com- 
modity prices,  put  a  stop  to  much 
profiteering  and  started  the  readjust- 
ment toward  pre-war  normal  so  much 
desired  by  all  save  those  who  had  high- 
inventoried  goods  to  sell. 

What  the  System  Has  Proved  It 
Can  Do 

The  second  milestone  in  the  testing 
of  the  Act  had  been  passed.  It  now 
had  proved  it  could  contract  the  cur- 
rency and  could  curtail  credit  expan- 
sion. During  these  years  it  had  further 
proved  the  mercurial  properties  of  its 
reserves,  interbank  rediscounting  hav- 
ing been  carried  on  with  amazing  suc- 
cess, placing  the  banking  resources  of 
the  country  at  strategic  points  with 
the  swiftness  and  precision  of  pieces  on 
a  chess  board.  It  had  proved  the 
possibility — long  doubted — of  solidi- 
fying the  banking  community  into  a 
coherent  and  dirigible  agency  which 
could  be  directed  in  such  a  manner  as 
to  bring  the  greatest  amount  of  effi- 
ciency to  bear  at  a  desired  point.  It 
had  introduced  and  well  advanced 
the  bank  check  as  a  convenient  medi- 
um of  tender,  free  from  vexatious  and 
circumscribing  exchange  charges.  It 
had  perfected  a  nation-wide  clearing 
system  by  which  balances  flowed  from 
one  end  of  the  country  to  the  other  at 
the  bidding  of  commercial  pressure  al- 
most instantaneously. 

Nor  were  these  experimental  years 
free  from  isolated  opportunities  of  the 
System  to  prove  its  ability  to  forestall 
bank  failures  and  arise  to  acute  special 
emergencies. 
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Fundamentals  of  the  System  Sound 

In  these  first  experimental  years, 
the  Federal  Reserve  Act  was  tried  out 
in  almost  every  conceivable  way  and 
found  capable  of  withstanding  the 
shocks  of  business.  Its  fundamentals 
were  observed  to  be  sound.  Only  here 
and  there  had  it  l)een  necessary  to 
amend  the  Act  and  in  all  these  cases 
amendments  merely  were  supplemental 
and  complementary  to  basic  provi- 
sions of  the  organic  act. 

The  fundamental  principles  of  the 
Federal  Reserve  System  may  be  stated 
as  follows: 

Liquidity  of  security  as  collateral 
for  notes  on  which  Federal  Reserve 
currency  is  based,  involving  restriction 
of  banks  forming  the  System  to  a  com- 
mercial rather  than  an  investment 
business; 

Mutability  of  rates  of  discount  at 
the  discretion  of  the  Federal  Reserve 
Banks,  with  the  approval  of  the  Fed- 
eral Reserve  Board; 

Purity  of  motives  and  efficiency  of 
management  on  the  part  of  the  per- 
sonnel ; 

A  regional  rather  than  a  central  plan 
of  organization. 

Attacks  on  the  Commercial  Char- 
acter OF  the  System 

The  maintenance  of  the  all-im- 
portant fundamental  principle  of  liquid- 
ity has  given  friends  of  the  Federal  Re- 
serve Act  more  concern,  probably,  than 
any  other  task.  During  consideration 
of  the  bill  in  the  committees  of  Con- 
gress and  on  the  floors  of  House  and 
Senate,  the  utmost  courage  and  deter- 
mination was  required  to  keep  it  free 
from  the  trammels  of  provisions  ad- 
mitting non-liquid  security  to  the 
Federal  Reserve  Banks.  Final  enact- 
ment of  the  measure,  comparatively 
free  of  such  embarrassments,  by  no 
means   stopped   the    onslaughts.     Al- 


most unceasingly  amendments  have 
been  offered  and  pressed,  looking  to 
the  opening  of  the  Federal  Reserve 
Bank  portfolios  to  a  miscellaneous 
assortment  of  unliquid  securities.  For 
instance,  spirited  efforts  have  been 
made  to  declare  eligible  for  rediscount 
at  Federal  Reserve  Banks  commercial 
l)aper  secured  by  railroad  stocks 
and  bonds,  industrial  stocks  and 
bonds,  municipal  and  public  utility 
bonds.  These  securities,  no  matter 
how  gilt-edged,  have  consistently  been 
regarded  by  the  Federal  Reserve  Board 
and  by  the  Banking  and  Currency 
Committees  of  Congress  as  investment 
securities,  and,  as  such,  wholly  un- 
suited  as  collateral  for  commercial 
paper.  Organized  efforts  have  been 
made  to  tear  down  this  opposition  to 
the  admission  of  such  paper,  but  so  far 
they  have  proved  unavailing. 

During  the  war  the  attack  on  the 
sanctity  of  the  liquidity  of  Federal  Re- 
serve security  was  particularly  ener- 
getic and,  in  the  opinion  of  some 
observers,  partially  successful.  The 
declaration  of  war,  followed  by  the  lay- 
ing down  of  a  government  financing 
program  of  unprecedented  proportions, 
produced  a  species  of  hysteria.  It  was 
discerned  that  the  banking  system 
would  be  called  upon  to  stand  the  ut- 
most strain,  the  normal  investment 
capacity  of  the  nation  being  insufficient, 
without  the  aid  of  bank  credit,  to  meet 
the  drafts  certain  to  be  drawn  upon  it. 
Over  the  protests  of  some  of  the  fram- 
ers  of  the  Federal  Reserve  Act,  an 
amendment  was  approved  permitting 
the  issuance  of  Federal  Reserve  notes 
against  both  gold  alone,  and  gold  and 
commercial  paper.  The  Board  ac- 
quiesced in  this  amendment,  but  it  was 
regarded  as  a  war  emergency  measure, 
and  to  it  has  been  attributed  a  large 
portion  of  the  excess  credit  expansion 
which  has  occurred. 

Similarly,  the  obligations  of  the  War 
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Finance  Corporation  were  admitted 
as  eligible  security  for  commercial 
paper.  This  latter  authorization  was 
scarcely  availed  of,  if  at  all,  and,  of 
course,  was  without  permanent  effect, 
t  hat  corporation  being  of  rather  c|)hem- 
eral  nature. 

When  the  Federal  Rescr\c  Act  was 
in  process  of  enactment,  no  member  of 
either  Committee,  or  either  house  of 
Congress,  entertained  the  remotest 
anticipation  of  such  a  volume  of  gov- 
ernment obligations  as  the  war  evoked. 
It  had  been  half  a  century  since  the 
American  people  had  been  surfeited 
with  government  bonds.  Throughout 
the  lifetime  of  nearly  every  legislator 
who  assisted  in  the  framing  of  the  Fed- 
eral Reserve  Act,  the  government  bond 
had  been  the  apotheosis  of  acceptable 
security  for  any  sort  of  transaction. 
It  was  the  sacred  cow  of  public  and 
private  finance.  It  w^as  a  matter  of 
course  that  it  should  be  classed  as  a 
primary  acceptable  security  at  Fed- 
eral Reserve  Banks. 

But  soon  the  official  printing  presses, 
at  the  beck  of  the  yawning  war  chest, 
began  turning  out  government  bonds 
with  appalling  speed.  The  gilt-edged 
security,  which  but  a  few  months  be- 
fore had  been  dealt  in  only  behind 
glass  and  brass  partitions  and  discussed 
in  whispers,  now  was  being  liawked  by 
l)eddlers  on  the  streets.  Recently  I 
have  been  told  by  statesmen  who  had 
practically  a  controlling  influence  in 
the  framing  of  the  Federal  Reserve 
Act  that  had  they  been  aware  of  what  a 
few  years  would  bring  forth  they  coldly 
would  have  denied  to  all  government 
securities  any  place  at  all  in  the  port- 
folios of  Federal  Reserve  Banks — 
would  have  barred  them  completely 
as  collateral  for  eligible  commercial 
paper. 

But  during  the  fever  of  war,  the  op- 
posite view  was  taken.  Preferential 
rates  were   made  at  Federal  Reserve 


Banks  for  paper  secured  by  government 
obligations.  Here  was  one  of  the  de- 
partures from  pure  scientific  banking 
w  hich  the  System  has  had  to  fight  from 
the  beginning. 

It  will  be  noted  thai  tli(>  Chairman  of 
the  Federal  Reserve  Hoard  and  the 
Secretary  of  the  Treasury  are  the  same 
man,  under  the  law.  It  was  no  more 
than  human  that  the  man  charged  as 
Secretary  of  the  Treasury  with  the  duty 
of  raising  funds  to  prosecute  the  war 
at  the  cheapest  ol)tainable  rate  w^ould 
use  his  substantial  influence  to  do  all 
he  could  to  make  the  bonds  he  was  of- 
fering attractive  to  business  men.  To 
place  them  in  a  favored  status  as  col- 
lateral security  for  commercial  paper 
at  a  time  when  all  business  men  were 
borrowing  heavily  to  take  advantage  of 
boom  opportunities  was  indeed  an  in- 
ducement to  their  purchase.  Here 
was  a  cycle  which  preyed  viciously  on 
the  liquidity  of  the  Federal  Reserve 
Banks.  The  Federal  Reserve  Bank 
rates — the  rates  which  borrowers  must 
pay — were  kept  low  so  that  the  bond 
rates  could  be  kept  low  and  save  the 
Treasury  money.  The  bonds  were 
given  preferential  treatment  as  col- 
lateral security  for  commercial  paper 
offered  at  these  low  interest  rates. 
Everything  favored  the  borrower.  In- 
flation was  the  inevitable  result. 

In  the  last  few  months,  the  Federal 
Reserve  Banks  have  set  about  a  read- 
justment of  this  state  of  affairs  and 
adverse  discrimination,  instead  of 
preference,  is  being  shown  paper  se- 
cured by  government  obligations.  The 
differential  on  government-secured  pa- 
per first  came  up  to  the  straight  com- 
mercial paper  rate  and  then  went 
above  it,  or  rather,  the  commercial 
rate  came  down  with  no  simultaneous 
reduction  in  the  government-secured 
differential.  Further,  the  practice  of 
the  Federal  Reserve  Banks  in  lending 
par  on  government  bonds,  despite  the 
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depreciated  market  value,  has  been 
abandoned  and  governments  now  must 
stand  the  same  market  test,  in  the  col- 
hiteral  drawer,  with  other  securities. 

And  further,  during  the  war  tlie 
portfohos  of  the  Federal  Reserve  lianks 
were  thrown  open  to  a  miscellaneous 
assortment  of  acceptances,  the  liquid- 
ity of  which  might  well  be  questioned. 
Acceptances,  indeed,  were  found  by  a 
special  investigation  conducted  in  the 
winter  of  1919-20  by  the  Federal  Re- 
serve Banks  of  Boston,  New  York  and 
Philadelpiiia  to  be  the  instruments 
used  in  the  financing  of  exports  to 
Euroj)e.  Drawn  for  relatively  short 
periods,  they  were  being  renewed  over 
and  over  again  and  were  settling  down 
to  the  lethargic  slumber  of  frozen  cred- 
its, the  European  buyers  against  whom 
they  had  been  draw^l  receding  farther 
and  farther  from  possibility  of  liquida- 
tion. ]\Iany  of  them  might  as  well 
have  been  drawn  on  the  Man  in  the 
Moon.  Yet  they  had  been  accepted  on 
the  American  seaboard  and,  under  the 
law,  rediscounted  at  Federal  Reserve 
Banks. 

The  Farmers'  Raid  on  the 
Reserve  System 

The  distress  of  the  producers  of  farm 
products,  incident  to  the  world-wide 
recession  in  prices,  has,  in  the  last  year, 
caused  a  new  attack  on  the  fundamen- 
tal principle  of  liquidity  of  the  Sy.stem. 
The  farmers  have  erected  at  Washing- 
ton a  lobby  which  is  stronger  than  ever 
the  organized  labor  lobby  was.  Crys- 
tallized through  the  activities  of  this 
lol)hy,  nuich  propaganda  has  gone  out 
blaming  the  Federal  Reserve  Board  for 
the  decline  of  prices  and  for  the  ruin- 
ation of  the  farmer.  In  the  fall  of  1920, 
earnest  efforts  were  made  by  the  farm- 
ers to  induce  the  Federal  Reserve 
Banks  to  distend  credits  to  a  compass 
which  would  permit  the  holding  off 
the   market   of  practically  the   whole 


harvest.  When  the  Board  declined 
to  connive  with  the  farmers  in  an  at- 
tempt to  forestall  what  was  regarded 
as  an  inevitable  economic  develop- 
ment, they  cried  treason. 

This  was  the  point  at  which  the 
members  of  Congress  from  agricul- 
tural states,  who  had  assisted  in  the 
framing  of  the  Act,  experienced  acute 
dismay,  discovering  that  their  creature 
was  indeed  functioning  as  they  had 
boasted  it  would,  without  fear  or  favor, 
scientifically  and  bereft  of  partisan 
bias.  Many  affirmed  that  it  was  the 
intention  of  the  framers  of  the  Act  to 
aid  the  farmers  in  such  crises  and  an 
organized  effort  was  made  and  still  is 
being  maintained  to  rewrite  the  Act 
into  a  breadline  charter  for  needy  hus- 
bandmen. 

There  are  pending  before  the  Bank- 
ing and  Currency  Committees  of  both 
houses  of  Congress,  bills  proposing  to 
define  as  eligible  for  rediscount  at  Fed- 
eral Reserve  Banks  the  paper  of  cotton 
factors,  of  wheat  commission  mer- 
chants and  of  others  who  would  use 
the  resources  of  the  System  for  holding 
crops  off  the  market  for  higher  prices. 
Other  measures,  having  this  same  back- 
ground of  rural  relief,  would  admit 
such  securities  as  irrigation  and  devel- 
opment bonds  to  the  list  of  acceptable 
collateral.  It  is  unlikely  that  the 
eastern  influence  in  Congress  will  per- 
mit these  attacks  on  the  principal  fun- 
damental of  the  P'ederal  Reserve  Sys- 
tem to  succeed. 

The    Outcry    Against  Regulatory 
Discount  Ratp:s 

'J'he  second  fundamental  of  the 
.system  is  given  as  the  mutability  of 
rates  of  discount  at  the  discretion  of 
the  Federal  Reserve  Banks,  with  the 
Board's  approval.  It  has  been  seen 
how  the  System  utilized  this  element 
to  control  the  credit  expansion  during 
the   last   eighteen   months,   and   with 
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what  conspicuous  success.  Through 
the  pressure  of  rates,  alterable  at  dis- 
cretion, the  System  scjueezcd  a  billion 
dollars  of  speculative  funds  out  of  the 
stock  market  in  less  than  a  year,  divert- 
ing it  to  productive  uses  in  the  agri- 
cultural and  manufacturing  regions. 
Turning  upon  another  point,  the  Sys- 
tem squeezed  another  tremendous 
sum  out  of  the  speculative  branch  of 
the  commodity  market,  diverting  the 
credit  again  to  productive  uses.  Gam- 
blers, hoarders,  profiteers,  promoters 
and  all  traders  classed  as  not  legitimate 
in  times  of  stress,  were  in  quick  suc- 
cession routed  by  means  of  this  baton 
of  power — the  interest  rate  answerable 
at  a  nod  to  the  occasions  of  the  Federal 
Reserve  System.  With  all  the  boards, 
commissions,  committees  and  investi- 
gators which  the  government  had  em- 
ployed throughout  the  war  and  post- 
Armistice  period,  not  a  ])oint  was  gained 
in  the  effort  to  reduce  the  high  cost  of 
living  until  the  Federal  Reserve  Bank 
rate  was  brought  into  play. 

Now  it  is  proposed  l:»y  some  of  those 
who  felt  the  chastening  effect  of  the 
rate  changes,  that  Congress  delimit  the 
rates  to  be  charged.  Operating  wholly 
at  the  dictates  of  and,  indeed,  consti- 
tuting a  part  of,  the  law  of  supply  and 
demand,  it  is  sought  to  strike  at  this 
fundamental  by  removing  discretion  as 
to  its  use  and  making  it  static. 

Part  of  the  agitation  for  this  change 
has  arisen  from  reports  of  large  earn- 
ings by  the  Federal  Reserve  Banks, 
wrested,  it  has  been  declaimed,  from 
the  pockets  of  poor  farmers.  In  the 
first  place,  earnings  above  six  per  cent 
are  covered  into  the  Treasury  of  the 
United  States  and  become  public  funds; 
but  of  more  importance,  is  the  obvious 
fact  that  in  times  of  brisk  demand  for 
accommodation,  relaxing  of  collateral 
restrictions  and  lowering  of  interest 
rates  would  increase  rather  than  dimin- 
ish the  total  earnings  of  the  Reserve 


Banks  because  of  the  vastly  greater 
volume  of  business  which  would  be 
thrust  upon  them.  Furthermore,  there 
is  the  important  consideration  that 
such  a  course  probably  would  break  the 
banks. 

The  Difficulty  of  Keeping  Politics 
Out  of  the  System 

The  Federal  Reserve  Banks  them- 
selves, contrary  to  a  popular  notion, 
are  not  owned  by  the  government. 
Not  a  cent  of  Treasury  capital  is  in 
them.  They  are  private  institutions 
under  government  control,  dedicated  to 
public  use  and  employed  as  federal 
fiscal  agents.  The  Federal  Reserve 
Board,  however,  is  appointed  by  the 
President,  the  Senate  concurring. 
This  introduces  the  political  element. 

Here  is  an  opening  for  the  entrance 
of  politics  and  the  experience  of  the 
System  has  been  that  a  constant  fight 
has  been  necessary  to  keep  the  third 
great  fundamental  of  the  System,  pur- 
ity of  motives  and  efficiency  of  man- 
agement on  the  part  of  appointed  offi- 
cials, secure.  The  Board  has  been 
peculiarly  fortunate  so  far  in  keeping 
aloof  from  politics,  despite  efforts  on 
every  hand  to  inject  that  element  into 
banking  control. 

With  the  agitation  for  the  relaxation 
of  collateral  restrictions  and  the  fixa- 
tion of  interest  rates,  also  has  come  a 
movement  to  give  a  political  color  to 
the  Board.  Bills  are  pending  in  Con- 
gress, supported  by  the  agricultural 
interests,  to  effect  this.  They  pro- 
vide that  the  Secretary  of  Agriculture 
and  the  Secretary  of  Commerce — 
both  necessarily  political  appointees — 
shall  be  ex  officio  members  of  the 
Federal  Reserve  Board. 

The  Board,  as  originally  constituted, 
has  two  ex  officio  members,  the  Sec- 
retary of  the  Treasury  and  the  Comp- 
troller of  the  Currency.  These  are 
two  too  many,  for  the  reasons  that 
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both  are  political  appointees  and  both 
sit  on  the  Board  in  addition  to  per- 
forming other  duties.  It  is  the  belief 
of  the  Hoard  that  its  members  from 
time  to  time  should  visit  Federal  Re- 
serve Hanks  and  keep  in  ])ersonal  touch 
with  the  country  generally,  yet  with 
the  ex  officio  members  too  busily  en- 
gaged to  attend  meetings  of  the  Board 
frequently,  the  regular  members  must 
remain  almost  constantly  at  ^Vash- 
ington  to  preserve  a  quorum. 

Importance    of    the    Regional 
Structure 

A  fourth  fundamental  of  the  Federal 
Reserve  System  is  the  regional  or- 
ganization constituted  by  its  twelve 
Federal  Reserve  Banks,  which  have 
numerous  branches.  Supporters  of  a 
single  central  bank  always  are  prepared 
to  urge  this  change  when  an  oppor- 
tunity presents.  The  experience  of 
the  System  is  that  the  regional  prin- 
ciple is  sound.  The  conclusion  is 
reached  from  close  study  of  the  opera- 
tion of  the  System  since  its  inception, 
that  a  single  bank  could  not  stand.  It 
will  be  recalled  that  President  Wilson, 
in  advocating  the  regional  system, 
pointed  out  that  distribution  of  the 
banks  would  "fructify  the  lean  re- 
gions." It  has  had  this  effect  and  the 
western  Federal  Reserve  Banks  are 
making  progress  in  bringing  assistance 
to  the  vastly  undercapitalized  Western 
States  by  furnishing  a  convenient  and 
ready  channel  for  the  introduction  of 
eastern  capital.  But  of  equal  impor- 
tance is  the  consideration  that  the  re- 
gional banks  draw  from  the  lean  regions 
as  well  as  others,  a  tangible  support  in 
return  for  the  assistance  given. 

The  Federal  Reserve  System  is  an 
empire  whose  constituent  parts  rally 
to  the  general  defense  when  any  arm  is 
attacked.  Did  the  United  States  have 
a  central  bank  now,  it  is  almost  cer- 
tain that  enough  enmity  could  be  or- 


ganized against  what  would  appear  as 
an  ogreish  concentrated  money  power 
to  overturn  it.  But  with  the  twelve 
banks  scattered  throughout  the  coun- 
try, the  element  of  local  pride  enters  in 
and  the  realization  of  nuitual  benefit  is 
felt.  The  Federal  Reserve  Bank  is  not 
a  remote,  alien  and  sinister  influence  in 
a  distant  and  envied  .section  of  the  na- 
lion.  It  stands  just  across  the  street. 
The  New  York  or  the  Dallas  Federal 
Reserve  Bank  may  be  attacked  by  some 
passing  clamor,  but  the  Banks  at  St. 
Louis  and  Cleveland  are  not  going  to 
permit  the  whole  system  to  collapse 
because  of  the  disturbance.  Yet  a 
single,  central  bank  might  very  likely 
succumb. 

This  is  being  realized  more  and  more, 
and  it  is  not  at  all  likely  that  this  fun- 
damental of  the  System  will  be  changed. 

Attempts  to  Overload  the  System 

Another  manner  in  which  the  System 
is  sought  to  be  preyed  upon  is  the  bur- 
dening of  the  Federal  Reserve  System 
with  extraneous  duties.  While  these 
do  not  strike  at  the  integrity  of  any 
single  fundamental  of  the  System,  to 
carry  their  development  too  far  would 
impair  the  entire  structure  through 
overloading.  For  instance,  there  is 
now  pending  legislation  providing  that 
the  surplus  earnings  of  the  Federal 
Reserve  Banks  shall  be  placed  in  a 
special  fund  to  be  lent  on  cattle  paper, 
on  crops  held  in  storage  and  for  similar 
pur])Oses  of  a  financial  rather  than  of  a 
commercial  nature.  It  also  has  been 
proposed  that  the  Federal  Reserve 
System  create  a  foreign  bank  which 
shall  have  a  species  of  monopoly  of  for- 
eign exchange  dealings.  Other  tasks 
have  been  proposed  and  urged  for  the 
Federal  Reserve  Banks  which  are  indeed 
closely  allied  to  banking,  but  which 
might,  if  permitted  to  doveloj)  unbri- 
dled, confuse  and  overload  the  System. 

There  is  the  unceasing  effort  to  main- 
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tain  by"  legislation  the  integrity  and 
special  privileges  of  State  hanks  after 
they  enter  the  System — a  sort  of  mar- 
riage vow  with  a  reservation.  It 
would  appear  to  be  the  part  of  wisdom 
to  add  as  few  restrictions  and  new 
duties  as  possible  to  a  system  which 
already  is  of  towering  proportions,  to 
the  end  that  it  may  function  smoothly, 
unencumbered  and  unembarrassed. 

Two   Needed   Improvements 

The  closest  observers  of  the  opera- 
tion of  the  System  have  but  few  sug- 
gestions to  make  for  changes  in  the 


lundamentals.  For  the  most  part, 
they  are  content  with  the  Act  as  it 
stands.  But  there  are  two  particulars 
in  which  it  is  felt  that  strength  and 
efficiency  could  be  added : 

First,  remove  government  bonds  as 
eligible  collateral  for  commercial  j)apcr 
acceptal)le  for  rediscount  at  Federal 
Reserve  Banks,  and  thereby  destroy  a 
wide  avenue  for  rapid  inflation. 

Second,  reorganize  the  Federal  Re- 
serve Board  so  as  to  divorce  it  from 
other  government  activities  and  relieve 
it  of  the  embarrassment  of  ex  officio 
membership. 
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TO  overcome  restrictions  limiting 
enterprises  to  special  localities  has 
been  one  of  the  unconscious  purposes 
behind  industrial  progress.  A  study 
of  the  factors  that  hitherto  have  bound 
particular  industries  to  favored  places 
shows  that  technical  or  social  advances 
have  loosened  the  grip  of  such  factors. 
These  advances  foreshadow  greater 
freedom  of  choice  in  the  location  of 
future  manufacturing  projects.  The 
bonds  that  have  hobbled  manufactur- 
ing business  are  raw  materials,  labor, 
market,  power  or  fuel,  capital  and 
transportation.  Not  all  of  these  have 
restricted  all  industries,  nor  are  the 
undertakings  actually  affected  under 
equal  subservience  to  each  factor,  but 
taken  together  the  considerations  men- 
tioned constitute  the  principal  domi- 
nants in  factory  location.  Yet  with  t he 
exception  of  the.  market  and  transpor- 
tation, each  shows  a  waning  power  over 
the  placement  of  a  factory. 


The  Part  Played  by  Raw  Materi- 
als in  Factory  Location 

Raw  materials  have  not  dictated  fac- 
tory location  to  the  extent  that  they 
necessarily  determine  mining — where 
there  is  no  coal  there  are  no  tipples,  and 
concentrators  are  useless  where  copper 
ore  does  not  exist — for  even  the  first 
factories  both  in  Manchester,  England, 
and  Pawtucket,  R.  I.,  were  leagues  dis- 
tant from  the  cotton  fields  of  the  West 
Indies,  the  Carolinas  and  Georgia. 
Nevertheless,  bulky,  cheap,  fragile  or 
perishable  raw  materials  have  usually 
limited  factories  using  them  to  the 
neighborhood  where  the  materials  exist. 
In  fact,  in  the  case  of  bulky  cotton 
cited  above,  the  works  that  today  are 
remote  from  our  South  specialize  on 
cloth  that  has  more  value  in  skilled 
labor  than  in  raw  material  while  heavy 
cheap  stufli's  whose  chief  value  lies  in 
the  contained  cotton  are  made  where 
cotton  grows. 


84 


The  Annals  of  the  Amekkax  Academy 


Thus  Manchester  produces  batiste, 
New  Bedford,  the  highest  grade  sheet- 
ing or  mushn,  while  Greenville,  S.  C, 
turns  out  weighty  duck.  Similarly, 
heavy  clay  is  baked  into  bricks  where 
the  clay  lies,  and  heavy  wood  is  fash- 
ioned into  clothespins,  coat  hangers, 
rolling  pins  and  mixing  bowls  within 
the  shade  of  the  forest  itself.  The 
fragility  of  coke  prevents  its  shipment 
for  distances  beyond  six  hundred  miles 
because  the  bumps  and  jars  of  railway 
travel  reduce  valuable  lumps  of  coke 
to  useless  dust  that  blows  away.  Since 
the  highest  known  grades  of  coking 
coals  are  found  at  Connellsville,  Penn- 
sylvania, near  Pittsburgh,  the  latter 
city  has  had  a  unique  advantage  that 
largely  explains  its  supremacy  in  the 
manufacture  of  iron  and  steel;  for  in 
making  pig  iron  a  pound  and  a  half  of 
coke  must  be  added  to  every  pound  of 
ore.  In  like  manner,  hemlock  and  oak 
bark  are  too  fragile  to  withstand  long 
railway  hauls  so  that  tanneries  in  the 
past  utilizing  the  bark  as  the  source  of 
tannic  acid  were  forced  to  establish 
themselves  where  the  trees  grew  and, 
when  one  supply  was  cut  off,  to  move 
to  a  virgin  stock.  Massachusetts, 
Pennsylvania  and  Tennessee  have  each 
in  turn  supj>orted  a  forest  tanning 
industry. 

Again,  j^erishable  raw  materials  must 
be  turned  into  durable  products  near 
the  origin  of  the  materials.  Maine 
farmers  in  northern  Aroostook  County 
were  once  famed  for  changing  perish- 
able potatoes  into  lasting  starch;  this 
year  when  prices  of  potatoes  dropped 
from  three  dollars  a  barrel  to  forty 
cents,  the  northern  farmers  were  saved 
by  the  starch  factories,  whereas  their 
friends  in  the  southern  part  of  the 
county  dumped  4.5,000  barrels  of  pota- 
toes into  their  fields  for  fertilizer. 
Campbell's  Camden  soup  factory  saves 
New  Jersey  tomatoes  from  spoiling  in 
the  field  or  in  transit.     Cotton  gins  are 


on  the  edge  of  plantations  because  seed 
cotton  ferments  in  short  order;  and  for 
like  reason  the  seed  mill  abuts  the  gin. 

Concentration  and  Substitution  of 

Materials  Loosen  the  Shackles 

OF  Location 

Since  raw  materials  have  imposed 
these  limits  upon  certain  types  of  man- 
ufacture, the  conditions  challenged  the 
men  engaged  in  the  industries  to  devise 
means  of  throwing  off  the  constraints. 
Concentration  from  a  lower  to  a  higher 
percentage  of  valuable  content  has  per- 
mitted the  long  distance  shipment  of 
some  raw  materials  that  otherwise 
would  have  been  refined  at  the  source. 
Copper  smelters  of  Butte  concentrate 
ingots  of  copper  that  may  then  be  car- 
ried to  Newark,  N.  J.,  for  final  refine- 
ment. Minnesota  iron  ore  is  not 
shipped  "as  it  runs"  but  is  first  graded 
upward  and  then  sent  to  blast  furnaces 
at  Duluth,  Cleveland,  Erie,  Conneaut, 
Pittsburgh  and  Buffalo.  In  the  tan- 
ning industry,  freedom  from  the  neces- 
sity of  a  forest  location  was  long  since 
attained  by  leeching  the  tannin  from 
the  bark  and  shipping  the  resultant 
"extracts"  to -convenient  sources  of 
hides  or  markets.  The  canneries  have 
not  yet  been  loosened  from  the  fields  or 
orchards  but  the  diflSculty  is  under 
study.  Cold  storage  has  lengthened 
the  distance  and  time  from  bush  to  can, 
and  now  the  enthusiasm  over  vita- 
mines  promises  a  new  release.  Extract 
vitamines  from  fruits  or  vegetables  and 
decay  is  arrested.  If  this  be  true,  the 
limitation  upon  cannery  location  is  re- 
moved. If  none  of  the  manipulations 
of  raw  materials  suggested  proves  feasi- 
ble in  a  given  case,  there  is  always  the 
possibility  of  release  by  sub.stitution. 

Pittsburgh's  virtual  monopoly  of  the 
best  coke  has  been  defied  by  the  inven- 
tion of  ovens  that  take  ordinary  grades 
of  coal  and,  by  saving  the  by-products, 
turn  out  a  good  quality  coke  at  a  mod- 
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erate  price  Recent  reports  of  the 
Federal  Trade  Commission  indicate 
that  if  it  were  not  for  tlie  common  own- 
ership of  Pittsburgh  mills  and  those  at 
Duluth,  Birmingham  and  elsewhere, 
Pittsburgh  could  not  hold  its  own  in 
com})etition.  As  it  is,  the  higher  Pitts- 
burgh costs  are  set  as  the  base  levels  in 
determining  prices  for  the  nation  re- 
gardless of  cheaper  costs  in  more  acces- 
sible localities. 

Substitution  of  raw  materials  has 
taken  place  in  the  furniture  industry, 
particularly  the  branches  dealing  with 
office,  kitchen  and  hospital  furniture. 
Wood  is  replaced  with  steel.  The 
greater  accessibility  of  steel,  of  cour.se, 
is  only  a  partial  reason  for  the  change; 
high  price  of  wood  due  to  declining  sup- 
ply must  be  taken  into  account.  The 
paper  business  for  centuries  held  in 
leash  to  large  cities,  especially  ports, 
so  as  to  be  supplied  with  the  all  essen- 
tial linen  rags,  found  greater  freedom 
fifty  years  ago  when  wood  pulp  was 
substituted  for  rags.  Paper  mills  that 
had  been  localized  near  Philadelphia 
were  scattered  along  the  edge  of  the 
forests  from  Maine  to  Minnesota.  So 
far  as  raw  materials  are  concerned, 
therefore,  industry  by  concentration  or 
substitution  is  apparently  passing  out 
of  bondage  in  regard  to  location  of 
plants.  An  analogous  story  may  be 
told  in  respect  to  labor. 

Skilled  Labor  as  a  Factor  in  the 
Localization  of  Industry 

Nearly  every  industry  in  its  youth 
has  been  subservient  to  skilled  labor, 
and  many  of  our  important  manufac- 
turing enterprises  are  still  in  thraldom 
to  labor.  Sanitary  pottery  is  entirely 
the  work  of  skilled  hands  with  no  inter- 
vention of  machinery.  Glass  blowing 
is  a  matter  of  lungs,  legs,  and  fingers. 
Shoe  manufacture  was  a  hand  trade 
until  after  the  Civil  War,  and  although 
every  operation  may  now  be  done  by 


machines,  the  latter  require  skilled 
labor  in  their  operation.  This  labor  is 
so  well  organized  that  it  virtuall.y  con- 
trols the  shoe  business.  Wherever 
skilled  labor  is  an  important  item  of 
production,  the  home  of  the  labor  de- 
termines the  location  of  the  industry. 
Ties  of  sentiment  and  property  hold  the 
skilled  labor  together  in  one  place  so 
that  employers  must  go  where  the 
labor    lodges. 

The  result  is  a  high  degree  of  localiza- 
tion of  industry,  one  of  the  most  out- 
standing features  of  American  manufac- 
turing; indeed  the  names  of  many 
American  towns  are  nearly  always 
associated  with  the  principal  product 
of  the  place — an  industrial  hyphen.  As 
a  basis  for  such  an  assertion  one  need 
but  mention  Brockton  or  Lynn-shoes, 
Waterbury-brass,  New  York-clothing, 
Troy-collars,  Bridgeport-corsets,  New 
Bedford -cotton,  Glo  vers  ville -gloves, 
Philadelphia-hats,  Providence-jewelry, 
Akron-rubber,  Patterson-silk  and  Chi- 
cago-packing houses.  The  essential 
common  factor  in  all  these  localized 
industries  is  need  and  dependence  upon 
skilled  labor. 

The     Lessening     Significance     of 

Skilled  Labor  as  a    Determinant 

OF  Factory  Location 

But  labor's  skill  is  an  ephemeral 
prize.  Machinery,  sub-division  of  la- 
bor, multiplication  of  industries  or 
trades  blot  out  trade  distinctions  and 
tend  to  reduce  all  labor  first  to  semi- 
skilled but  eventually  to  the  unskilled 
basis.  Indeed  the  mere  existence  of 
skilled  labor's  power  over  industry  is 
a  challenge  to  employers  to  find  a  way 
to  offset  this  authority.  Transference 
of  skill  to  perfected  machines  is  one 
step  in  the  desired  direction.  Simpli- 
fication of  jobs  together  with  speciali- 
zation upon  the  simplified  tasks  con- 
tinues the  course. 

Of  great  assistance  to  employers  in 
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these  matters  is  scientific  management 
with  its  motion,  time  and  fatigue  stud- 
ies, together  with  functionaHzation. 
A  thorough  installation  of  scientific 
nianagoinent  loaves  little  of  skill  mo- 
nopoly in  the  hands  of  labor.  Except 
as  upspringing  new  industries,  the 
power  of  organized  labor,  and  the 
resistance  of  inertia  delay  the  move- 
ment, the  trend  is  away  from  skilled 
labor  and  toward  one  universal  class 
of  unskilled.  The  significant  feature 
for  our  purposes  of  such  a  change  is 
that  unskilled  labor  has  no  pride  of 
locality,  no  roots  running  deeply  and 
intertwined  into  the  community  that 
an  employer  is  bound  to  respect. 
AMiereas  skilled  labor,  without  change 
of  residence,  draws  the  factory  to  itself, 
the  unskilled  must  seek  the  fac- 
tory wherever  the  owners  choose  to 
put  it. 

Consequently,  localization  of  indus- 
try based  upon  skilled  labor  is  likely 
to  be  of  continuously  less  significance. 
Electrical  porcelain  potteries  differ 
from  sanitary  potteries  in  that  the 
former  use  machines  largely,  and  em- 
ploy semi-skilled  labor.  While  sani- 
tary ware  manufacture  is  localized  at 
Trenton,  N.  J.,  or  East  Liverpool, 
Ohio,  electrical  porcelain  is  manufac- 
tured in  a  score  of  scattered  places. 
Glass  manufacture,  long  under  the 
dominion  of  labor,  has  substituted 
compressed  air  for  lungs,  molds  for 
skilled  fingers,  and  travelling  belts  for 
legs.  Hence  glass  blowers  are  losing 
their  aristocratic  bearing,  and  facto- 
ries may  seek  locations  regardless  of 
labor  domination.  The  trade  was 
once  centered  in  \ew  Jersey,  but  today 
it  is  practiced  in  western  Pennsylvania, 
Ohio,  West  Virginia  and  Indiana. 

A  few  shoe  manufacturers  have 
started  making  footwear  upon  the  same 
principles  of  standardization  as  Ford 
cars.  If  the  experiment  succeeds  the 
way    is    opened    to    escape    from    the 


restrictions  upon  location  due  to  labor; 
for  standardization  of  leather,  lasts, 
methods  and  internal  factory  trans- 
I)ortation  removes  the  insistent  need 
for  skill.  Brass  casting,  long  an  heredi- 
tary secret  among  .selected  casters  in 
Connecticut,  is  now  under  the  control 
of  the  chemical  and  physical  laboratory. 
Significantly,  it  is  Buffalo,  not  Water- 
bury,  that  blazes  the  way  with  the  new 
scientific  methods.  Collars  in  Troy 
may  be  made  by  machines;  the  princi- 
pal reason  why  so  many  of  them  are 
not  is  the  influence  of  changing  styles 
upon  standardization.  In  short,  the 
attack  has  been  carried  into  every 
localized  stronghold,  and  has  been  so 
successful  that  the  })henomenon  of 
localized  industries  due  to  skilled  labor 
is  yearly  harder  to  demonstrate  and 
promises  to  disappear.  If  it  does,  the 
hold  of  skilled  labor  upon  the  location 
of  a  factory  is  broken.  Questions  of 
labor  quantity,  not  quality,  will  then 
be  raised  when  a  factory  location  is 
considered.  Since  the  sands  of  Lake 
Michigan  can  be  turned  into  a  Gary, 
and  the  mountain  fastnesses  of  Mingo 
County  into  a  Matteawan,  the  tem- 
porary absence  of  unskilled  labor  from 
a  particular  location  is  not  a  vital 
matter  and  may  be  remedied. 

Nearness  to   Market   Continues 
TO  Control  the  Location  of  Manu- 
facturing Plants 

The  third  great  factor  that  has  most 
often  fastened  factories  to  specified 
localities  has  been  the  need  to  be  near 
markets.  Of  course,  with  this  as  with 
the  other  factors  mentioned,  .some  indus- 
tries are  more  vitally  concerned  than 
others.  Products  that  are  easily  bro- 
ken, bulky,  or  are  needed  for  quick  con- 
venience are  most  under  the  domina- 
tion of  market.  For  example,  pottery 
is  hard  to  ship  without  breakage  and 
consequently  the  potteries  find  their 
best  location  near  the  places  of  largest 
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sale.  For  this  reason  Ohio  leads  the 
nation  in  making  drain  tile,  a  product 
in  great  demand  for  the  farms  of  Ohio, 
Indiana,  Illinois  and  Iowa.  Since  agri- 
cultural tools  ordinarily  are  not  only 
bulky  but  also  must  be  repaired  with- 
out delay,  they  are  manufactured  as 
near  the  farm  as  is  convenient.  Corn 
belt  tools  are  made  at  ('hicago  and 
Springfield,  Illinois,  while  the  wheat 
belt — Kansas,  Nebraska,  the  Dakotas 
and  Minnesota — receives  its  farm  im- 
plements from  Chicago,  Moline,  Rock 
Island  or  Davenport. 

The  manufacture  of  textile  machin- 
ery and  equijiment  in  Worcester  and 
Providence  near  the  large  textile  cen- 
ters of  Massachusetts,  illustrates  the 
factor  of  convenience.  It  is  a  simple 
matter  to  make  quick  repairs  and  ad- 
justments when  the  machine  manu- 
facturing industries  are  near  the  ma- 
chine-using industries.  In  general  it 
may  be  said  that  nearness  to  market  is 
the  most  important  of  location  consid- 
erations to  the  largest  number  of  manu- 
facturing enterprises. 

Unlike  the  cases  so  far  mentioned, 
industrial  progress  has  not  materially 
lessened  the  power  exerted  by  the 
market  factor.  Nevertheless  there 
have  been  attempts  to  combine  large 
scale  industry  and  even  localized  manu- 
factiu-e  with  decentralization  of  plants 
near  to  the  final  consumer.  The  man- 
ufacture of  Ford  cars  is  a  case  in  point. 
The  principal  plant,  of  course,  is  at 
Detroit,  but  all  the  large  distributing 
centers  have  assembling  plants  of  con- 
siderable size.  These  plants  also  man- 
ufacture some  small  parts  and  do  much 
repairing  on  cars  already  sold.  This 
scheme  admits  of  large  scale  production 
of  the  principal  parts  of  the  car  at 
Detroit  with  cheaper  shipment  in  the 
knock-down  state  to  the  sub-manufac- 
turing unit,  sand  then  the  assembling 
and  final  shipment  to  the  consumer 
from  these  units. 


Although  the  Ford  car  is  spectacular 
in  this  device,  it  is  by  no  means  unique. 
Similar  schemes  are  practised  in  many 
other  trades.  Montgomery  Ward  & 
Company,  the  large  mail-order  house, 
in  addition  to  its  principal  warehou.se 
at  Chicago,  has  branch  houses  at  St. 
Paul;  Portland,  Oregon;  Fort  Worth, 
Texas,  and  Kansas  City,  Missouri. 
Furthermore,  the  large  shoe  manufac- 
turing concerns  of  eastern  Massachu- 
setts have  branch  plants  in  St.  Louis 
and  Cincinnati.  Even  with  a  new 
type  of  transportation  or  with  the 
changes  indicated  below  in  regard  to 
transportation,  the  factor  of  nearness 
to  market  is  likely  to  have  an  enduring 
influence  upon  the  location  of  maim- 
facturing  plants,  for  the  factory  nearest 
to  the  market  will  always  have  an  ad- 
vantage over  one  more  remote. 

Power  and  Fuel  as  Industrial  Site 
Controls 

Among  other  matters  that  have  had 
a  bearing  upon  where  a  factory  should 
be  built  have  been  the  factors  of  power 
and  fuel.  The  earliest  factories  used 
so  little  power  and  the  machines  were 
so  small  and  light  that  small  streams 
could  be  harnessed  and  made  to  render 
service.  The  parts  of  the  United 
States  that  were  then  settled  were  pro- 
vided everywhere  (except  in  the  extreme 
Southern  Atlantic  Coastal  Plain)  with 
small  power  sites.  But  after  the  inven- 
tion of  the  power  loom  and  the  erection 
of  the  first  complete  factory  at  Wal- 
tham  in  1814,  the  situation  changed. 
Large  water  powers  from  that  time  on 
became  increasingly  important.  Such 
sites  were  limited  in  number.  There- 
fore manufacturing  tended  to  collect 
about  the  available  sites.  Instances 
are  Lowell,  Lawrence,  Holyoke,  Pater- 
son,  Woonsocket  and  Norwich.  These 
sites  were  open  to  the  usual  objection 
to  water  power,  namely,  that  it  is  con- 
fined to  the  power  available  at  a  par- 
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ticular  spot  and  has  definite  limits  to 
expansion. 

Increasing  demand  for  protlucts,  and 
hence  search  for  power  in  order  to  take 
care  of  the  necessary  increase  in  manu- 
factnring  facihties,  event  iially  led  man- 
ufacturers to  adopt  steam  in  the  place 
of  water  power.  Although  the  steam 
engine  was  improved  and  its  manu- 
facture cheapened,  nevertheless  at  the 
time  that  it  began  to  supersede  water 
power,  the  latter  was  by  far  the  cheaper 
source  of  power,  costing  only  about  a 
fourth  as  much  per  horse  power  per  year 
as  steam.  The  principal  reason  why 
the  steam  engine  came  into  almost  uni- 
versal use  was  the  elasticity  and  free- 
dom with  which  it  might  be  set  up. 
Steam  really  liberated  manufacturers 
in  their  choice  of  location,  for  a  steam 
engine  will  operate  anywhere  that  fuel 
can  be  secured.  Unless  power  is  a 
very  large  element  in  the  cost  of  pro- 
duction, however,  the  cost  of  coal  has 
very  little  influence  upon  the  location 
of  a  mill.  If  power  is  a  small  item  in 
total  costs,  then  this  cost  may  be  trip- 
led or  quadrupled  without  vitally 
affecting  the  total  cost  of  the  products 
manufactured. 

However,  even  steam  does  not  give 
the  widest  choice  of  location.  The 
limitation  upon  the  use  of  steam  power 
is  the  securing  of  cheap  fuel.  Fuel  is 
cheapest  at  points  nearest  to  the  coal 
fields  and  expensive  in  proportion  to 
the  distance  from  the  mines.  There 
is  a  final  limit  to  the  distance  which 
coal  can  be  carried  economically  for 
manufactures.  This  limitation  partly 
explains  the  absence  of  manufacturirig 
from  such  places  as  North  and  South 
Dakota,   Kansas  and  western   Texas. 

Another  .source  of  power  and  fuel  is 
crude  oil  or  natural  gas.  In  regard  to 
crude  oil,  the  story  is  much  the  same  as 
in  respect  to  coal.  Natural  gas  is  more 
limited  in  its  range  from  the  .source  of 
supply  than  either  coal  or  crude  oil. 


Although  West  .Virginia  gas  has  been 
utilized  as  far  distant  as  the  glass  works 
of  Muncie,  Indiana,  necessity  of  trans- 
porting the  gas  through  pipes,  limits 
in  general  the  distance  that  it  can  be 
carried  for  economic  use. 

Electricity  Curtailing  the  Power 
Factor  as  a  Determinant  of  In- 
oustrial  Sites 

The  factor  which  tends  to  liberate 
manufacturers  from  the  constraint  of 
any  of  the  power  or  fuel  sources  men- 
tioned is  the  transference  of  energy 
into  the  form  of  electricity.  Power 
developed  from  the  Mississippi  operates 
mills  in  all  the  little  towns  of  western 
Illinois  within  the  radius  of  Peoria  and 
Springfield,  while  Connecticut  River 
power  harnessed  below  Brattleboro 
operates  machinery  in  Providence 
On  the  Pacific  Coast  hydro-electric 
power  has  been  carried  500  miles  before 
it  was  used.  Similar  proposals  are 
being  made  to  develop  electricity  from 
coal  at  the  mine.  If  the  various 
sources  of  electrical  energy,  either  from 
water  or  coal,  in  the  East  were  joined 
in  one  super-power  system,  then  there 
would  be  no  region  east  of  the  Alle- 
ghanies  that  could  not  use  electrical 
power  in  any  amounts  necessary. 

A  similar  development  from  the  fuels 
and  the  water  powers  of  the  Middle 
West  would  give  ample  power  to  the 
whole  region.  By  turning  the  low 
grade  fuels  found  in  North  and  South 
Dakota  and  Texas  (lignite)  into  pro- 
ducer gas  and  then  changing  the  energy 
into  electricity,  these  regions  also  could 
b(^  sup])lied  with  the  essential  that  they 
have  so  far  lacked.  The  New  Salem 
field  of  North  Dakota  alone  is  estima- 
ted to  contain  two  billion  tons  of  lignite. 
It  has  a  tested  heat  value  of  6700 
B.  T.  U.  Translated  into  dollars,  this 
means  that  at  $.5  a  ton  the  prairie  lig- 
nite is  equal  to  Pittsburgh  bituminous 
coal  at   $10.20  a  ton.     If  instead  of 
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steam  engines — the  basis  for  the  fore- 
going— the  Hgnite  were  gasified  and 
then  made  into  electricity,  its  value 
would  be  even  greater.  The  streams 
of  the  Rockies  and  the  Cascades  could 
be  turned  to  commercial  advantaj^e 
in  the  Far  West,  as  some  of  them  al-. 
ready  are.  Therefore,  even  under  the 
limitation  of  tiansmission  of  power  by 
wire  there  is  no  region  of  the  country 
that  is  beyond  the  feasible  range  of 
transmission  of  electrical  energy. 

When  one  indulges  in  prophecy  and 
deals  with  the  attempts  to  transmit 
electrical  power  by  wireless,  then  he 
faces  the  possibility  that  there  may 
eventually  be  no  place  without  the 
service  of  any  amount  of  power  re- 
quired. Such  an  industrial  opportu- 
nity is  far  removed  from  the  constric- 
tions in  power  that  first  faced  the  man- 
ufacturers of  this  country  and  led  them 
to  erect  "Lowells"  and  "Holyokes." 
So  far  as  power  is  concerned.  Death 
Valley  and  New  York  City  would  be 
equally  available  as  factory  locations. 

Capital,  Unprovincial,  the  Least 
OF  THE  Factors  Affecting  the  Lo- 
cation OF  Industries 

One  other  factor  which  sometimes 
has  a  bearing  upon  the  location  of  fac- 
tories is  capital.  There  are  men,  the 
possessors  of  surplus  funds,  who  will 
not  invest  them  in  any  project  that 
they  cannot  keep  under  their  own  eyes. 
The  retired  whaling  captains  of  New 
Bedford,  seeking  investment  when 
whaling  declined,  would  not  support 
projects  as  near  by  as  Fall  River  but 
insisted  on  putting  their  money  into 
"home  enterprises,"  thus  establishing 
New  Bedford  as  a  cotton  mill  city. 
Insofar  as  such  individuals  exist,  they 
tend  to  keep  manufacturing  local 
wherever  the  enterprise  depends  upon 
local  funds. 

But  for  the  most  part,  capital  is  not 
provincial;  Beacon  Street's  timid  old 


maids  furnished  part  of  the  capital  for 
the  roaring  copper  towns  of  Butte  and 
Anaconda.  Furthermore,  capital  is 
not  national:  in  itself  it  has  no  patriot- 
ism. The  Pennsylvania  railroad  is 
owned  in  part  by  the  widows  and  or- 
phans of  Scotland,  while  on  the  con- 
trary, 73  per  cent  of  the  Canadian  Pa- 
cific railroad  is  owned  by  people  in  the 
United  States  and  only  17  per  cent  by 
Canadians  or  British.  Mexican  oil  is 
shared  in  its  exploitation  by  American 
and  British  interests,  while  the  World 
War  focused  attention  on  the  extent  of 
German  ownership  of  French,  British 
and  American  industries.  Wherever 
there  is  a  reasonable  assurance  of  gain 
and  a  minimum  risk,  there  capital  can 
be  secured.  Consequently,  a  man  de- 
siring to  set  up  a  factory  would  not 
ordinarily  have  to  depend  upon  local 
capital  to  support  his  project.  If  it 
gave  reasonable  assurance  of  success, 
capital,  even  from  distant  points,  could 
be  secured  for  financing  the  enterprise. 
So  we  can  set  down  capital  as  the  least 
of  the  factors  that  have  a  bearing  upon 
the  location  of  industry. 

How  Railroad  Rates  Fixed  Indus- 
trial Centers 

Interwoven  with  all  of  the  factors  so 
far  considered  is  the  vital  matter  of 
transportation.  Lack  of  transporta- 
tion thoroughly  decentralizes  industry. 
The  earliest  stages  of  manufacturing  in 
this  country  when  all  industry  was  of 
the  local  type  exemplified  by  saw  mills 
and  grist  mills,  well  illustrate  how  ab- 
sence of  carriage  facilities  constricts 
business.  The  progress  of  railroad 
building  from  IS'^S  to  1900  was  a  most 
essential  element  in  determining  manu- 
facturing activities  in  the  United 
States.  Railroad  policy  was  a  vital 
influence  in  the  growth  and  preemi- 
nence of  eastern  manufacturing. 

In  order  to  bind  the  whole  nation 
together  and  to  encourage  the  use  of 
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railroads  in  thinly  settled  regions,  it 
was  a  necessary  part  of  railroad  strat- 
egy to  fix  freight  rates  at  the  lowest 
possible  point.  As  a  result,  between 
18^28  and  1916  railroad  freight  rates 
were  successively  revised  downward. 
Furtliorniore,  the  rates  were  arranged 
to  give  precedence  to  the  long  haul 
over  the  short  haul.  It  was  to  the 
interest  of  the  railroads,  since  they 
made  their  profits  on  the  long  rather 
than  the  short  hauls,  to  keep  manufac- 
turing localized  in  the  East  where  it 
first  developed  and  to  prevent  wide 
decentralization  of  manufacturing  in 
the  western  agricultural  regions. 

Rates  were  also  adjusted  so  as  to 
give  undue  favoritism  to  the  large 
Eastern  seaboard  cities.  This  led  to 
the  building  of  great  centers  of  popu- 
lation in  the  East  specializing  in  manu- 
facture and  the  Avide  dispersal  of  agri- 
culture in  the  Middle  and  Far  West. 
The  result  was  a  long  haul  for  manu- 
factured articles  westward  and  a  long 
haul  of  agricultural  products  eastward. 
Some  of  the  farm  output  was  necessary 
to  feed  congested  areas  in  the  East, 
but  in  addition  large  amounts  of  it 
were  raw  materials  foi  the  factories  of 
the  East.  It  is  a  little-appreciated 
fact  that  factories  secure  three-fourths 
of  their  raw  materials  from  farms,  and 
that  half  of  the  farm  products  go  to 
factories.  The  fixing  of  rates  as  indi- 
cated was  a  part  of  a  necessary  stage 
in  the  economic  development  of  the 
United  States  and  criticism  cannot 
justly  be  levelled  against  it.  Without 
such  an  arrangement  it  is  difficult  to 
see  how  a  continent  so  quickly  could 
have  become  a  nation. 

Present  Tendencies  Point  to 
J3e(  entralization 

But  the  period  when  these  things 
were  necessary  has  passed.  The  coun- 
try is  now  settled  from  coast  to  coast. 
There  is  no  need  for  keeping  the  indus- 


trial development  of  one  region  arti- 
ficially stimulated  and  another  region 
artificially  retarded.  For  many  other 
reasons  not  germane  to  this  subject, 
the  whole  railway  indu.stry  is  inider 
intensive  scrutiny  and  faces  epochal 
changes.  The  matter  of  the  long  haul 
and  the  short  haul  is  likely  to  be 
changed  in  the  general  reorganization  of 
the  railway  system,  which  is  imminent. 
It  seems  likely  that  the  railroads  may 
soon  be  under  the  control  of  the  gov- 
ernment again  and  operated  for  service 
rather  than  profit.  Among  other  re- 
forms that  seem  probable  is  the  adjust- 
ment of  rates  on  the  basis  of  service 
rendered.  This  means  that  rates  will 
probably  be  placed  upon  a  mileage 
charge  plus  a  charge  for  terminal 
facilities. 

If  this  occurs  there  will  be  a  rapid 
decentralization  of  manufacturing. 
Then  localization  of  industry  no  longer 
will  be  profitable.  Nearness  to  raw 
materials  and  especially  nearness  to 
market  will  be  enhanced  as  factors  to 
be  considered  in  locating  a  factory. 
The  great  centers  of  population  in  the 
East  will  be  vitally  affected.  Without 
artificial  support  from  the  railroads  the 
centers  could  not  continue  their  indus- 
trial supremacy.  Insofar  as  the  east- 
ern cities  turn  their  attention  to  the 
manufacture  of  articles  using  imported 
raw  material  or  manufactui'cd  articles 
for  export,  their  manufacturing  plants 
could  be  retained  and  even  increased. 
'J'he  commodities  needed  by  the  people 
living  in  the  l''ast  also  could  be  manu- 
factured in  that  region  but  the  vast 
consuming  market  in  the  Middle  We.st 
would  be  removed  from  the  dominance 
of  eastern  manufacturers  and  sup- 
j)lied  by  factories  in  the  Middle  West 
itself. 

In  fact,  the  Middle  West  is  likely  to 
witness  a  rapid  increase  in  its  indus- 
trial activities.  It  is  not  without 
meaning  that  the  state  of  Michigan  led 
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the  nation  between  1910  and  1920  in 
increase  of  population.  All  of  the 
natural  factors  favoring  manufacturing 
are  to  be  found  in  the  Middle  West. 
Raw  materials  from  the  farm  and  from 
the  mines  are  easily  available,  power 
and  fuel  are  at  hand,  living  is  cheap 
because  of  the  prevalence  of  farms,  and 
labor  is  available,  especially  that  of 
women. 

How    the    Westward     Movement 
Favors  the  Worker 

On  the  human  side  it  is  far  more 
desirable  to  have  a  large  number  of 
relatively  small  factories  scattered 
through  the  small  cities  and  towns  of 
the  Middle  West  than  it  is  to  have 
great  plants  erected  in  the  large  cities 
of  the  East.  The  life  of  an  artisan  in 
a  large  city  is  often  figuratively  ex- 
pressed as  machine  slavery,  and  the 
facts  of  the  life — tenements,  scorching 
grassless  pavements,  noise,  violence, 
disciplined  attendance  at  work,  cease- 
less fear  of  the  arbitrary  life  and  death 
decisions  of  employers — do  not  give  the 
lie  to  the  name  applied.  The  vaunted 
advantage  of  the  city  in  supplying 
amusement  is  usually  limited  to  pipe 
smoking  of  evenings,  coatless  on  the 
airless  front  steps.  Of  course  there 
are  movies  too — but  every  hamlet  has 
its  movies. 

On  the  other  hand,  workers  in  a 
Mid-West  factory  in  a  moderate  sized 
toAVTi  escape  tenements  for  cottages, 
combine  gardening  with  shop  craft, 
sleep  in  quiet,  and,  because  the  "boss" 
and  his  men  have  many  intimate  social 
contacts  outside  of  working  hours,  the 
rigor  of  discipline  is  lacking  during  the 
work  day.  Furthermore,  the  artisans 
of  the  smaller  places  and  some  of  the 
large  are  mostly  American  born. 
Kansas  City  holds  first  rank  among  our 
cities  by  her  verified  claim  that  85  per 
cent  of  her  citizens  are  born  in  this 
country.     From  the  human  viewpoint 


therefore,  a  shifting  of  factories  to  the 
Middle  West  is  advantageous. 

Neav  Factors  in  Transportation 

The  new  factor  in  transportation, 
the  automobile  truck,  foreshadows  .a 
quickening  of  the  decentralization  of 
industry.  The  truck  has  already  dem- 
onstrated its  ability  to  compete  with 
railroads  for  distances  of  fifty  miles.  If 
the  railroad  is  forced  to  concentrate  its 
efforts  on  short  haul  business  it  will 
come  in  conflict  with  the  truck.  Rates 
ought  to  reflect  this  competition;  if 
they  do,  then  more  than  ever  will  it 
be  advantageous  to  put  a  factory  with- 
in short  reach  of  its  raw  materials  and 
especially  its  market. 

As  regards  the  airship,  the  latest 
transportation  agent,  speculation  as  to 
its  development  is  dangerous  in  the 
face  of  the  achievement  of  the  auto- 
mobile. Even  now  planes  flying  120 
miles  an  hour  have  reached  an  engine 
efficiency  of  twenty  miles  to  the  gallon 
of  gasolene.  No  automobiles  at  that 
speed  have  ever  attained  so  high  a 
mileage  and  few  cars  at  any  speed  have 
reached  it.  Nevertheless,  it  appears 
that  the  air  craft  for  some  time  will  be 
limited  to  carrying  small  valuable  pack- 
ages, or  those  in  which  speed  of  delivery 
is  of  importance.  If  they  do  offer 
serious  competition  to  the  railroad  or 
truck,  they  will  turn  the  tide  of  indus- 
trial decentralization  backwards  and 
permit  centralization  because  they 
mitigate  consideration  of  distance  or 
time.  But  one  fact  stands  out — how- 
ever efficient  and  cheap  air  transport 
becomes — it  will  always  remain  true 
that  the  producer  nearest  his  market 
has  an  advantage  over  his  competitors. 
This  truth  will  in  the  future  as  now 
exert  a  powerful  leverage  toward  de- 
centralization. 

In  general  the  ordinary  considera- 
tions that  have  limited  the  choice  of 
factory  location — raw  materials,  labor, 
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markct.power  or  fuel,  capital  and  trans-  factors  of  location,  but  limited  by  the 

]H)rtation — have  been  shown  to  have  changes  in  transportation,  wehaveindi- 

lessening  force   as   industrial   progress  cated  the  likelihood  of  the  important 

has  been  made.     To  this  generalization  role  to  be  played  by  the  Middle  West, 

two  partial  exceptions  have  been  made,  The  selection  of  a  location  for  a  factory 

—one  in  respect   to  market  and  the  should    not    be    made    until    serious 

other  as  to  raw  materials.     Under  the  thought  has  been  given  to  reasoning  of 

new  freedom  as  regards  most  of  the  this  character. 


The  Railroad  Predicament:  How  It  Arose  and  How  to 

Get  Out  of  It 

By  T.  W.  Van  Metre 

Associate  Professor  of  Transportation,  Columbia  University 


WHEN  the  armistice  was  signed 
in  November,  1918,  the  people 
of  the  United  States  turned  their  atten- 
tion at  once  to  the  many  problems  of 
"reconstruction"  which  were  the  leg- 
acy of  war.  Among  these  problems 
none  presented  more  serious  diflBculties 
than  the  railroad  question.  For  sev- 
eral years  before  the  government  had 
assumed  charge  of  the  railroads,  the 
nation  had  been  vexed  with  a  "rail- 
road problem."  A  year  of  govern- 
ment operation  had  served  to  add  to 
former  complications.  There  was  uni- 
versal agreement  that  radical  action  of 
some  kind  was  necessary,  but  unhappily 
there  was  a  bewildering  confusion  of 
.counsel  as  to  what  this  action  should  be. 
There  was  no  resolute  leadership,  and 
there  was  no  solidarity  of  opinion. 

The  many  suggested  "plans"  for 
dealing  with  the  railroad  situation  fell 
into  three  general  classes: 

1.  Government  ownership.  The  lead- 
ing advocates  of  this  policy  centered 
their  energies  upon  the  promotion  of 
of  the  Plumb  plan. 

2.  The  continuation  of  government 
operation  for  a  longer  period  of  time 
than  had  been  originally  contemplated. 
This  plan  was  proposed  by  Mr. 
McAdoo,  the  first  Director  General  of 
Railroads,  and  approved  by  his  succes- 
sor, Mr.  Hines.  Mr.  McAdoo  felt  that 
government  operation  should  be  given 
a  further  test  for  at  least  five  years, 
during  which  time  a  permanent  rail- 
road policy  could  be  worked  out  in  an 
orderly  and  scientific  manner. 

3.  The  speedy  resumption  of  private 
control,  with  the  enactment  of  such 


legislation  as  w^ould  remove  the  most 
glaring  defects  of  the  former  railroad 
policy.  Railroad  managers,  the  owners 
of  railroad  securities,  and  the  great 
majority  of  the  public  indorsed  this 
general  program,  though  there  was  a 
wide  divergence  of  opinion  as  to  what 
should  be  the  character  of  the  new 
Federal  railroad  legislation. 

It  was  the  last  mentioned  policy 
which  was  adopted.  Congress  was  dis- 
posed to  give  little  heed  to  any  sugges- 
tion of  government  ownership,  and  was 
also  averse  to  a  continuation  of  Federal 
control  for  a  period  longer  than  was 
necessary  for  the  enactment  of  a  rail- 
road law.  President  Wilson  had  no 
constructive  suggestion  to  offer.  He 
too  was  in  favor  of  the  speedy  resump- 
tion of  private  control,  but  he  chose  to 
leave  to  Congress  the  task  of  formu- 
lating a  new  national  railroad  policy. 
After  a  year  of  somewhat  perfunctory 
investigation  and  wrangling  over  de- 
tails. Congress  finally  passed  the  Trans- 
portation Act,  which  became  a  law  on 
February  28,  1920,  two  days  before  the 
termination  of  Federal  control. 

The  Promise  and  Results  of 
THE  Transportation  Act 

Railroad  managers  assumed  charge 
of  their  various  properties  with  a  feel- 
ing of  optimism.  A  guarantee  of  the 
standard  return  for  a  period  of  six 
months  gave  them  assurance  of  time 
to  reorganize  their  somewhat  scattered 
forces  without  fear  of  financial  trouble. 
Before  the  guaranty  period  expired  the 
Interstate  Commerce  Commission,  in 
compliance  with  the  terms  of  the  Trans- 
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portation  Act,  ordered  a  large  increase 
in  rates  and  fares,  an  increase  which,  if 
the  vohime  of  traffic  should  be  main- 
tained, would  give  to  the  carriers  the 
"  fair  return  "  to  which  the  law  declared 
them  to  be  entitled. 

^Miat  were  the  results  ?  The  promise 
of  a  speedy  restoration  of  railroad 
prosperity  was  not  fulfilled.  The  bus- 
iness depression  which  began  in  19'20 
was  soon  reflected  in  a  sharp  decline  of 
railroad  traffic,  a  decline  which  the  in- 
crease in  rates  did  not  fail  to  stimulate. 
The  railroad  managers,  finding  their 
gross  income  much  smaller  than  they 
had  hoped  for,  with  little  prospect  of 
early  improvement,  discovered  that  the 
working  agreements  and  wage  sched- 
ules negotiated  during  the  time  of 
Federal  control  were  resulting  in  exces- 
sive and  unfair  returns  to  labor.  They 
accordingly  precipitated  a  controversy 
with  their  employees,  in  a  manner  so 
undiplomatic  and  at  such  variance 
with  the  express  terms  of  the  law  that 
they  aroused  the  bitter  resentment  of 
their  workmen  and  earned  for  them- 
selves the  condemnation  of  a  large 
group  of  railroad  security  holders. 
Agricultural,  lumbering  and  manufac- 
turing interests  in  many  sections  of  the 
country,  confronted  with  a  down- 
ward movement  of  prices,  began  a 
chorus  of  protest  against  high  railroad 
freight  rates.  Railroad  credit,  none 
too  strong  for  many  years,  became 
almost  demoralized.  The  railroad 
Labor  Board,  the  Interstate  Com- 
merce Commission,  President  Hard- 
ing and  his  Cabinet,  are  now  all  at 
work  trying  to  solve  the  railroad  prob- 
lem again.  The  Senate  is  holding 
another  investigation  of  the  railroads 
to  find  out  what  the  railroad  problem 
really  is,  the  only  result  being  that  it  is 
turning  over  soil  that  has  been  plowed 
and  replowed  so  often  in  the  past  ten 
years  that  a  crop  has  never  had  a 
chance    to    grow.     The    [)ublic    is   fed 


with  bulletins  and  press  dispatches 
most  of  which  consist  of  a  mass  of  mis- 
leading propaganda  from  prejudiced 
witnesses  who  have  recited  their  pieces 
so  often  that  they  are  almost  at  the 
point  of  believing  them  to  be  true. 

In  surveying  the  present  situation 
one  feels  inclined  to  wonder  if  Mr. 
McAdoo's  suggestion  that  the  period 
of  Federal  control  be  extended  for  at 
least  five  years  was  not  worthy  of  more 
consideration  than  it  received.  His 
plan,  if  adopted,  would  at  least  have 
had  the  virtue  of  making  possible  the 
clear  establishment  of  responsibility 
for  the  events  of  the  reconstruction 
period.  It  is  not  unlikely  that  many 
weary  railroad  managers  would  gladly 
be  relieved  of  the  burdens  which  their 
haste  for  a  resumption  of  private  oper- 
ation has  so  unexpectedly  brought  to 
them.  But  whether  the  choice  of 
policy  was  wise  or  not,  the  choice  was 
made,  and  we  must  abide  by  it.  The 
problem  of  what  to  do  next  is  the  press- 
ing question,  and  there  is  little  comfort 
or  profit  in  vague  speculation  as  to 
what  might  have  been. 

Immediate  Financial  Aid  for  Rail- 
roads A  Step  Toavard  Business 
Revival 

The  railroad  depression  has  existed 
so  long  and  seems  to  have  gone  so 
steadily  from  bad  to  worse,  that  one  is 
justified  in  asking  whether  there  is 
ever  going  to  be  a  marked  imj)rovement 
of  a  permanent  character.  Promise 
has  succeeded  promise,  and  each  has 
been  devoid  of  fulfillment.  With  the 
general  economic  situation  such  as  it  is, 
it  is  of  the  highest  importance  that 
whatever  steps  can  be  taken  to  restore 
the  roads  even  temporarily  to  a  .sem- 
blance of  prosperity  should  be  taken 
without  delay.  While  the  railroad 
situation  is  not  responsible  for  the 
general  business  depression,  it  is  un- 
questionably a  contributing  factor  of 
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no  little  significance.  A  partial  restor- 
ation of  the  railroads  to  financial 
stability  would  do  much  toward  stim- 
ulating activity  in  other  fields  of  busi- 
ness enterprise.  Something  can  be 
done  perhaps  to  repair  the  fortunes  of 
the  railroads,  irrespective  of  their  rela- 
tion to  conditions  throughout  the  busi- 
ness world. 

Unbusinesslike  Policy  of  United 
States  Railroad  Administration 
Chiefly  Responsible  for  Plight 
OF  Railroads 

The  present  financial  plight  of  the 
railroads  is  due,  more  than  to  any  other 
single  cause,  to  the  shortsighted  policy 
pursued  by  the  United  States  Railroad 
Administration  when  it  conducted  the 
railroad  business  at  a  loss.  During  the 
entire  war  period,  while  other  business 
establishments  in  the  United  States,  by 
increasing  the  margin  between  expenses 
of  production  and  prices,  were  piling 
up  surpluses  to  tide  them  over  the  in- 
evitable period  of  reaction,  Mr.  McAdoo 
obligingly  kept  railroad  rates  at  a  level 
which  produced  revenue  barely  sufii- 
cient  to  meet  the  actual  expenses  of 
operation,  and  turned  to  the  Federal 
Treasury  for  funds  to  meet  the  deficit 
occasioned  by  the  necessity  of  paying 
rentals  for  the  use  of  railroad  proper- 
ties. It  does  not  appear  that  the 
government  was  unduly  extravagant  in 
operating  the  railroads.  It  was  forced 
to  pay  higher  prices  for  supplies  and 
higher  wages  to  workmen,  but  costs  in 
the  railroad  business  did  not  advance 
any  more  rapidly  than  in  other  fields 
of  industry.  As  a  matter  of  fact, 
when  the  period  of  Federal  control 
ended,  the  wages  of  railroad  labor 
were  considerably  below  the  level  of 
wages  of  labor  of  a  similar  character  in 
other  industries,  a  condition  which  the 
Railroad  Labor  Board  recognized  in 
reaching  its  first  important  decision. 
Where    the    Railroad    Administration 


failed,  was  in  refusing  to  advance  rail- 
road charges  at  a  rate  commensurate 
with  the  rate  of  increase  of  conunodity 
prices  and  wages.  A  single  increase  of 
twenty-five  percent  was  Mr.  McAdoo's 
only  notable  chauge  in  freight  rates 
diu'ing  a  period  in  which  commodity 
prices  and  wages  advanced  approxi- 
mately one  hundred  per  cent.  Had  he 
pursued  a  souud  business  policy  he 
would  have  exacted  charges  which 
would  not  only  have  served  to  meet  all 
costs  of  operation,  but  which  would 
have  provided  a  surplus  to  meet  any 
possible  future  claims  for  under-main- 
tenance  and  to  create  a  fund  which 
in  fairness  the  government  could 
now  turn  over  to  the  railroads  to 
carry  them  through  the  period  of 
depression. 

The  shortsighted  financial  policy  of 
the  Railroad  Administration  had  cer- 
tain unfa\'orable  results  which  were 
perhaps  of  more  significance  than  the 
deficit.  When  the  railroads  were 
turned  back  to  their  owners,  the  small 
margin  of  net  earnings  made  necessary 
a  large  increase  of  rates  and  fares, 
which  was  promptly  granted  by  the 
Interstate  Commerce  Commission. 
This  increase  came  at  a  most  unfortu- 
nate time,  just  when  the  prices  of  nearly 
all  commodities  were  rapidly  falling. 
While  the  advance  of  freight  rates  dur- 
ing a  time  of  falling  prices  was  prob- 
ably not  the  sole  cause  of  the  large  re- 
duction of  freight  traffic,  it  certainly 
did  not  have  the  effect  of  encouraging 
greater  shipments.  The  worst  efl^ect  of 
the  increase,  coming  when  it  did,  was 
in  its  psychological  aspects.  It  placed 
the  railroad  companies  in  a  bad  light 
with  their  employes  and  with  shippers. 
No  farmer  who  has  just  seen  his  wheat 
drop  from  three  dollars  to  a  dollar 
and  a  half  a  bushel  accepts  a  forty-five 
per  cent  increase  in  freight  rates  with 
an  air  of  cheerful  equanimity.  A  dri\e 
for  a  reduction  of  wages  loses  some  of  its 
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effectiveness  when  it  is  staged  imme- 
diately after  a  substantial  advance  of 
prices.  What  manufacturer  would  be 
so  foolhardy  as  to  advance  the  price  of 
his  product  thirty  per  cent  and  the 
next  month  post  a  notice  to  his  w'ork- 
men  that  their  wages  would  be  cut 
twenty-five  per  cent  and  the  working- 
day  extended  from  eight  to  ten  hours? 
The  fact  that  the  current  of  railroad 
finance  was  permitted  to  run  almost 
directly  counter  to  the  current  of 
finance  in  other  kinds  of  business 
placed  the  carriers  in  an  extremely 
awkward  position. 

Had  the  Railroad  Administration 
exercised  good  judgment  the  carriers 
would  have  been  in  a  position  in 
August,  lO^O,  to  reduce  rates  instead 
of  advancing  them.  Such  action  would 
have  had  a  stimulating  effect  upon  bus- 
iness and  would  have  been  to  the  ad- 
vantage of  the  carriers  financially. 
The  campaign  for  a  reduction  of  rail- 
road wages  would  at  least  have  had  a 
background  of  greater  plausibility. 
And  the  surplus  which  the  government 
might  have  accumulated  could  have 
been  used  to  prevent  extreme  finan- 
cial embarrassment  during  the  time  of 
readjustment. 

The  Federal  Government  Should 
Make  Restitution 

Since  the  temporary  insolvency  of 
nearly  all  the  railroads  of  the  country 
is  due  largely  to  the  unwise  policy  fol- 
lowed during  the  period  of  government 
operation,  it  .seems  that  the  only  way 
out  is  for  the  government  to  make 
amends.  It  is  probable  that  railroad 
bankruptcy  on  a  large  scale  can  be 
avoided  only  by  government  subven- 
tion of  some  kind.  The  government 
should  give  to  the  carriers,  either  as  a 
subsidy  or  as  a  long  time  loan  without 
interest,  a  sum  equivalent,  as  nearly 
as  possible,  to  the  surplus  which  the 
Railroad   Administration   might   have 


created  out  of  earnings  had  adequate 
rates  been  established.  A  great  many 
rates  should  be  revised  downward  to 
permit  traffic  to  move.  Wages  are 
being  reduced  and  will  probably  have 
to  be  reduced  still  further.  Net  earn- 
ings will  have  to  remain  small  through- 
out the  period  of  readjustment,  but 
with  adequate  government  aid  the 
carriers  will  be  fortified  against  bank- 
ruptcy. 

Financial  Improvement  Not  Enough 
— Better  Management  Needed 

It  is  not,  however,  the  question  of 
immediate  reestablishment  of  the  finan- 
cial strength  of  the  railroads  that 
should  command  the  major  share  of 
attention.  It  has  been  apparent  for  a 
number  of  years  that  there  is  something 
fundamentally  wrong  with  the  great 
railroad  system  of  the  United  States. 
It  needs  some  overhauling.  It  seems 
to  be  suffering  from  a  progressive  decay, 
and  little  has  been  done  to  determine 
the  cause.  We  have  now  succeeded  in 
overcoming  some  of  the  vices  which 
have  so  long  afflicted  the  suffering 
railroads.  Dual  regulation  by  State 
and  Federal  authority  has  been  checked ; 
the  Interstate  Commerce  Commission 
has  received  power  to  control  railroad 
capitalization;  there  is  a  new  commis- 
sion to  deal  with  labor  controversies, 
and  a  long  desired  rule  of  rate  making 
has  been  written  into  the  statutes. 
When  economic  conditions  return  to 
normal  there  is  a  faintly  hopeful  expec- 
tation that  the  railroads  will  enter  upon 
a  life  of  renewed  vigor.  But  will  they 
do  so?  With  these  beneficial  changes 
the  situation  .should  be  somewhat  bet- 
ter than  it  has  been  for  several  years 
past.  But  it  will  be  only  a  question  of 
time  until  the  old  round  of  complaint 
from  management,  labor,  and  shippers 
will  begin  again. 

We  shall  not  obtain  substantial  im- 
provement  in  railroad  transportation 
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until  we  have  a  few  railroad  managers 
who  are  big  enough  and  bold  enough  to 
bear  witness  that  the  present  railroad 
system  is  in  many  respects  hopelessly 
antiquated;  who,  realizing  that  there 
has  not  been  a  single  change  of  impor- 
tance in  the  railroad  business  for  a 
quarter  of  a  century  to  meet  the 
remarkable  changes  in  American  indus- 
try and  commerce,  will  engage  in  a 
crusade  to  bring  the  railroad  business 
up  to  date. 

Apparently  the  only  ideal  that  has 
ever  actuated  a  railroad  manager  or 
financier  in  the  United  States  is  the 
ideal  of  size.  Railroad  development 
has  been  measured  by  the  number  of 
miles  of  track  laid  each  year,  no  matter 
where  they  were  laid  or  for  what  pur- 
pose. The  ambition  of  the  average 
railroad  executive  is  to  have  the  big- 
gest freight  car,  the  biggest  locomotive, 
the  biggest  passenger  terminal,  or  the 
biggest  something  else  that  is  to  be 
found  in  the  world.  Railroad  manage- 
ment has  been  hypnotized  by  the  proc- 
esses of  large  scale  production.  Before 
1900,  when  railroad  traffic  throughout 
the  United  States  consisted  chiefly  of 
coal,  grain,  ore,  lumber  and  other 
cheap  bulky  articles,  there  was  ample 
justification  for  the  development  of  a 
transportation  mechanism  intended 
primarily  to  carry  huge  quantities  of 
bulk  freight  cheaply  and  expeditiously. 
Unquestionably,  the  railroad  managers 
of  America  have  led  the  world  in  the 
mass  production  of  transportation. 

Adjustment  of  Transportation 
Mechanism  to  Nature  of  Traffic 

It  is  a  significant  fact  that  the  east- 
ern railroads  have  been  those  which  in 
the  past  twenty  years  have  had  the 
greatest  difficulty  in  making  both  ends 
meet.  For  a  long  time  the  eastern 
portion  of  the  United  States  has  been 
undergoing  a  process  of  industrializa- 
tion.    There  has   been   a   remarkable 


increase  in  the  demand  for  transporta- 
tion in  retail  quantities  instead  of  whole- 
sale. It  is  time  to  inquire  into  the 
economies  of  using  the  same  transpor- 
tation mechanism  to  carry  innumerable 
small  shipments  of  package  freight 
that  is  used  to  carry  bulk  shipments  of 
coal,  grain  and  ore.  Why  does  it  cost 
so  much  more  to  carry  freight  on  the 
railroads  of  the  industrial  sections  of 
New  England  than  it  does  on  the  rail- 
roads west  of  the  Mississippi  River? 
May  it  not  be  partly  due  to  the  fact 
that  the  western  roads  are  using  a 
machine  specially  designed  for  the 
kind  of  traffic  which  they  carry  and 
the  New  England  roads  are  using  the 
same  kind  of  machine  to  carry  a 
different  kind  of  traffic? 

The  only  reaction  which  railroad 
managers  have  had  toward  successful 
motor  truck  competition  in  densely 
settled  eastern  districts  has  been  in  the 
nature  of  a  pious  objection  to  an  unwar- 
ranted invasion  of  a  vested  right  to 
conduct  a  business  in  an  inefficient  and 
uneconomical  manner.  It  may  have 
occurred  to  some  of  them  that  startling 
economies  might  be  obtained  by  the 
coordination  of  railroads  and  motor 
trucks,  with  a  pick-up  and  delivery 
service,  but  if  so  they  have  kept  still 
about  it. 

A  favorite  gesture  of  American  rail- 
road financiers  in  past  discussions  of 
the  capitalization  of  their  roads  has 
been  to  point  to  the  comparatively 
enormous  capitalization  of  English 
railroads.  Have  they  ever  stopped  to 
consider  that  these  heavily  capitalized 
English  roads,  in  the  period  before  the 
war,  with  a  relatively  small  tonnage  of 
freight,  with  passenger  fares  which  were 
considerably  lower  and  freight  rates 
which,  in  view  of  the  service  rendered, 
were  probably  no  higher  than  in  this 
country,  were  able  to  pay  fairly  good 
returns  upon  their  capitalization? 
Transportation     conditions     between 
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Boston  and  Xcw  York  are  not  greatly 
d  tferont  from  the  transportation  con- 
ditions over  a  large  part  of  England. 
But  the  business  is  by  no  means  con- 
ducted in  the  same  manner. 

The  Importance  of  Cooperation 

— Joint  Use  of  Terminals  and 

Pooling 

It  has  been  pointed  out  over  and  over 
again  that  the  railroad  freight  termi- 
nals of  the  United  States,  because  of 
the  competitive  conditions  under  which 
they  are  operated,  are  a  source  of  incal- 
culable waste.  During  the  troublous 
times  of  1917,  and  for  several  years 
before  that,  when  the  waste  of  com- 
petitive terminals  at  large  commercial 
centers  was  decried,  railroad  managers 
excused  the  system  on  the  ground  that 
cooperation  was  illegal  because  of  the 
Sherman  Act  and  the  anti-pooling  sec- 
tion of  the  Interstate  Commerce  Act. 
The  Transportation  Act  expressly 
authorizes  the  organization  of  railroad 
pools.  Has  there  been  any  notable 
attempt  to  take  advantage  of  this  law 
to  effect  a  better  organization  of  freight 
terminals?  If  anything,  terminal  com- 
petition has  grown  steadily  worse  dur- 
ing the  past  year.  The  cooperative 
activities  inaugurated  by  the  govern- 
ment have  in  a  large  part  been  discon- 
tinued. In  Chicago,  one  powerful 
railroad  corporation  is  endeavoring  to 
obtain  exclusive  possession  of  impor- 
tant belt  line  facilities.  In  New  York, 
the  railroad  financiers  have  shown  their 
cooperative  spirit  by  organizing  a  cor- 
poration to  build  a  Hudson  River 
bridge,  just  after  the  New  York-New 
Jersey  port  commission  recommended 
the  construction  of  a  great  union 
terminal,  the  central  feature  of  which 
was  to  be  a  tunnel  under  the  Hudson 
River  at  about  the  same  point  where 


the  piers  of  the  contemplated  bridge 
are  to  be  installed. 

Improved  Personnel  Policies 
In  Order 

Railroad  management  in  the  United 
States  is  suffering  from  arrested  devel- 
opment. During  the  past  quarter  of  a 
century  the  country  has  moved  ahead; 
the  railroads  have  held  back.  Rail- 
road corporations,  the  oldest,  wealth- 
iest and  most  powerful  business  insti- 
tutions of  the  country,  have  scarcely 
felt  the  impulse  to  spend  money  on  ed- 
ucational activities  for  their  employes. 
Yet  educational  work  has  been  pursued 
with  most  gratifying  results  by  dozens 
of  banks,  insurance  companies,  manu- 
facturing establishments  and  depart- 
ment stores.  Not  until  the  Railroad 
Labor  Board  ordered  the  abrogation  of 
the  national  working  agreements  did 
the  carriers  discover  that  virtually  no 
machinery  existed  through  which  thej'^ 
could  conduct  conferences  with  their 
working  forces.  The  Pullman  Com- 
pany, apparently  at  a  loss  as  to  how 
such  machinery  could  be  created,  tried 
to  negotiate  new  agreements  in  a  mass 
meeting.  Railroad  presidents  claim 
that  they  want  college  graduates  in  the 
railroad  service,  but  where  is  the  college 
graduate  who  seeks  railroad  employ- 
ment? Heads  of  engineering  schools 
testify  almost  unanimously  that  their 
graduates  no  longer  enter  railroad  serv- 
ice because  the  railroad  business  has 
become  so  crystallized  and  so  bound  by 
routine  that  individual  merit  is  rarely 
recognized  and  promotion  comes  usually 
through  "influence"  or  mere  seniority. 

As  the  railroad  system  exists  today 
it  is  an  impressive  monument  to  its 
wonderful  past.  But,  like  most  monu- 
ments, it  is  surrounded  by  a  graveyard 
atmosphere. 
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The  Recovery  of  the  Grain  Farmer 

By  Charles  Moreau  Harger 
Director,  Abilene  National  Bank,  Abilene,  Kansas 


AS  a  factor  in  the  readjustment 
period  of  the  country  the  posi- 
tion of  the  grain  farmer  is  of  prime 
importance.  Especially  in  peace  time, 
when  no  artificial  stimulus  is  given  to 
industral  affairs,  is  the  relation  between 
the  nation's  business  and  its  producers 
of  raw  materials  intimate.  This  is  not 
only  because  foodstuff  production 
comes  close  to  the  interests  of  the  con- 
suming public,  but  also  because  it  gives 
rise  to  a  vast  demand.  The  most 
powerful  source  of  buying  power  in  the 
American  market  lies  in  the  operators 
of  some  seven  million  farms.  Their 
demand  is  reflected  in  the  industrial 
and  financial  worlds  and  indirectly 
touches  workers  of  every  class. 

Distorted  Pictures  of  the  Farmer's 
Position 

No  very  clear  picture  of  the  actual 
position  of  the  producer  of  foodstuffs, 
especially  of  the  farmer  of  the  interior 
states  which  furnish  the  bulk  of  our 
grain  output,  is  \dsualized  by  the 
public.  Between  exuberant  laudation 
by  the  booster  and  depressing  descrip- 
tion of  hardships  in  meeting  costs  and 
living  expenses  by  some  political 
leaders,  a  confused  estimate  naturally 
results. 

In  any  consideration  of  the  rapid 
deflation  of  prices  affecting  agricultural 
products  in  the  past  year,  it  is  easy  to 
assume  that  the  American  farmer  has 
fallen  from  a  heretofore  permanent 
high  level  of  prosperity.  The  fact  is 
that  the  producer  in  the  pre-war  period 
earned  by  strenuous  effort  whatever  he 
achieved.  Surveys  undertaken  in 
strictly  agricultural  sections  showed 
returns  of  less  than  four  per  cent  on  the 
investment  after  allowing  for  the  ex- 


penses of  the  farmer's  family.  He 
advanced  by  small  percentages  of 
profit  on  his  labor,  added  to  it  a  con- 
stant increment  of  value  in  his  land  and 
as  a  whole  accumulated  assets  that 
were  expressed  in  bank  accounts  and 
material  possessions.  Signs  of  prog- 
ress were  manifest  in  improvement  of 
farms  and  development  of  communi- 
ties dependent  largely  upon  them. 

War  times  brought  a  sudden  expan- 
sion of  income.  From  late  in  1914 
until  the  autumn  of  1920  were  the  most 
prosperous  six  years  in  the  farming 
history  of  this  generation.  Everything 
the  producer  had  to  sell  was  in  demand 
at  the  highest  prices  he  had  ever  known. 
He  was  raised  to  a  new  and  higher 
level  of  prosperity. 

Production  Under  War  Conditions 

The  same  land  upon  which  lower- 
priced  commodities  had  been  raised 
gave  a  larger  return;  practically  the 
same  equipment  was  used.  The  one 
factor  that  increased  in  cost  was  labor, 
but  in  these  days  of  labor-saving  im- 
plements and  machinery,  most  farmers 
carry  on  the  greater  part  of  their 
operations  with  a  minimum  of  outside 
assistance.  While  our  armies  were  in 
the  training  camps  and  field,  the  home 
labor  supply  was  lessened  but  often  the 
work  went  on  with  little  embarrass- 
ment. Living  expenses  for  the  family 
grew,  but  not  necessarily  in  the  pro- 
portion to  that  of  the  salaried  classes 
of  the  towns  and  cities.  The  farmer's 
table  is  largely  supplied  from  his  own 
vine  and  fig  tree. 

The  producer,  however,  found  many 
reasons  for  complaint.  He  resented 
the  regulation  of  wheat  prices  to  ap- 
proximately two  dollars  a  bushel  at 
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market  centers.  He  felt  that  hi^h 
wages  in  jiovernment  work  caused  hini 
to  pay  too  much  for  his  employes. 
Nevertheless,  throughout  this  period 
he  was  in  a  position  to  make  a  favorable 
net  income. 

Expansion  of  Purchases 

Like  others,  the  farmer  felt  the 
impetus  of  abundant  current  re- 
sources. As  one  put  it  at  a  hanker- 
farmer  conference  in  Iowa  last  autumn, 
"We  went  in  through  the  gate  of 
extravagance  and  we  must  come  out 
through  the  portals  of  economy." 

Drive  through  the  agricultural  states 
of  the  interior.  See  the  new  houses, 
the  silos,  the  barns  and  other  equip- 
ment. Motors  cars  flourish  by  the 
thousand  in  every  county,  averaging 
one  to  every  seven  persons  in  a  half 
dozen  leading  states.  And  all  of  them 
are  in  operation  every  day.  The 
country  people  bought  Liberty  bonds 
to  tlieir  full  quota.  One  county  out  in 
central  Kan.sas  may  serve  as  an  exam- 
ple. It  has  26,000  population,  no 
large  industries  and  no  town  as  large 
as  .5,000.  This  county  boasts  5,700 
motor  cars;  it  bought  $3,')00,000  of 
Liberty  bonds  and  gave  $200,000  to  war 
activities;  in  the  autumn  of  1920  it  had 
over  $3,000,000  on  deposit  in  twenty- 
two  banks. 

Other  Forms  of  Expansion 

Expansion  took  other  forms.  The 
farmer  went  into  business.  He  not 
only  invested  in  oil  stocks,  which 
proved  expensive  speculation,  but  he 
also  placed  money  in  cooperative 
stores,  elevators  and  mills;  he  bought 
stock  in  the  local  })ank;  he  helped  pro- 
mote ambitious  schemes  for  establish- 
ing packing  hou.ses,  flour  mills,  insur- 
ance companies,  implement  factories, 
and  similar  concerns  which  were  to 
revolutionize  industry,  pay  large  divi- 
dends   and    prove    a    nemesis    to    the 


alleged  machinations  of  Wall  Street. 
Frequently  the  history  of  these  con- 
cerns ended  with  the  disposition  of 
stock,  but  whether  or  not  they  man- 
aged to  survive  for  a  time,  the  funds 
invested  were  so  nmch  taken  from  the 
surplus  which  might  well  have  served 
for  a  rainy  day. 

When  the  Drop  Came 

Then  something  happened.  In  the 
latter  months  of  1920  a  great  part  of 
the  price  advance  in  the  farmer's 
products  vanished.  A  few  figures  of 
the  prices  paid  in  the  leading  Middle 
West  market  tell  the  story: 

Dec.  1,       Highest  War     Dec.  1, 


1915 

Price 

1920 

Cattle 

9.2.5 

25 .  25 

11.00 

Hogs 

6.60 

2.'J.40 

9.90 

Wheat 

1   10 

.3.42 

1.80 

Corn 

.64 

2.40 

.75 

Oats 

.42 

1.22 

.47 

By  midsummer  of  1921,  prices  of 
farm  products  were  down  to  the  level 
of  December  1,  1915,  and  in  instances 
even  below,  while  retail  prices  took  a 
much  more  deliberate  decline,  (ioing 
back  to  buying  power  this  is  what  had 
happened:  While  in  1915  twenty 
bushels  of  corn  would  buy  a  ton  of  pig 
iron,  in  1921  it  took  forty-five  bushels 
of  corn  to  buy  a  ton  of  pig  iron.  Some- 
thing similar  existed  with  regard  to 
most  of  the  commodities  the  producer 
was  compelled  to  purchase.  Stunned 
by  the  turn  in  events  and  holding  his 
wheat  from  the  autumn  of  1920  when 
it  could  have  been  sold  for  $2.40  to 
$2.65  a  bushel  until  the  following  spring 
when  it  had  dropped  to  approximately 
$1.00  a  bushel — cf)mi)]ctcly  upsetting 
the  advice  that  it  would  go  to  $3.00  a 
bushel  if  he  stood  firm — the  grain 
farmer  indulged  in  a  so-called  "buyer's 
strike"  that  inflicted  a  paralysis  on 
trade  and  gave  to  the  manufacturer  a 
struggle  for  existence. 
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New  Impetus  to  Cooperative  Sell- 
ing AND  Control  of  IVIarketing 

Out  of  his  experience  a  new  idea  has 
come  to  the  producer.  Part  of  it 
resulted  from  the  education  of  war- 
time with  its  insistence  on  computa- 
tions to  determine  on  what  price-fixing 
orders  should  be  based;  part  of  it  came 
from  the  contemplation  of  the"  spread" 
between  raw  materials  and  finished 
product  when  deflation  arrived.  He 
is  trying  to  find  out  just  what  it  costs 
him  to  raise  his  grain,  and  at  what  price 
he  can  afford  to  market  it  with  a  fair 
profit  that  will  cover  his  own  labor  and 
interest  on  his  investment.  Admit- 
tedly this  is  a  difficult  task.  Condi- 
tions vary  with  soil,  management  and 
other  influences,  but  the  farmer  is 
convinced  that  he  is  not  securing  from 
his  output  a  return  to  which  he  is 
entitled.  Based  on  this  idea  is  much 
of  the  agitation  in  favor  of  cooperative 
grain  selling,  the  establishment  of 
warehouses  o^\'ned  by  farmers  and  such 
readjustment  of  business  methods  as 
will  give  him  control  of  marketing 
operations.  These  are  now  the  most 
prominent  in  his  thoughts,  and  organ- 
izations having  for  their  object  such 
methods  are  meeting  with  favor. 

Frozen  Credits 

The  interior  banker  looks  at  con- 
ditions from  another  angle.  He  has 
been  experiencing  a  period  of  congealed 
credits,  largely  as  a  result  of  the  farmer's 
determination  to  hold  his  grain  for 
higher  prices  and  his  consequent  indis- 
position to  buy  commodities  when 
prices  failed  to  meet  his  expectations 
and  hopes.  Not  only  were  the  bank's 
ordinary  resources  tied  up  by  the  situa- 
tion but  it  was  common  for  the  institu- 
tion to  borrow  on  its  own  account  from 
the  Federal  Reserve  Bank  or  from  its 
correspondents,  funds  to  enable  it  to 
care    for    its    business.     Deposits  de- 


clined but  loans  were  not  liquidated 
except  under  pressure — and  this  the 
banker  was  reluctant  to  exert. 

Liquidation  Under  Way 

The   grain   farmer    entered    on   the 

1921  harvest  with  two  unfavorable 
factors — one  material  and  the  other 
psychological.  He  had  borrowed 
heavily  to  maintain  his  operations 
while  holding  grain  and  he  was  con- 
vinced that  he  had  suffered  too  severely 
in  the  deflation  process.  Out  of  his 
new  crop  he  could  hope  for  little  more 
than  forty  per  cent  of  last  year's  figures. 
He  must  prepare  to  seed  the  crop  of 

1922  and  provide  for  his  expenses  until 
its  garnering.  One  reaction  was  ap- 
parent :  In  the  first  weeks  after  harvest 
there  was  a  disposition  to  hurry  the 
grain  to  market.  The  recollection  of 
the  advice  of  the  previous  autumn  to 
hold  wheat  was  an  impetus  toward  this 
action.  Not  only  did  he  sell  the  just 
gathered  bushels  but  he  also  cleaned 
his  bins  of  year-old  grain  that  had  been 
stored.  Whether  this  tendency  is  to 
be  continued  through  the  autumn  and 
the  crop  is  to  go  to  market  faster  than 
normally  is  uncertain.  It  is  likely  that 
after  the  first  pressing  needs  have  been 
met  more  moderation  will  follow.  How- 
ever, the  financial  situation  of  the 
grain  country  has  gained  a  positive 
benefit  from  the  change  in  the  pro- 
ducer's attitude  and  many  a  bank 
thereby  will  be  enabled  to  clean  up 
some  of  its  rediscounts  and  borrowings 
and  be  placed  in  a  position  where  it 
can  care  for  the  winter's  needs  of 
customers  with  less  strain  on  its  re- 
sources. For  this  the  banks  have  been 
waiting  and  they  will  gain  in  courage 
and  easier  credit  if  the  process  is 
sufficiently  extended. 

All  this  does  not,  of  course,  mean 
that  the  grain  farmer  is  immediately 
placed  in  a  position  of  financial  abi  lity 


102 


The  Annals  of  the  American  Academy 


He  has  yet  the  problem  of  obligations 
incurred,  including  a  heavy  real  estate 
indebtedness  growing  out  of  land 
speculation  at  high  prices.  This  must 
be  worked  out  under  conditions  far 
dissimilar  to  those  of  the  half  decade 
past.  Primarily,  the  solution  depends 
on  the  reduction  of  prices  for  com- 
modities he  is  compelled  to  buy  to  the 
market  level  of  those  he  has  to  sell. 

Factors  on  Which  the  Recovery  of 
THE  Grain  Farmer  Depend 

In  some  lines  the  purchase  point  has 
been  reached,  but  by  no  means  in  all. 
The  farmer  generally  believes  that  as 
a  whole  he  is  yet  at  a  disadvantage 
and  he  has  not  wholly  given  up  the 
state  of  mind  into  which  he  was 
plunged  by  the  events  of  the  past  nine 
months.  Until  he  does,  he  is  likely  to 
maintain  an  aloofness  toward  pur- 
chasing even  the  most  ordinary  com- 
modities beyond  absolute  necessities. 
This  reacts  upon  trade  and  makes 
the  readjustment  of  retail  business 
more  difficult. 

However,  just  as  he  made  his  larger 
income  on  the  same  farm  that  gave 
him  his  pre-war  livelihood,  so  is  that 
same  farm  still  his  stock  in  business. 
Generally  it  is  improved  beyond  its 
former  condition,  and  he  has  learned 
labor-saving  methods  that  should  inure 
to  a  lower  cost  of  production.  Three 
elements  mu.st  enter  into  his  recovery. 
One  is  the  "portal  of  economy"  to 
which  the  Iowa  man  referred;  another 
is  the  adoption  of  scientific  methods 
that  will  add  to  the  stability  of  pro- 
duction. The  third  is  a  changed  atti- 
tude toward  })usiness  as  a  whole  and 
an  acceptance  of  the  unity  of  all  the 
nation's  undertakings.  Along  with 
these  go  better  marketing  systems  and 
such  foreign  trade  that  there  may  be  a 
market  for  his  surplus  and  the  main- 
tenance of  prices. 


Self-help  and  Complete  Recovery 

Not  all  these  can  be  accomplished  in 
a  day  or  a  month,  or  perhaps  in  a  year. 
It  is  the  opinion  of  students  of  financial 
affairs  in  the  farm  country  that  it  may 
take  more  than  another  season  before 
there  will  be  such  readjustment  of 
agricultural  conditions  as  will  reestab- 
lish normal  relations.  The  encourag- 
ing feature  is  that  the  producer  has 
undertaken  to  do  things  for  himself  and 
is  less  inclined  than  before  to  depend 
on  having  things  done  for  him  either 
by  legislation  or  by  financial  trans- 
formations. 

That  this  attitude  of  self-help  is 
essential  to  his  progress  is  clear.  It  is 
possible  that  not  all  the  dreams  of  a 
nation-wide  grain  marketing  organiza- 
tion will  come  true,  that  cooperation  in. 
buying  or  selling  may  fail  to  render  all 
the  benefits  promised  by  enthusiastic 
advocates.  But  the  very  fact  that  the 
grain  farmer  is  thinking  along  con- 
structive lines  and  that  he  is  endeavor- 
ing so  to  guide  his  course  as  to  place  his 
aft'airs  on  a  business  basis  and  eliminate 
to  the  greatest  degree  possible  the 
element  of  guesswork,  gives  basis  for 
optimism. 

Despite  occasional  gloomy  presenta- 
tions of  the  condition  of  farmers  as  a 
class,  the  individual  producer  seldom 
exhibits  other  than  a  fine  courage  and 
an  implicit  confidence  in  eventual  suc- 
cess. He  admits  that  he  has  made 
mistakes  of  judgment;  he  feels  that  he 
was  a  victim  of  circumstances  in  the 
process  of  deflation,  but  is  convinced 
that  he  defended  his  position  to  the 
best  of  his  ability — whatever  may  have 
been  the  eflFect  on  those  dependent  on 
his  action.  He  has  gained  out  of  the 
experience  faith  in  his  own  powers  and 
he  seeks  to  make  them  felt  for  his  own 
good.  It  is  possible  that  there  may  be 
a  political  movement,  dominated  by  the 
agrarian  element,  with  which  the  agri- 
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cultural  states  will  have  to  reckon,  but 
this  depends  largely  on  how  sympathet- 
ically and  intelligently  business  inter- 
ests as  a  whole  deal  with  the  situation. 

The  Farmer  Is  Not  Bankrupt  but 
Is  Better  Equipped  Than  a  Year 
Ago 

The  intrinsic  wealth  of  the  soil  is 
still  the  heritage  of  the  grain  farmer. 
Sun  and  rain  will  give  their  bounty. 
The  constant  need  of  foodstuffs  pre- 
vails. Out  of  a  strained  financial 
situation  has  come  a  broader  under- 
standing between  the  banker  and  his 
customers,  with  a  larger  faith  in  one 
another.  With  the  first  harvest  of  the 
new  era  past  and  its  effects  serving  to 
loosen  the  financial  tension,  affairs  in 
the  farm  country  are  becoming  settled. 
Progress  may  be  slow  but  every  month 


brings  nearer  the  establishment  of 
stability.  The  farmer  is  not  bankrupt 
nor  is  he  going  to  be;  he  is  doing  his 
full  part  with  the  clearest  vision  he  can 
command  to  attain  a  full  measure  of 
betterment.  He  should  be  given  credit 
for  earnest  effort  and  fair  intent. 
Basically  he  is  better  equipped  today 
than  a  year  ago,  for  he  has  passed 
through  the  period  of  readjustment 
and  henceforth  will  be  on  sounder 
footing.  And  that,  after  all,  is  the 
condition  that  every  class  of  business 
must  reach  before  it  can  go  forward 
safely.  The  farmer  took  the  plunge 
first,  and  logically  he  should  be  first 
to  see  clearly  his  way  ahead.  That  he 
has  rounded  the  turn  in  his  path  is  the 
belief  of  those  most  familiar  with  his 
affairs;  henceforth  he  should  steadily 
gain  in  faith  and  works. 


The  Way  Out  for  Cotton  Growers 

By  W.  Arthur  Shelton 

Director  of  Market  Research,  Interstate  Cottonseed  Crushers'  Association,  Washington.  D.  C. 


THE  general  decline  in  prices  during 
the  past  twelve  months  probably 
inflicted  severer  losses  on  cotton 
growers  than  on  any  other  class  of 
farmers  or  on  any  other  economic 
group  in  the  United  States.  From 
June,  1920  to  June,  1921,  the  spot  price 
of  middling  upland  cotton  declined 
from  43  cents  a  pound  to  10  cents. 
The  larger  part  of  the  decline  occurred 
from  August  to  December,  after  the 
cost  of  the  crop  had  been  largely  in- 
curred and  before  anj^  considerable  por- 
tion of  it  had  been  marketed.  A  large 
part  of  the  expense  of  the  crop  had 
been  met  by  credit  instead  of  cash,  and 
the  proceeds  of  the  crop  have  amounted 
to  far  less  than  the  cost. 


The  Results  of  Price 
Maladj  ustment 

The  market  became  so  demoralized 
that  if  growers  had  generally  attempted 
to  sell  the  crop  as  fast  as  ginned,  the 
price  would  have  been  so  low  as  to  have 
made  it  impossible  to  settle  any  con- 
siderable part  of  the  obligations  to 
creditors.  Bank  loans  were  restricted 
so  generally  that  only  a  small  amount 
of  borrowing  on  cotton  was  possible. 
Growers  met  the  conditions  by  selling 
somewhat  less  than  the  usual  amount  of 
cotton  during  the  ginning  period,  by 
asking  creditors  for  supplies  to  extend 
the  term  of  credit,  and  by  ceasing  to 
purchase  anything  that  could  be  dis- 
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pensed  with.  This  reduction  of  pur- 
chases to  a  minimum  was  not  volun- 
tary. The  farmer  could  not  buy  when 
his  chief  product  could  not  be  sold  for 
a  prii-e  at  all  commensurate  with  costs 
incurred  l)cforc  the  price  of  cotton 
was  known. 

Not  only  did  the  cotton  grower 
receive  only  one-third  to  one-fourth 
wiiat  he  expected  for  the  cotton  and 
seed  of  the  IQ'iO  crop,  l)ut  when  supplies 
for  the  1921  crop  were  needed,  he  also 
found  that  the  price  of  many  supplies 
iuid  changed  but  slightly.  It  is  little 
wonder,  then,  that  the  grower  has  re- 
duced the  cotton  acreage  to  T^  per  cent 
of  that  of  lO^O,  the  amount  of  fertilizer 
used  to  some  50  per  cent  and  the  other 
supj^lies  to  the  lowest  figure  on  record. 
The  result  has  been  that  manufacturers 
of  fertilizers  have  lost  heavily  and  that 
agricultural  implement  factories  are 
almost  universally  closed. 

How  can  the  maladjustment  of 
prices  be  adjusted  so  as  to  give  the 
cotton  grower  his  usual  profit  and  those 
who  furnish  him  supplies  their  normal 
amount  of  business? 

More  Cotton  and  Cotton  Products- 
FOR  A  World  Market  the  Fu- 
ture Trend  of  Development 

A  brief  review  of  the  development  of 
cotton  growing  in  the  United  States 
during  the  past  forty  years  seems  neces- 
.sary  to  avoid  undue  pessimism  from 
the  present  painful  situation.  A  broad 
outlook  on  the  industrial  development 
of  the  world  is  also  an  aid  in  disregard- 
ing the  limitations  of  local  confines. 
If  America  would  be  first,  her  leading 
export  must  be  sold  in  the  markets  of 
the  other  1,500  million  peojjle  as  well 
as  in  the  markets  of  her  own  100 
millions.  The  cotton  fiber  and  the 
products  of  cotton  .seed  are  susceptible 
of  many  u.ses  not  yet  adopted.  Many 
uses  have  recently  been  made  of  these 
commodities    that     will     extend     the 


world's  demand  for  them,  and  no 
doubt  many  more  will  soon  be  made. 
Temporarily,  the  only  way  out  for  the 
grower  has  seemed  to  be  the  reduction 
of  the  crop -and  the  restriction  of  com- 
petition by  means  of  a  tariff;  but  for 
the  decades  of  the  future,  the  open 
sesame  is  through  the  growth  of  more 
cotton  and  the  manufacture  of  cotton 
and  cottonseed  products  for  a  large  part 
of  the  world's  population.  Instead  of 
an  8,400,000  bale  crop,  as  forecast  for 
this  season,  four  times  that  amount 
should  be  grown  per  year  within  two  or 
three  decades. 

The  growth  in  cotton  production  in 
the  United  States  during  the  past  forty 
years  is  indicated  by  the  percentage  of 
change  from  the  previous  five-year 
period  for  each  of  the  five-year  periods 
shown  below: 


Years 

Per  cent 

1881-5 

plus 

13.8 

1886-90 

20.5 

1891-5 

10.0 

1896-1900 

24.4 

1901-5 

7.6 

1906-10 

9.0 

1911-15 

19.1 

1916-20 

minus 

15.7 

For  every  quinquennial  period  except 
that  of  the  Great  War,  there  was  a 
material  increa.se  in  the  amount  of 
cotton  produced  in  the  United  States, 
and  it  seems  reasonable  to  suppose  that 
that  tendency  will  be  resumed  in  the 
first  five-year  period  after  the  war,  not- 
withstanding the  boll  weevil  and  the 
program  of  cotton  growing  in  the 
British  Empire.  For  1920  the  pro- 
duction was  well  over  1, '3,000,000  bales, 
while  the  five-year  average,  including 
1920,  was  only  n,SOS,000  running 
bales.  That  the  production  will  con- 
tinue to  increase  at  the  rate  of  some- 
thing like  15  per  cent  per  quinquennial 
period  seems  likely.  The  annual  aver- 
age production  was  approximately 
14,000,000  running  bales  for  1911-15, 
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and  it  should  be,  roughly,  16,000,000 
bales  for  the  next  five  years  after  this 
year.  Even  this  allows  for  a  loss  of  six 
years  of  growth,  for  the  war,  and  the 
industrial  depression  following  it. 

Increased  Profits  Through 
Better  Cotton 

The  growth  of  more  and  better  cot- 
ton per  acre  and  a  larger  crop  in  the 
South,  "seems  to  me  the  way  out  for  the 
future.  The  South  is  tending  toward 
diversified  farming;  but  the  unculti- 
vated area  is  still  large,  and  the  produc- 
tion of  cotton  per  acre  can  be  doubled 
and  trebled.  Mr.  David  R.  Coker  has 
called  attention  to  the  larger  profit  from 
better  cotton  by  a  recent  statement  that 
during  the  past  ten  years  Darlington 
County,  S.  C,  has  produced  roughly 
350,000  bales  of  staple  cotton,  which 
has  sold  for  an  average  of  10  cents  a 
pound  above  the  price  of  ordinary  up- 
land grades,  and  resulted  in  a  gain  of 
$17,500,000  to  growers  of  staple  cotton 
in  that  county.  He  also  states  that 
only  one  per  cent  of  the  cotton  mar- 
keted at  Hartsville,  S.  C,  during  1920- 
21  was  short  staple,  that  the  growth  of 
staple  cotton  has  spread  to  adjoining 
counties,  and  that  the  crop  of  staple 
cotton  for  South  Carolina  in  1920 
was  approximately  150,000  bales. ^  It 
seems,  therefore,  that  cotton  growers 
can  increase  profits  greatly  by  growing 
better  staples  of  cotton.  By  the 
growth  of  wider  varieties  of  cotton  its 
uses  can  also  be  extended. 

Curtailed  Output  the  Inevitable 
Method  OF  Temporary  Adjust- 
ment 

While  the  growth  of  more  and  better 
cotton  is  the  way  out  for  the  future, 
the  immediate  problems  of  readjust- 

'  Paper  read  by  David  R.  Coker  at  World 
Cotton  Conference  at  Liverpool,  England,  June, 
1921. 


ment  have  been  met  by  an  unprece- 
dented reduction  of  28.4  per  cent  in  the 
acreage  devoted  to  the  cotton  crop. 
It  is  necessary  to  compare  the  reduc- 
tion of  1915  and  1892  to  find  figures  at 
all  comparable  with  the  reduction  in 
acreage  in  1921.  In,  1915  the  reduc- 
tion was  14.7  per  cent,  and  in  1892  it 
was  16.5  per  cent.  The  reduction  of 
1921  was  almost  twice  as  large  as  the 
greatest  previous  reduction.  The  use 
this  year  of,  roughly,  only  50  per  cent 
of  the  fertilizer  consumed  last  year  and 
only  45  per  cent  of  that  of  1914  is  also 
wholly  unprecedented.  With  favor- 
able weather,  a  crop  of  ten  million 
bales  seems  possible,  but  with  a  drought 
in  Texas,  a  crop  of  7,000,000  bales  is 
also  possible.  By  the  reduction  in  the 
crop,  the  growers  have  made  it  possible 
to  sell  the  remainder  of  the  crop  of 
1920  and  the  new  crop  at  higher  prices 
than  would  have  obtained  if  a  larger 
crop  had  been  grown.  But  if  the 
scarcity  of  cotton  during  the  next  two 
years  leads  to  a  price  above  the  cost  of 
production,  the  higher  price  will  stim- 
ulate the  growth  of  cotton  in  the 
United  States  and  other  countries  and 
will  lead  to  keener  competition  from 
growers  in  foreign  countries. 

It  would  seem  to  be  in  keeping  with 
the  interests  of  the  American  growers 
if  extremes  could  be  avoided.  If  the 
present  short  crop  should  lead  to  25 
cent  cotton,  large  production  would 
follow,  which  would  tend  toward 
very  low  prices  again.  Nevertheless, 
growers  have  had  little  option  in  their 
reduction  of  this  crop.  The  industrial 
depression  lead  to  a  reduction  in  mill 
consumption  and  a  greater  reduction 
in  purchases  by  mills.  Cotton  was  left 
in  the  hands  of  growers,  and  funds  were 
not  available  for  supplies  for  the  crop 
of  1921.  Even  if  they  had  been,  the 
prices  of  supplies  were  not  in  alignment 
with  the  price  of  cotton.  The  grower 
neither  had  the  money  to  purchase  sup- 
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plies  nor  could  he  afford  to  pay  the 
prices  prevailing. 

The  problem  of  readjustment  of 
prices,  rates  and  wages  on  a  relative 
basis  is  ])erhaj)s  the  most  difficult  of  the 
problems  yet  to  be  solved.  Reduction 
in  many  ])rices  and  wages  offer  encour- 
agement, but  other  prices,  wages,  and 
railway  rates  should  be  reduced  in 
order  to  be  in  proper  relation  to  cotton 
and  cottonseed  prices.  Cotton  prices 
are  below  the  pre-war  level,  but  freight 
rates  and  many  wages  are  100  per  cent 
and  more  above  the  1913  average.  If 
freight  rates  are  not  reduced,  the  loss 
will  be  divided  between  the  grower  and 
the  consumer,  because  railway  trans- 
portation is  largely  monopolistic.  But 
if  wages  and  prices  of  farm  supplies  are 
not  reduced  to  the  proper  relation  with 
prices  of  farm  products,  farm  products 
will  eventually  advance  to  a  proper 
relation  with  wages  and  supplies.  This 
result  may  be  long  delayed  for  a  com- 
plete adjustment,  but  under  the  law  of 
volitional  competition  it  is  finally  in- 
evitable. The  sudden  response  of 
cotton  growers  to  the  conditions  con- 
fronting them  has  been  unprecedented, 
but  even  cotton  growers  are  subject  to 
economic  laws. 

A  Decreased  World  Supply  of  Cot- 
ton WITH  THE  Prospect  of  In- 
creased World  Demand 

An  erroneous  opinion  concerning  the 
world's  stocks  of  cotton  and  the  prob- 
able consumption  during  the  next  few 
years  seems  to  be  current.  We  have 
been  told  that  the  world's  visible  stocks 
of  cotton  were  approximately  5,000,000 
bales  on  July  31,  1920,  but  that  they 
will  probably  be  some  12  or  13  million 
bales  on  July  31,  1921.2  With  this 
statement  it  is  interesting  to  compare 
the  world's  stocks  of  cotton  as  compiled 
by    the    Commercial    and    Financial 

2  Market  Reporter,  U.  S.  Dept.  of  Agriculture, 
Vol.  3,  No.  5. 


Chronicle.  The  Chronicle  shows  that 
the  visible  stocks  of  July  1,  1920,  were 
5,422,916  bales  and  of'  July  1,  1921, 
6,523,124  bales,  or  1,100,000  bales  more 
than  for  a  year  ago.  Tiiere  seems  to 
be  an  increase  in  the  invisible  supply  in 
the  United  States  of  somewhat  more 
than  2,000,000  bales,  but  the  total  in- 
crease in  the  world's  visible  and  invis- 
ible stocks  during  the  past  year  seems 
likely  to  be  less  than  3,500,000  bales 
instead  of  7,500,000  bales  as  some 
would  have  us  believe.  The  United 
States  crop  of  1921  is  now  estimated  at 
8,400,000  bales,  or  almost  5,000,000 
bales  fewer  than  for  1920.  If  to  this 
reduction  a  decrease  in  production  of 
2,500,000  bales  in  other  countries  be 
added,  the  decrease  in  the  world's  pro- 
duction will  bfe  7,500,000  bales  from 
that  of  1920.  It  would  also  seem  that 
as  soon  as  the  industrial  depression 
passes  its  acute  stage,  consumption 
should  increase  materially  and  should 
probably  be  equal  to  the  pre-war  nor- 
mal for  the  calendar  year  1922.  Cotton 
spindleage  w^as  greatly  increased  in 
countries  other  than  Europe  during 
the  war,  and  European  mills  are  tend- 
ing toward  normal  factory  consump- 
tion. The  world  is  also  rather  bare  of 
textiles,  and  it  is  believed  that  during 
the  next  two  years  even  Central 
Europe  will  both  manufacture  and  con- 
sume at  least  a  pre-war  normal  amount 
of  cotton  textiles.  The  world's  indus- 
try and  commerce  is  going  forward  as 
soon  as  the  unprecedented  industrial 
readjustment  has  run  its  course.  It  is 
not  war  destruction  in  Europe  but 
the  industrial  depression  throughout 
the  world  that  is  curtailing  manufac- 
turing at  j)resent. 

The  Way  Out  for  Cotton  Growers 
Lies  in  a  Stabilization  of  Prices 

It  would  seem,  therefore,  that  the 
cotton  growers  have  met  their  condi- 
tions in  the  only  way  they  could — by 
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reducing  the  size  of  the  cotton  crop. 
Of  course,  this  action  will  lead  to 
gyrations  in  the  cotton  market,  higher 
cost  to  consumers,  waste  to  every- 
body, and  the  marking  of  time  in  indus- 
trial development.  But  such  unprec- 
edented general  price  declines  as 
occurred  during  the  past  year  can  lead 
only  to  the  cessation  of  industrial 
development.  It  is  tragic  that  we 
have  not  learned  to  avoid  such  general 
price  changes,  but  industrial  stagna- 
tion and  maladjustment  inevitably  fol- 
low such  price  declines.  The  cotton 
grower  has  restricted  production  as  an 
emergency  measure,  but  the  permanent 
solution  of  his  difficulties  must  come 
through  a  decline  in  prices  of  his  sup- 
plies or  an  advance  in  prices  of  his 
products.  A  re-alignment  of  prices  in 
proper  relation  must  be  accomplished. 
Whether  farm  products  will  finally  be 
adjusted  upward,  or  other  prices, 
wages,  and  rates  adjusted  downward, 
depends  largely  on  what  the  general 
price  level,  or  the  purchasing  power  of 
our  monetary  unit  finally  becomes,  and 
this  problem  is  now  largely  under  the 
control  of  the  central  banking  system. 
The  prices  of  agricultural  imple- 
ments and  many  other  manufactured 
articles  are  still  far  above  the  level  of 
prices  of  farm  products,  and  especially 
of  cotton  and  cotton  seed.  The 
average   price   of   farm    products,    as 


reported  by  the  Bureau  of  Labor 
Statistics  for  June,  was  only  13  per 
cent  above  the  1913  average,  while  the 
price  of  agricultural  implements  is 
more  than  double  what  it  was  in  1913. 
Cloths  and  clothing  for  May  were  81 
per  cent  above  the  1913  average,  fuel, 
94  per  cent,  building  materials,  102  per 
cent,  and  furniture  and  other  house 
furnishings,  162  per  cent.  These  prices 
must  be  reduced  or  prices  of  farm 
products  will  rise.  The  prices  of  both 
cotton  and  cotton  seed  are  below  the 
1913  average.  But  if  one  may  esti- 
mate the  effect  of  scarcity  on  prices,  it 
would  not  seem  that  either  could  long 
remain  below  the  pre-war  level  while 
other  prices  remain  so  far  above,  espe- 
cially if  such  shortage  of  cotton  and 
cotton  seed  does  occur  as  is  now 
forecast. 

The  cotton  grower  has  done  what  he 
can  to  re-align  cotton  prices  in  proper 
relation  to  other  prices.  He  has  suc- 
ceeded temporarily,  but  the  permanent 
solution  must  come  through  a  readjust- 
ment of  all  prices  on  some  level.  At 
present  that  level  seems  uncertain. 
During  the  period  of  painful  readjust- 
ment, a  considerable  portion  of  which 
seems  to  be  in  the  future,  higher  prices 
for  cotton  must  be  paid ;  but  when  other 
prices  become  adjusted,  cotton  will 
again  be  produced  at  lower  prices  and  in 
whatever  amounts  the  world  demands. 


The  Automotive  Industry 

A  Study  of  the  Facts  of  Automobile  Production  and  Consump- 
tion in  the  United  States 

By  F.  R.  Pleasonton 

General  Manager,  Parish  Manufacturing  Corporation 


THE  development  of  automotive 
transportation  has  been  an  eco- 
nomic achievement  without  parallel  in 
the  history  of  industry.  In  twenty- 
odd  years,  since  its  modest  inception  in 


the  late  nineties,  the  automotive  indus- 
try has  revolutionized  transportation 
on  the  highways,  and  has  won,  by 
merit  of  service,  a  position  in  the  life  of 
the  nation,  that  is  second  onlv  to  steel. 
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It  has  created  utility  and  conferred 
benefit  beyond  estimate  of  value  in  so- 
cial betterment  and  economic  service. 
It  has  developed  natural  resources  and 
promoted  the  arts  of  manufacture.  It 
has  introduced  standardization  and 
stimulated  the  science  of  ])roduction. 
It  has  been  a  powerful  servant  in  na- 
tional defense.  It  enjoys  a  degree  of 
popularity  and  sound  good  will  that 
has  never  been  experienced  by  any 
other  industry.  Directly  and  indi- 
rectly, it  has  supported  the  employ- 
ment of  7, '•250, 000  workers,  and  has  be- 
come so  closely  woven  into  the  fabric 
of  our  industrial  life  that  its  welfare  in- 
volves to  no  small  extent  the  welfare  of 
the  nation. 

Boundless  enthusiasm  and  optimism 
have  played  leading  roles  in  this  spec- 
tacular development.  The  genius,  en- 
durance and  tireless  activity  of  an  army 
of  pioneers  has  conceived  improve- 
ments, fostered  progress  in  the  tech- 
nique of  design  and  construction, 
created  demand,  established  markets 
and  laid  the  foundation  upon  which  a 
giant  industry  has  been  erected. 

At  the  conclusion  of  six  years  of  un- 
paralleled expansion  and  prosperity, 
the  automotive  industry,  in  common 
with  all  national  businesses,  is  acutely 
depressed.  A  situation  has  been  pre- 
cipitated which  must  inevitably  have 
develof>ed  as  the  industry  approached 
maturity,  but  which  might  have  been 
delayed  and  mitigated  under  more 
favorable  circumstances.  Its  disci- 
pline might  have  been  rendered  less 
drastic  if  applied  during  a  period  of 
general  prosperity  and  normal  develop- 
ment, but  it  could  not  have  been  avoided 
or  evaded  under  any  circumstances. 

A  Readjustment  Period  Inevitable 

In  all  progress  there  must  be  periods 
for  consolidation  of  gains,  recognition 
of  errors,  recasting  of  policy  and  adjust- 
ment to  controlling  conditions.     What- 


ever the  normal  evolution  of  the  auto- 
motive industry  might  have  been  under 
other  conditions,  it  is  undeniably  con- 
fronted today,  not  only  by  a  temporary 
impairment  of  the  purchasing  power  of 
its  market,  but  also,  and  with  compell- 
ing effectiveness,  by  obstacles  of  pri- 
mary magnitude  created  by  its  lack  of 
mature  consideration  and  restraint  dur- 
ing a  period  of  abnormal  extravagance. 

In  technical  performance,  the  service 
rendered  by  the  industry  has  been 
magnificent.  In  merchandizing,  it  has 
very  badly  overshot  the  mark. 

Its  position  may  not  be  lightly  disre- 
garded, for  a  major  portion  of  national 
wealth  is  involved  and  the  stagnation 
of  the  industry  retards  the  general  re- 
covery of  all  business.  When  and  under 
what  circumstances  and  to  what  ex- 
tent may  the  industry  anticipate  relief? 

Undoubtedly  a  bright  future  lies 
ahead  of  the  industry;  perhaps  not  the 
pot  of  gold  at  the  end  of  the  rain- 
bow, claimed  by  some,  but  certainly  an 
adequate  reward  for  service  rendered. 

Revival  of  the  Automotive  Indus- 
try Dependent  on  Recognition 
OF  the  Law  of  Supply  and 
Demand 

Resumption  of  general  activity  in 
the  automotive  industry  is  only  partly 
dependent  upon  recovery  of  general 
business.  A  great  task  of  reconstruc- 
tion is  involved,  which  depends  pri- 
marily upon  open-minded  recognition  of 
the  existence  and  controlling  effect  of 
numerous  complex  economic  factors 
which  have  been  totally  disregarded 
during  the  recent  period  of  abnormal 
inflation,  if  considered  at  all,  and,  sub- 
sequently, upon  the  rational  and  cour- 
ageous solution  of  the  problems  created 
by  these  underlying  and  limiting  influ- 
ences, which  constitute  the  general 
situation  confronting  manufacturers 
and  distributors  today. 

Perhaps  the  greatest  problem  in  this 
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situation  is  that  of  self-education  in 
primary  economics.  During  the  en- 
tire history  of  its  development,  the 
automotive  industry  has  lived  in  a 
world  apart,  and  constituted  a  law  unto 
itself.  A  primary  obstacle  to  its  re- 
covery will  be  the  fact  that  a  great 
majority  of  the  personnel  of  the  indus- 
try, particularly  its  distributors,  can- 
not believe,  or  will  not  admit  that  the 
law  of  supply  and  demand  has  any  ap- 
plication to  control  of  expenditure  of 
the  funds  necessary  to  create  and  main- 
tain automotive  transportation. 

The  industry  must  be  made  to  real- 
ize that  the  power  of  self-assertion  has 
its  limitations,  before  appreciable  re- 
covery can  be  expected.  It  will  recover 
and  progress,  not  because  the  world 
owes  it  a  living,  but  because,  and  not 
until,  it  accurately  surveys  its  market, 
adjusts  itself  to  a  basis  of  operation 
that  balances  supply  to  demand  and 
extends  demand  to  maximum  volume 
by  creating  an  extension  in  the  utility 
of  its  product.  It  cannot  pull  itself  up 
by  its  bootstraps  through  optimistic 
publicity  and  misrepresentation,  and 
will  find  it  foolish  and  a  waste  of  time 
to  challenge  facts. 

There  is  so  much  of  real  worth  in  the 
service  rendered  by  automotive  trans- 
portation, that  the  executives  of  the 
industry  will  serve  their  o-^ti  best  in- 
terest by  realizing  the  necessity  for 
stripping  it  of  obstacles  that  impede  its 
progress.  The  industry  itself  should 
encourage  and  direct  a  searching  exam- 
ination of  fundamentals,  with  willing- 
ness to  be  guided  by  sound  diagnosis 
and  to  proceed  with  the  least  possible 
delay  to  the  necessary  adjustments  of 
policy  and  method  to  the  requirements 
of  actual  conditions,  abandoning,  if 
need  be,  the  dream  of  world  conquest, 
in  order  to  minimize  the  accumulation 
of  losses  resulting  from  unbalanced 
production,  misdirected  distribution 
and  idle  excess  investment. 


A  thorough  survey  will  prove  to  be  a 
task  of  no  mean  magnitude.  It  is  to- 
tally beyond  the  scope  of  this  discussion 
to  attempt  more  than  a  brief  analysis 
of  average  conditions  affecting  the  in- 
dustry as  a  whole.  It  is  realized  that 
the  actual  individual  experience  of  any 
particular  element  of  the  industry  will 
necessarily  vary  from  general  conclu- 
sions, but  the  grand  total  effect  upon 
national  economics  will  be  determined 
by  the  average  experience  of  the  entire 
industry,  and  it  is  from  this  viewpoint 
that  the  subject  is  approached. 

The  progress  of  civilization  has  de- 
manded automotive  transportation. 
It  has  been  supplied,  and  due  recogni- 
tion must  be  accorded  to  the  excellence 
of  the  service  rendered  by  the  automo- 
bile, as  well  as  to  the  marvelous  growth 
of  the  industry.  Sincere  consideration 
for  the  welfare  of  the  industry  may  dic- 
tate the  kindliest  expressions  of  good- 
will, and  suggest  telepathy  instead  of 
surgery,  but  its  stability  and  prosperity 
will  be  determined  by  economic  factors 
and  not  by  aspiration. 

Actual  Production  Not  an  Index  of 
THE  Potential  Market — the 
Law  of  Balanced  Consu:\iption 

However  much  the  wish  may  be 
father  to  the  thought,  it  would  be  a  se- 
rious and  disastrous  fallacy  to  conclude 
that  the  volume  of  production  reached 
during  1920  is  in  itself  an  index  of  the 
extent  of  the  potential  market.  It  is 
not  a  criterion  by  which  the  economic 
stability  of  the  industry  or  the  utility 
of  its  products  may  be  gauged.  A 
close  comparative  examination  of  the 
rate  of  consumption  of  wealth  required 
to  create  and  maintain  automotive 
transportation  in  relation  tothe  amount 
of  wealth  properly  available  for  the 
purpose  is  also  needed.  Even  then 
due  provision  must  be  made  for  an 
adequate  prior  distribution  of  the  total 
annual    production   of   wealth   among 
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activities   primarily   essential  to  con-  illustration    for    the    purpose   of   this 

tinuity  of  existence,  comfort  and  pro-  discussion,   an   indefinitely   continued 

tection.  expenditure  in  excess  of  current  pro- 

The  welfare  and  continued  existence  duction  would  result  in  the  destruction 

of  society  is  dependent  upon  the  extent  of  all  capital  and  cause  reversion  to 

of  its  production  and  the  manner  of  its  primeval  standards  of  living  and  condi- 

distrihution  of  wealth.     There  must  be  tions  of  labor. 

a  rational  balance  in  the  consumption      ma  r^ 

.        ,^1  x  •    J-  t    i    *  J  I   ♦    The    Standard    for    Gauging    the 

of  wealth,  as  it  is  distributed  between  .  ^ 

^.  ,        J  .1       X-    i.-  Automotive  Industry 

essential  and  non-essential  activities, 

and  if  there  is  to  be  continued  progress  It  should  be  obvious,  therefore,  that 

in  civilization,  there  must  be  conserved  the  criterion  by  which  stability  must  be 

from  current  production  a  normal  accre-  gauged  is  the  adequacy  of  the  return  to 

tion   of  wealth  to   increase  the  total  the  capital  invested  in  the  industry  af- 

capital,  with  which  future  production  forded  by  such  portion  of  the  average 

and  the  promotion  of  public  works  may  annual  production   of  wealth  as  may 

be  increased.     In  other  words,  society  properly  be  available  for  the  purpose, 

would  ultimately  find  itself  unable  to  after  due  allowance  has  been  made  for 

continue    the    purchase    of    unlimited  essential  expenditures  and  normal  sav- 

quantities  of  vehicles  if  the  diversion  ings.     The  present   inquiry   is  predi- 

of  labor  and  capital  from  essential  pro-  cated  upon  an  assumption  of  the  accur- 

duction  in  order  to  create  and  maintain  acy  of  this  proposition. 

automotive  transportation  should  con-      _.  -r.  t> 

.  ,        ]    •  -x  Outstanding  Facts  of  Production 

stitute  such  a  drain  upon  its  resources  „ 

.        ,      .  ^    .         4.  •  X  4.1  AND  Cost 

of  productive  energy  as  to  restrict  the 

production  and  distribution  of  food-  Before  proceeding  with  an  analysis 

stuffs,    clothing,    housing    and    other  of  the  situation,  it  is  of  interest  to  esti- 

similar  commodities  to  the  point  of  dis-  mate  the  magnitude  of  the  industry, 

comfort  or  abnegation.  .In  1920  its  outstanding  indices  were  as 

The  consumption  of  a  previously  ac-  indicated  in  the  table  below, 
quired  surplus  may  permit  a  temporary  It  is  of  interest  to  note  that  the  ex- 
expenditure  in  excess  of  current  in-  penditure  for  automotive  transporta- 
come,  but  only  to  the  extent  of  the  sur-  tion  is  15.4  per  cent  of  the  total  annual 
plus  accumulated.  Any  excess  expen-  production  of  wealth,  and  represents  a 
diture  impairs  capital,  and  a  heavy  sum  65  per  cent  greater  than  the 
drain  upon  capital  not  only  retards  amount  needed  to  finance  the  govern- 
future  development,  but,  if  carried  raent  and  the  public  debt, 
far  enough,  will  restrict  current  pro-  The  actual  number  of  vehicles  pro- 
duction as  well.  Carrying  this  thought  duced  in  1920  was  2,205,197  and  plant 
to    its    extreme    limit,    purely    as    an  extensions  under  construction  at  the 

Wealth  consumed  by  automotive  transportation $8,167,850,000 

Total  annual  production  of  wealth > $53,000,000,000 

Vehicles  in  operation 9,211,295 

Mileage  operated 03,000,000,000 

Average  cost  per  mile 12 .  96  cents 

Average  cost  per  mile  by  public  utility 3.50  cents 

Number  of  manufacturers 3^" 

Number  of  distributors  and  service  stations 66,416 

CapiUl  mvested $2,126,717,377 
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peak  of  the  market,  completed  since 
August,  1920,  have  undoubtedly  added 
sufficient  capacity  to  provide  for  the 
production  of  a  total  of  2,500,000  ve- 
hicles per  year. 

An  Analysis  of  Costs  in  Terms  of 
Ford  Cars 

It  may  be  granted  that  vehicles  have 
been  developed  which  function  with 
every  element  of  satisfaction,  but  be- 
fore attempting  to  reach  a  conclusion 
relative  to  the  extent  of  the  demand  for 
such  vehicles,  it  is  necessary  to  deter- 
mine the  least  cost  of  operation  of  the 
most  economical  type  produced,  the 
amount  of  income  which  provides  a 
margin  sufficient  to  support  this  cost, 
the  number  of  individuals  possessing 
incomes  equal  to,  or  in  excess  of  this 
limiting  amount,  the  average  life  of 
such  vehicles  and  the  replacement  re- 
quirements based  on  the  assumption 
that  every  individual  possessing  suffi- 
cient income  actually  owns  and  oper- 
ates a  car.  In  addition  to  this  replace- 
ment demand,  allowances  must  be 
made  for  the  use  of  cars  by  corpora- 
tions, taxicab  and  bus  lines,  for  the 
use  of  trucks  and  for  the  export  of 
motor  vehicles. 

Excluding  consideration  of  motor- 
cycles, the  least  expensive  type  of  ve- 
hicle in  use  in  the  United  States  is  the 
Ford,  or  equivalent.  At  the  1920  level 
of  prices,  the  cost  per  mile  to  operate  a 
Ford,  as  it  is  used  in  agricultural  dis- 
tricts, with  maximum  economy,  is  as 
follows : 

Depreciation 1 .  26  cents 

Tires 1.29    " 

Gasoline 1 .  50 

Oil 15     " 

Interest 19     " 

Maintenance 32 

Total 4.71  cents 

Allowances  for  garaging  and  road 
maintenance,  also  insurance  and  driv- 


ers' wages  have  been  omitted,  as  it  is 
obvious  that  the  farmer  houses  the  ve- 
hicle in  a  barn,  or  lean-to  shed  that  al- 
ready exists  for  other  purposes,  and  is 
subject  to  very  moderate  taxes,  oper- 
ates the  car  over  roads  which  involve 
and  certainly  receive  very  little  upkeep, 
does  not  insure  the  machine  and  drives 
the  car  himself. 

This  condition  represents  the  most 
favorable  assumption  that  can  be  al- 
lowed for  the  purpose  of  inquiry. 
Higher  costs  entering  into  calculations 
of  volume  would  indicate  a  rapid  cur- 
tailment in  the  extent  of  the  potential 
market. 

The  average  annual  mileage  per  cgr 
derived  from  comparison  of  a  total 
registration  of  9,211,295  vehicles,  with 
a  total  of  63,000,000,000  car  miles  per 
year,  is  evidently  6,840  miles  per  year, 
or  18.75  miles  per  day.  These  6,840 
miles  at  4.71c  =  $322  per  year. 

A  Family  Income  of  $2000  a  Year  Is 
the  Loavest  That  Will  Support 
AN  Automobile  Under  Present 
Costs 

The  Savings  Bank  Association  of  the 
State  of  New  York  has  made  a  very 
comprehensive  series  of  budgets  for 
individuals  and  families  in  different  in- 
come classes,  in  which  a  normal  balance 
between  essential  expenditures,  non- 
essential expenditures  and  savings  has 
been  estimated.  While  the  separate 
budgets  do  not  in  all  cases  show  pro- 
gressively increasing  allowances  with 
increase  of  income,  this  is  undoubtedly 
due  to  transition  from  one  set  of  psy- 
chological characteristics  to  others  in 
families  of  different  social  standing, 
with  correspondingly  different  view 
points  in  regard  to  essential  standards 
of  living. 

It  will  be  of  interest  to  anyone  desir- 
ing complete  information  relative  to 
detailed  distribution  of  expenditures  in 
different    income    classes    to    refer    tQ 
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these  budgets.  They  are  so  volumi- 
nous, however,  that  it  is  beyond  the 
scope  of  this  discussion  to  present  more 
than  a  sufficient  excerpt  from  these 
budgets  to  estabhsh  a  fair  conception 
of  the  margin  of  funds  avaihil)le  for  ad- 
vancement and  recreation,  after  provi- 
sion for  necessary  Hvin^  expenses  and 
minimum  saving.  The  following  tab- 
ulation indicates  the  amounts  available 
for  advancement  and  recreation,  and 
includes  allowances  for  travel,  car  fare, 
gifts,  charity,  club  dues,  personal  taxes, 
dentists'  and  doctors'  services,  news- 
papers and  magazines,  education,  en- 
tertainment and  amusement. 

"Operating"  includes  shelter,  light, 


heat,  fuel,  housekeeping,  supplies, 
water,  telephone,  domestic  services, 
and  laundry.  "General"  includes 
clothing,  education,  charity,  amuse- 
ments and  health. 

The  National  Industrial  Conference 
Board  quotes  average  expenditures  for 
industrial  families,  as  follows: 

Food 43% 

Slieher 18 

Clothing 13 

Fuel  and  light 6 

Sundries 20 

The  Guaranty  Trust  Company  quotes 
a  survey  made  in  Philadelphia  in  1918 
covering  the  expenditures  of  260  fam- 


Annual 
Income 

Single 
Individual 

Family 

OF  2 

Family 

OF  3 

Family 

OF  4 

Family 

OF  5 

$900 

84 
132 
180 
258 
300 
360 
540 
615 

84 
132 
132 
204 
240 

360 

360 

504 

540 
600 
600 

132 
156 
180 
240 
240 
300 
360 
360 
360 
456 
480 
480 
600 
720 

84 
96 
120 
204 
192 
240 
300 
336 
360 
480 
480 
480 
600 
720 

1200 

1500 

48 

1800 

60 

2100 

84 

2400 

156 

2700 

180 

3000 

240 

3300 

3600 

300 
336 

3900 

360 

4200 

480 

4500 

4800 

420 
480 

5400 

6000 

660 
660 

Babson  reports  the  following  distribution  determined  by  the  chairman  of  the 
National  Budget  Committee: 


Income 

Food 

Operating 

General 

Savings 

$1000  and  under 

$1000-$2000 

$2000-$3000 

$3000-$4000 

$4000-$5000 

30% 
23% 
20% 
18% 
16% 

35% 
35% 
34% 
32% 
29% 

25% 
29% 
28% 
30% 
29% 

10% 
13% 
18% 
20% 
25% 
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ilies  of  five  people  each,  with  an  average 
yearly  income  of  $1^26'2  as  follows: 

Housing 14.1% 

Fuel,  heat  and  light 5.1 

Food 44 . 1 

Clothing 13.9 

Help 2.6 

J'urniture,  etc 2.8 

Taxes,  contributions,  etc 2.0 

Recreation 1-3 

Reading 10 

Insurance 3.2 

Car  Fare 2.5 

Cleaning,  supplies  and  service ...  2.6 

Miscellaneous 4.8 

Total 100.0 

The  U.  S.  Bureau  of  Labor  Statistics 
reports  expenditures  during  1918-1919 
for  families  averaging  4.9  persons,  with 
incomes  averaging  $1,434,  as  follows: 

Food 38% 

Shelter 13 

Clothing 17 

Fuel  and  light 5 

Sundries 26 

In  view  of  the  foregoing,  together 
with  other  similar  data,  it  takes  quite  a 
stretch  of  the  imagination  to  concede 
that  incomes  as  low  as  $"2,000  per  year 
may  provide  a  margin  of  15  per  cent  or 
$300  per  year  for  recreational  purposes, 
but  in  order  to  make  due  allowance  for 
the  strong  hold  which  the  automobile 
has  upon  the  affection  of  the  public, 
and  to  present  as  favorable  a  case  as 
possible  for  the  industry,  $2,000  per 
year  is  considered  to  be  the  lowest  in- 
come that  will  support  the  most  eco- 
nomical type  of  vehicle. 

The  Saturation  Point  Under  Pres- 
ent Costs  of  Operating  Cars 

Income  tax  returns  indicate  the  fol- 
lowing number  of  individuals  possess- 
ing incomes  of  $2,000  and  over: 

1917 1,832,132 

1918 2,928,998 

1920  (Estimated) 2,326,132 

9 


Assuming  that  prices  and  operating 
costs  of  automol)iles  shrink  uniformly 
with  wages,  and  that  therefore  the 
ratio  between  car  rcgi.stration  for  1920 
and  the  number  of  individuals  with  in- 
comes of  $2,000  or  more  per  year,  as  a 
potential  market,  remains  con.stant  as 
the  level  of  prices,  costs  and  wages 
sinks  back  to  pre-war  conditions,  we 
find  the  following  general  condition: 

Potential  market  for  vehicles  in 

private  use 2,326,132 

1918  corporations 317,579 

Taxicabs  and  busses  (estimated)  50,000 

Total    normal    registration    of 

passenger  cars 2,693,71 1 

1915  registration 2,445,664 

While  it  is  entirely  a  matter  of  opin- 
ion, it  is  probably  safe  to  assume  satur- 
ation has  not  been  reached  for  trucks, 
and  that  1920  registration  is  a  fair  in- 
dex from  which  to  calculate  replace- 
ment demand.  1920  registration  for 
trucks  is  reported  to  have  been  990,000. 
It  is  also  fair  to  make  the  same  assump- 
tion for  export.  1920  distribution  was 
as  follows: 

Passenger  cars 141,477 

Trucks 29,288 

Total 170,765 

A  very  comprehensive  survey  by 
Colliers  Weekly  establishes  the  aver- 
age life  of  an  automotive  vehicle  at 
5.1  years.  National  Automobile  Cham- 
ber of  Commerce  figures  check  within 
1.5  per  cent.  It  is  therefore  .safe  to  as- 
sume average  car  life  at  5  years. 
•  The  annual  demand  for  replacement 
is  then: 

Passenger  Cars 680,219 

Domestic 538,742 

Export 141,219 

Total 680,219 
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Trucks 227,^288 

Domestic 198,000 

Export 29,288 

Total 227,288 

Totalof  all  vehicles.  .  907,507 

The  total   production   of  vehicles  for 
19'-20  shows  the  following  distribution: 

Passenger  cars 1,883,1.)8 

Trucks 322,039 

Total 2,205,197 

Over-Production  of  Passenger 
Cars 

The  normal  demand  for  vehicles 
upon  complete  recovery  is  therefore  ap- 
parently limited  to: 

Passenger  cars.  .  .  .36%  of  1920  production 
Trucks 70.60%  of  1920 

It  may  be  assumed  that  there  is  no 
appreciable  excess  of  trucks.  In  the 
case  of  passenger  cars,  the  situation  is 
very  different. 

1920  Registration  of  passenger 

cars 8,221,297 

Estimated   normal    registration    2,693,711 


Excess 5,527,586 

The  rate  of  retirement  from  service, 
based  on  5  years  life,  and  the  assump- 
tion that  all  cars  registered  in  19'20 
have  been  kept  in  operation  at  the 
same  av^erage  annual  mileage,  is: 

1921  1.493.617  cars       1916    Production 

1922  1.740.792     *'  1917 

1923  926,388  "    1918 

1924  1,657,652  "    1919 


5,818,449  cars 

It  would  therefore  appear  that  the 
market  for  passenger  cars  will  be  virtu- 
ally nil  until  the  fall  of  1924,  and  that 
upon  normal  resumption  at  that  time, 
the  demand  will  not  exceed  36  per  cent 
of  1920  capacity. 


The  truck  market  should  pick  up, 
however,  with  resumption  of  general 
business,  and  reach  70.6  per  cent  of 
19^20  capacity. 

Making  no  allowance  for  motorcycles, 
therefore,  or  for  parts-numufacturers, 
distributors  and  service  stations,  ap- 
proximately $628,600,000  excess  invest- 
ment will  ultimately  have  to  be  liqui- 
dated. 

This  conclusion  is  based  upon  the  as- 
sumption that  no  modification  of  de- 
sign or  construction  is  made  in  the 
type  of  vehicle  produced  by  the  indus- 
try. Due  consideration  should,  how- 
ever, be  given  to  the  possibility  of  ex- 
tending the  utility  of  the  automobile 
through  modifications  improving  its 
economy,  which  would  naturally  very 
rapidly  expand  its  volume. 

Potential  Demand  Under  Reduced 
Cost  of  Operating  Cars 

For  the  purpose  of  inquiry,  it  is 
therefore  in  order  to  determine  whether 
existing  types  of  vehicles  possess  maxi- 
mum utility,  i.e.,  whether  the  net  oper- 
ating cost  per  mile  has  already  been  re- 
duced to  a  minimum  consistent  with 
safety,  comfort  and  performance.  If 
the  answer  is  affirmative,  the  situation 
offers  no  opportunity  for  improvement. 
If  it  is  not,  the  doctrine  of  origin  of 
species  and  survival  of  the  fittest  oper- 
ating through  unrestricted  competition 
will  result  in  modifications  of  design, 
selection  and  treatment  of  materials, 
and  methods  of  construction  that  will 
produce  vehicles  which  may  be  oper- 
ated with  maximum  economy,  at  a 
price  within  the  purchasing  j)ower  of  a 
sufficient  number  of  individuals  to  in- 
sure a  volume  of  production  that  will 
absorb  a  maximum  proportion  of  the 
capacity  of  exi.sting  plants.  This  ulti- 
mate demand  has  its  fixed  limitation  in 
the  numlxT  of  individuals  possessing 
the  amount  of  income  at  which  the 
margin  available  for  recreation  disap- 
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pears.     This  occurs  at  approximately 
$1,000  per  year. 

There  are  approximately  6,000,000 
individuals  in  the  United  States  pos- 
sessing incomes  of  $1,000  or  more  per 
year.  On  a  five-year  replacement  basis, 
the  maximum  possible  normal  demand 
for  passenger  cars  in  private  ownership 
then  becomes  1,200,000  per  year.  The 
replacement  of  cars  used  by  corpora- 
tions, taxicab  and  bus  lines  amounts  to 
783,516,andexport  accounts  for  141,477. 
The  total  distribution  that  could  be 
attained  at  this  absolute  limit  is  then 
1,414,477  vehicles  per  year  or  75  per 
cent  of  1920  production.  This  throws 
an  interesting  light  on  the  amount  of 
over-production  at  the  recent  peak  of 
activity. 

Automobile  Costs  As  Related  to 
THE  National  Income 
In  order  to  gain  some  idea  of  the  ex- 
tent to  which  present  costs  may  be  de- 
creased, it  is  necessary  to  consider  the 
distribution  of  items  in  the  grand  total 
annual  expenditure  for  automotive 
transportation.  The  following  tabula- 
tion sets  forth  an  analysis  of  the  total: 

Depreciation $1,900,000,000 

Interest 285,000,000 

Tires 1,131,000,000 

Gasoline 1,237,500,000 

Oil 123,750,000 

Roads 720,000,000 

Garaging  (storage  only)  .  .  756,000,000 

Maintenance  and  supplies  950,000,000 

Insurance 329,000,000 

Drivers  wages 735,600,000 

Total $8,167,850,000 

Analysis  of  the  total  annual  produc- 
tion of  wealth  for  1920  shows  the  fol- 
lowing distribution: 

Farm  Products $25,000,000,000 

Manufactured  Products  .      24,000,000,000 
Minerals,    Timber,    Fish- 
eries, etc 4,000,000,000 

Total $53,000,000,000 


It  is  of  interest  to  visualize  the  extent 
to  which  lal)or  is  diverted  from  other 
channels  of  production  to  create  and 
maintain  automotive  transportation. 

All  costs,  in  the  last  analysis,  are  ac- 
cumulated wages.  An  analysis  of  the 
total  expenditure  shows: 

Total  annual  expenditure,  $8,167,850,000. 

Average  laboring  rate — 1920,  45  cents  per 
hour. 

Total  expenditure  then  equals  18,150,- 
000,000  man  hours  per  year. 

The  average  working  hours  per  year  of 
313  days  at  8  hours  are  2504. 

The  number  of  workers  in  full  time  em- 
ployment equivalent  to  total  expenditure 
is  7,250,000. 

In  other  words,  it  has  required 
7,250,000  workers  continuously  em- 
ployed, to  keep  9,211,295  vehicles  in 
operation.  There  are  approximately 
46,400,000  wage-earners  employed  in 
the  United  States.  Approximately 
16  per  cent,  therefore,  are  diverted 
from  other  channels  of  production.  If 
this  number  were  engaged  in  the  pro- 
duction of  foodstuffs,  clothing,  etc., 
they  would  account  for  an  increase  of 
approximately  18.5  per  cent  in  the  sup- 
ply of  essential  commodities. 

It  is  of  interest  to  consider  the  use  of 
automobiles  in  relation  to  the  groA\-th 
of  the  two  major  fields  of  production 
— manufacture  and  agriculture.  The 
value  of  the  annual  production  of  farm 
products  and  manufactured  products 
at  different  periods  is  reported  in  the 
table  on  page  116. 

The  period  1880-1900  indicates  a 
parallel  rate  of  growth  during  the 
twenty  years  preceding  the  use  of  auto- 
motive transportation.  During  this 
interval  the  value  of  both  agricultural 
and  manufactured  products  approxi- 
mately doubled.  The  period  1900- 
1920  indicates  a  widely  discrepant  rate 
of  gro^Nlh  in  the  twenty  years  during 
which  automotive  transportation  has 
been  introduced.     The  value  of  farm 
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Year 

Farm  Products 

Manufactured  Products 

1880    

2,200,000,000 

4,400,000,000 

25,000,000,000 

5,400,000,000 

1900    

11,400,000,000 

1920 

24,000,000,000 

products  has  increased  5.7  times,  while 
that  of  manufactured  products  has 
again  approximately  only  doubled,  in 
spite  of  the  fact  that  the  value  of  all 
vehicles,  accessories  and  supplies  pro- 
duced is  included  in  the  total  reported 
for  manufactured  products. 

Assuming  the  rate  of  increase  of 
value  of  manufactured  products  to 
have  been  the  normal  index  for  both 
periods  in  proportion  to  increase  of 
population  and  per  capita  circulation 
of -currency,  and  the  same  to  have  been 
true  of  farm  products  from  1880  to 
1900,  we  may  assume  that  a  normal  rate 
of  growth  would  have  shown  a  value  of 
farm  products  for  1920  of  $8,800,000,- 
000.  On  this  basis,  we  may  consider 
approximately  $16,200,000,000  to  rep- 
resent an  abnormal  increase  and  as- 
sume that  the  increased  production  has 
been  made  possible  through  the  use  of 
automobiles. 

It  is  undoubtedly  true  that,  owing  to 
lack  of  facilities  for  transportation  by 
public  utility  in  outlying  districts,  the 
automobile  has  made  it  possible  to  ex- 
tend the  radius  of  agricultural  cultiva- 
tion to  distances  much  further  removed 
from  centers  of  collection  and  distribu- 
tion of  freights,  and  of  passenger  trans- 
portation l)y  public  utility  than  would 
have  been  possible  without  this  means 
of  transportation.  The  National  Au- 
tomobile Chamber  of  Commerce  re- 
ports 34  per  cent  of  total  mileage  to 
have  been  in  districts  where  there  is  no 
other  adequate  communication. 

It  is  of  interest  to  note  that  the  type 
of  vehicle  absorbed  by  agricultural  dis- 
tricts is  the  light  economical  car  of  the 
Ford  class. 


Assuming  that  half  the  total  mileage 
is  made  by  Fords  in  agricultural  dis- 
tricts, which  is  generally  conceded  to  be 
true,  and  that  the  mile  cost  of  a  Ford, 
as  used  by  the  farmer,  is  4.71  cents,  we 
account  for  $1,483,650,000  of  the  total 
expenditure  for  automotive  transporta- 
tion or  5.93  per  cent  of  the  wealth  pro- 
duced on  farms. 

By  difference,  we  find  a  total  expen- 
diture of  $6,684,200,000  in  manufac- 
turing and  residential  districts  or  27.85 
per  cent  of  the  wealth  produced  in  fac- 
tories. 

If  the  use  of  automobiles  resulted  in 
enough  increase  in  production  to  justify 
its  cost,  we  should  find  an  abnormal 
increase  in  volume  sufficient  to  absorb 
the  cost  of  automotive  transporta- 
tion in  manufacturing  districts.  As  has 
previously  been  demonstrated,  this  is 
not  the  case.  There  has  been  no  cor- 
responding abnormal  rate  of  increase 
in  the  value  of  manufactured  products. 
It  is  therefore  undoubtedly  true  that 
automotive  vehicles  have  not  justified 
their  use  on  economic  grounds,  outside 
of  agricultural  districts.  Except  in 
isolated  cases,  they  exist  only  for  con- 
venience, flexibility  in  transportation 
and  pleasure,  and  must  properly  be 
counted  luxuries.  The  pa.ssenger  au- 
tomobile and  in  many  instances,  also, 
the  truck,  is  therefore  to  no  small  ex- 
tent chargeable  with  responsibility  for 
increase  in  the  cost  of  living,  so  far  as 
this  is  affected  by  the  cost  of  manu- 
factured products. 

On  the  other  hand,  it  is  apparent 
that  automotive  transportation  in 
agricultural  districts  possesses  distinct 
utility.     The  margin  of  excess  produc- 
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tion  of  farm  products  attributable  to 
the  use  of  automobiles  is  wide  enough 
to  support  its  pro  rata  quota  of  heavier 
and  more  expensive  vehicles,  and  it  is 
of  interest  to  note  that  the  farmer  has 
in  recent  years  begun  to  buy  higher 
grade  passenger  cars,  and  to  use  the 
finest  trucks. 

Cars  of  Present  Types  too  Expen- 
sive TO  Permit  Demand  to  Be 
Equated  with  Output 

In  view  of  the  foregoing,  it  is  obvi- 
ously true  that  the  most  economical 
cars  possess  distinct  utility  in  but  half 
the  field  of  production  and  that,  in  gen- 
eral, existing  types  are  still  too  expen- 
sive to  be  operated  by  a  sufficient  num- 
ber of  individuals  to  restore  the  volume 
required  to  absorb  the  capacity  of  the 
industry. 

It  has  been  §hown  that,  at  the  ex- 
treme limit  of  normal  demand  for  im- 
proved types,  the  total  production 
would  be  limited  to  75  per  cent  of  19^20 
capacity.  This  means  that  under  the 
most  favorable  conditions  competition 
will  eliminate  a  sufficient  number  of 
the  weakest  manufacturers  to  aggre- 
gate a  total  capacity  of  470,780  passen- 
ger cars  and  94,751  trucks  per  year.  If 
no  improvement  is  shown  in  construc- 
tion, the  total  elimination  will  be  enor- 
mously greater.  It  is  important  to  note 
that  this  condition  can  be  offset  only  by 
increase  of  population  and  longer  work- 
ing hours  and,  as  political  pressure  is 
being  brought  to  bear  to  limit  immi- 
gration and  prevent  lengthening  of 
hours,  the  industry  can  anticipate 
no.  relief  from  external"  expansion  of 
its  market,  but  must  rely  entirely-upon 
the  efficacy  of  its  own  internal  recon- 
struction. .       .     :    .         . 

As  has  been  stated,  only  one  condi- 
tion can  approximate  maximum  volume 
and  that  is  the  production  of  the  least 
expensive  and  most  economical  cars. 


The  manufacturers  who  survive  the 
existing  depression  will  be  the  ones  who 
achieve  this  result. 

Car  Design  Developing  in  Wrong 
Direction 

An  examination  of  factors  controlling 
price  and  economy  in  operation  leads 
to  the  conclusion  that  a  great  deal  may 
be  accomplished  in  the  way  of  improve- 
ment by  reduction  of  weight  to  a  mini- 
mum, by  decrease  of  power  to  the  nor- 
mal requirements  for  propulsion  at  or- 
dinary speeds,  and  by  limitation  of 
speeds. 

These  objectives,  while  accepted  in 
principle,  established  in  fact  and  widely 
advertised,  have  unfortunately  not 
been  generally  applied  in  the  practice 
of  designing  and  manufacturing  cars. 
An  outstanding  fact,  attested  by  exam- 
ination of  specifications  of  current 
models  is  that  1921  cars  are  heavier, 
higher  powered  and  operate  at  higher 
speeds  than  1920  models — obviously 
a  step  in  the  wrong  direction. 

The  curves  on  pages  118-124  are  of 
interest  in  connection  with  an  inquiry 
into  the  relation  of  weight  to  economy. 

Commenting  upon  the  extreme  vari- 
ation in  prices  and  operating  costs 
shown  by  these  curves,  it  is  of  inter- 
est to  note  that  the  National  Auto- 
mobile Chamber  of  Commerce  admits 
that  lighter  and  more  economical  cars 
can  be  produced,  and  will  be  produced 
when  it  is  necessary  i<ir  the  industry 
to  do  so. 

The  one  outlet  for  excess  capacity  is 
through  production  for  export.  If  we 
are  manufacturing  cars  which  are  not 
;sufficiently  economical  to  warrant  their 
indefinitdy  continued  use  in  the  United 
States,  how  can  we  expect  to  export 
them  to  countries  where  the  cost  of 
.  petrol  is  prohibitive,  per  capita  wealth 
and  income  are  so  much  lower  and  an 
adverse  price  differential  has  been  set 
up  against  us  by  depreciated  exchange? 
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Figure  1 
In  the  weight  range  from  Ford  at  1,600  pounds,  to  average  weights  for  other  models  3,040  pounds, 
the  variation  of  price  with  weight  is  approximately  $1.00  per  pound. 
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Based  on  40,000  miles  life  of  1600  lb.  ct 
50,000     "       "    '*  2000   " 
60,000     "       "    "  3000   " 
80,000      "       "    "  4000   " 
120,000     "       "    "  5000  " 
It  should  be  noted  that  these  mileages  are  extremely  favorable  to  the  automobile,  actual  mass  total 
experience  indicates  an  average  life  of  35,000  miles. 
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Year 

Expenditure  for  RoAds 

Cars  Registered 

Per  Car 

1914 

$23.5,000,000 
$300,000,000 
$400,000,000 

$720,000,000 

l,7o4,.570 
(),14(),(!17 
7,r>23,(;fi4 
9,211,295 

1918 

$48.80 

1919 

$53 . 20 

1920 

$01 .10 

1921 

$70 . 00 
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Economy  of  Operation  Sacrificed 
FOR  Power  and  Weight 

A  careful  examination  of  the  fore- 
going charts,  together  with  detailed 
specifications  listed  at  length  in  the  sta- 
tistical numbers  of  the  leading  trade 
journals  indicates  that  econortij^  of 
operation  has  been  sacrificed  for  power 
and  weight.  First  cost  has  been  un- 
duly increased  by  provision  of  detailed 
equipment  and  finish,  tending  toward  a 
maximum  of  luxury  in  appointment 
and  appearance. 

The  latter  contribute  entirely  to- 
ward pride  of  possession,  and  do  not  in 
the  slightest  degree  promote  the  me- 
chanical efficiency  of  transportation. 
The  former  may  be  analyzed  as  fol- 
lows : 

"Power" — a  large  surplus  of  avail- 
able capacity  for  development  of  me- 
chanical energy  over  and  above  needs 
for  propulsion  at  ordinary  speeds. 
Provided  for  "pinch"  purposes  to 
avoid  necessity  for  shifting  gears.  Ex- 
cess utilized  less  than  1  per  cent  of  driv- 
ing time  for  extraordinary  performance 
and  acceleration  in  trafl5c,on  bad  roads, 
in  informal  road  races  and  on  hills. 
Results  in  99  per  cent  operation  at  low 
thermal  efficiency,  with  consequent 
wastage  of  gasoline  under  ordinary 
road  conditions  at  usual  touring 
speeds. 

"Weight" — excess  mass  provided  to 
give  inertia  in  resistance  to  sudden  ac- 
celerations and  decelerations,  contribut- 
ing a  sense  of  smoothness  and  stability 
in  operation,  and  dampening  the  re- 
sponse to  road  shocks  resulting  from 
unnecessary  speed.  An  expedient  cor- 
rective for  lack  of  driving  skill  in  ma- 
nipulation of  clutch,  accelerator,  gear 
shift,  and  brakes,  as  well  as  failure  to 
regulate  driving  speeds  to  road  condi- 
tions. 

While  excess  power  and  weight  have 
contributed  to  spectacular  performance 


and  have  assisted  publicity  in  promo- 
tion of  sales  for  a  time,  has  not  the 
question  been  begged?  Would  it  not 
have  been  better  in  the  long  run  to 
have  designed  for  economy  in  opera- 
tion, refined  our  clutches  and  brakes 
and  taught  car  operators  how  to  drive? 

The  Possibility  of  Increased  Gov- 
ernment Regulation  of  the 
Automotive  Industry 

Even  if  commercial  expediency  had 
warranted  the  temporary  exploitation 
of  the  automobile  as  a  novelty  with  the 
understanding  that  it  must  ultimately 
be  expected  to  repeat  the  history  of  the 
bicycle  on  a  larger  scale,  and  if,  under 
the  circumstances,  costs  had  been  so 
fully  amortized  in  current  production 
that  the  industry  could  face  with  com- 
placency the  abandonment  of  some 
portion  of  its  capital  investments  or 
their  diversion  to  other  uses  on  shrink- 
age of  demand  to  normal  volume,  could 
the  industry  expect  to  escape  compul- 
sory legislation  in  the  end,  if  it  failed  of 
its  own  volition  to  design  for  economy? 

It  seems  short-sighted  to  overlook 
the  potential  political  effect  of  an  ever 
and  rapidly  increasing  burden  for  con- 
struction and  maintenance  of  roads. 
The  public  is  already  spending  $720,- 
000,000  per  year,  approximately  $80 
per  vehicle,  for  this  purpose.  Car 
owners  are  paying  $98,000,000,  or 
about  $11  per  car  in  licenses.  The 
non-car  owning  public  is  paying  $69 
per  car. 

With  approximately  30,000,000  qual- 
ified voters,  averaging  $24  each  per 
year,  about  22,000,000  or  73  per  cent 
of  whom  neither  own  nor  drive  cars 
but  have  to  foot  the  bill,  how  long  will 
compulsory  legislation  limiting  vehicle 
weights  and  speeds  be  delayed?  Road 
impact  is  most  certainly  a  function  of 
mass  and  velocity,  and  road  failures  are 
a  function  of  impact.  The  conclusion 
is  obvious. 
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The  Fitture  of  the  Automotive 
Industry  a  Matter  of  the 
Survival  of  the  Fittest 

It  would  seem  inescapable  that  the 
vehicles  of  the  future  as  they  evolve 
from  present  types  in  survival  of  the 
fittest  will  be  those  which  furnish  com- 
fortable and  safe  transportation,  with 
minimum  cost  per  unit  of  service  ren- 
dered, i.e.  per  passenger  or  ton  mile,  and 
the  industry  cannot  count  itself  to  be 
established  on  bed  rock  until  this  unit 
cost  approximates  the  cost  of  equivalent 
service  by  public  utility.  It  is  true 
that  some  slight  premium  may  be  war- 
ranted for  flexibility  and  privacy  in  the 
control  of  individual  transportation. 

It  is  also  true  that  some  individuals 
will  always  be  able  to  finance  the  opera- 
tion of  a  limited  number  of  the  most 
expensive  and  luxurious  cars,  and  inter- 
mediate grades, — but  the  number  of 
models  and  quantity  of  each  which  are 
produced  will  undoubtedly  bear  a  fixed 
and  definite  relation  to  the  number 
of  individuals  of  higher  incomes  suf- 
ficient to  support  the  cost  of  each  such 
model. 

It  must  also  be  conceded  that,  in 
some  cases,  service  at  any  cost  will 
warrant  the  use  of  the  highest  powered 
cars,  in  matters  of  life  and  death  or 
protection,  by  physicians  and  hospi- 
tals, by  fire  and  police  departments  and 
by  the  army,  and  also  that  cars  of  this 
character  will  be  required  for  the  trans- 
portation of  mail  and  perishable  goods, 
etc.,  but  in  general  it  can  be  conceded 
to  be  true  that  economy  must  be  at- 
tained. 

Steps  Necessary  for  the  Revival 
OF  the  Industry 

On  careful  consideration,  it  would 
seem  that  the  first  great  step  forward 
toward  economy  can  be  accomplished 
by  adjustment  of  the  basis  of  distribu- 
tion, so  that  the  average  commission  on 


sales  may  be  reduced  from  present 
figures,  averaging  25  per  cent  to  30  per 
cent  of  list  to  a  level  more  nearly  com- 
mensurate with  the  fair  cost  of  selling 
other  commodities. 

A  second  great  step  forward  would  be 
a  change  in  service  policy,  so  that  the 
maintenance  of  cars  in  use  might  be 
handled  promptly  and  efficiently  on  a 
narrow  margin  in  order  to  encourage 
distribution  instead  of  continuing  serv- 
ice as  a  vehicle  for  an  abnormal  profit 
that  will  kill  the  goose  that  lays  the 
golden  egg. 

Limitations  of  power  and  speed,  de- 
crease of  weight  and  the  general  use  of 
the  highest  grade  of  alloy  steels  through- 
out construction  will  lengthen  vehicle 
life,  decrease  depreciation  and  mini- 
mize cost. 

On  the  face  of  the  situation,  it  would 
appear  that  the  distribution  of  cars  has 
been  forced  on  an  unwarranted  basis, 
and  that  the  industry  has  become  very 
dangerously  inflated.  There  are  mil- 
lions of  cars  in  excess  of  normal  require- 
ments which  will  glut  the  market  for 
months  to  come,  until  they  are  even- 
tually worked  out  of  service.  Their 
existence  will  undoubtedly  impede  the 
sale  of  new  cars  through  inability  of 
distributors  to  finance  "trade-ins" 
indefinitely,  or  to  move  used  cars  in  the 
volume  offered.  The  effect  will  be  to 
depress  or  break  prices  and  curtail  pro- 
duction during  a  prolonged  period,  as 
previously  estimated. 

The  surest  markets  and  quickest  re- 
coveries should  be  experienced  by  a 
limited  number  of  high  grade  cars,  and 
by  the  most  inexpensive  and  econom- 
ic-al  light  weight  vehicles.  The  inter- 
mediate group  must  look  forward  to  a 
prolonged  and  difficult  period  of  read- 
justment prior  to  recovery,  with  many 
instances  of  liquidation. 

While  it  is  possible  and  certainly 
highly  desirable  that  an  orderiy  read- 
justment may  take  place,  with  com- 
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binations  and  absorptions  in  which  due 
regard  is  had  to  the  respective  equities 
of  all  interests  involved,  it  is  unfortu- 
nately highly  improbable  that  this  will 
be  the  case.  It  is  practically  certain 
that  there  will  be  the  keenest  competi- 
tion for  business,  with  ultimate  sur- 
vival by  a  relatively  small  group  of 
large  and  aggressive  manufacturers 
producing  a  limited  number  of  models 
of  light  economical  cars  at  low  cost  on  a 
large  volume  basis,  and  a  few  small 
manufacturers  producing  a  very  limited 
quantity  of  high  grade  expensive  cars. 

It  is  most  regrettable  that  so  meri- 
torious an  achievement  as  the  develop- 
ment of  automotive  transportation 
should  have  been  marred  by  the  mis- 
fortune of  over-expansion.  It  is  en- 
tirely natural  that  there  should  have 
been  some  lack  of  foresight.  It  is  a 
trait  inherent  in  human  nature.  The 
extent  of  its  failure  to  perceive  its  limi- 
tations is  the  only  criticism  that  may 
fairly  be  leveled  at  the  industry,  not 
its  failure  -per  se.  To  a  considerable 
degree  it  should  be  recognized  that  the 
condition  of  unbelievable  prosperity 
during  the  recent  period  of  inflation 
unavoidably  absorbed  attention  in 
matters  of  production  and  distribution 
to  the  exclusion  of  mature  considera- 
tion and  sound  analysis. 

To  the  end,  therefore,  that  the  sta- 
bility and  continuity  of  the  automotive 
industry  may  be  assured,  that  its  in- 
vestments may  be  safe-guarded  and  its 
personnel  protected  against  deviations 
from  normal  progress,  it  is  of  funda- 
mental importance  that  there  should  be 
an  accurate  determination  of  the  mar- 
ket, adjustment  of  production  to  cur- 
rent demand,  combination  and  consoli- 
dation of  facilities  for  production, 
limitation  of  models  for  quantity  pro- 
duction, redesign  to  promote  simplicity 
and  economy,  recasting  of  distributing 
and  s«rrvice  methods,  reduction  of 
prices  to  a  minimum  and  an  orderly 


and  voluntary  liquidation  of  excess 
investment. 

If  these  things  are  not  accomplished, 
the  industry  will  be  restricted  by  the 
effects  of  legislative  regulation,  limited 
by  the  purchasing  power  of  the  market, 
checked  by  bankers  withholding  funds 
needed  for  expansion  in  legitimate  in- 
stances and  embarras'sed  by  their  with- 
drawal of  current  outstanding  loans 
until  the  total  capital  invested  in  the 
industry  is  balanced  by  liquidation  to 
the  normal  requirement  for  curtailed 
production. 

As  a  result  of  the  process  of  elimina- 
tion of  the  least  fit  in  the  unrestricted 
competition  of  a  buyers  market,  the 
principle  of  marginal  utility  will  estab- 
lish the  level  of  prices  set  by  the  weak- 
est survivor,  for  the  entire  industry. 
These  being  necessarily  low  enough  to 
maintain  the  distribution  of  the  least 
desirable  car,  will  curtail  to  a  minimum 
the  profit  on  sales  experienced  by  the 
industry  as  a  whole. 

Conclusion  As  to  the  Prospects  of 
THE  Automotive  Industry 

In  conclusion,  it  would  seem  that  the 
automotive  industry  may  anticipate 
recovery  under  the  following  general 
conditions. 

Passenger  Cars.  Tapering  increase 
from  present  volume  to  36  per  cent  of 
1920  production  by  fall  of  192-i.  Low 
prices,  narrow  margins  and  heavy  liq- 
uidation ad  interim. 

Trucks.  Prompt  recovery  to  71  per 
cent  of  1920  production  upon  resump- 
tion of  general  business.  Close  prices, 
moderate  margins  and  appreciable 
liquidation  in  the  interim. 

Parts, Acces,sories  and  Suppliesv>-i\\  fol- 
low trend  of  passenger  cars  and  trucks. 

The  foregoing  conclusions  may  be 
modified  by  the  extent  to  which  lighter 
and  more  economical  vehicles  are  pro- 
duced and  distributing  and  service 
methods  are  modified. 
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The  Building  Complex 

By  A.  D.  Welton 

Continental  and  Commercial  National  Bank,  Chicago 


IX  common  with  all  other  industries 
that  of  building  construction  was 
influenced  by  the  war.  The  demand 
for  it  found  stimulation  in  the  general 
business  activity  that  accompanied 
expansion,  but  building  materials  were 
not  the  subject  of  priority  orders  and 
in  1918  the  Secretary  of  the  Treasury 
made  an  appeal  to  the  public  to  stop 
all  but  necessary  building.  The  diver- 
sion of  building  materials  to  war  work 
had  a  pronounced  effect,  and  credit  for 
building,  when  not  frowned  on  by  any 
of  the  numerous  war  boards,  was  re- 
stricted by  voluntary  action  of  those 
in  control  of  it,  if  not  by  the  potential 
borrowers  themselves. 

Price  Vagaries 

Prices  for  labor  and  materials  went 
skyward  with  other  prices  and  are  com- 
ing down  with  even  greater  reluctance. 
Among  the  price  index  numbers  build- 
ing material  is  found  to  be  one  of  the 
most  industrious  performers.  In  com- 
parison with  the  all-commodities  index 
number  it  moved  up  more  slowly,  but 
it  kept  on  advancing  after  other  prices 
had  stopped  and  was  exceeded  only  by 
house  furnishing  goods  in  the  latest 
comparisons.' 

At  the  time  following  the  armistice, 
when  a  resumption  of  building  might 
have  been  expected,  the  Vjuilding  mate- 
rial index  number  reached  new  high 
points.  In  January,  1920,  it  was  268, 
with  all  commodities  at  248.  In  April, 
it  was  341  with  all  commodities  at  265, 
and  when  the  latter  reached  its  maxi- 
mum of  272  in  May,  1920,  building 
materials  stood  at  341.  It  has  receded 
slowly,  reaching  the  low  point  of  202 

'  The  Bureau  of  Labor  Statistics  index  num- 
bers of  wholesale  prices  are  cited. 


in  May  last  when  the  all-commodity 
number  was  151.  Only  the  number 
for  house  furnishing  goods  was  higher. 

Analyses  of  the  Building 
Situation 

While  the  building  material  prices 
were  making  these  records,  building  was 
almost  at  a  standstill  the  country  over. 
There  were  many  surveys  of  the  situa- 
tion. The  advance  of  rents  to  unprec- 
edented figures  called  all  kinds  of  legis- 
lative bodies  into  action.  There  were 
investigations,  recommendations,  sug- 
gestions, new  laws,  court  proceedings, 
vast  amounts  of  publicity,  and  defense 
organizations  formed  by  tenants  to 
combat  the  greed  of  profiteering  land- 
lords. The  United  States  Senate  ap- 
pointed a  "Select  Committee  on  Re- 
construction and  Production"  with  i 
Senator  W.  M.  Calder,  of  New  York, 
as  chairman.  This  committee  held 
hearings  in  different  parts  of  the  coun- 
try, and  submitted  a  report  on  March 
2,  1921.  The  report  is  perhaps  more 
interesting  for  its  information  than  its 
conclusions  and  suggestions  of  remedy 
by  legislation,  and  no  small  part  of  the 
interest  is  aroused  by  its  dissonances 
rather  than  its  consonances.  This  is 
not  surprising.  In  such  surveys  there 
is  always  a  pronounced  tendency  to 
confuse  causes  and  effects  and  search 
for  the  former  is  likely  to  lead  afield,  \ 
especially  when  conditions  are  not  yet 
.settled.  The  report  is  none  the  less  a 
very  valuable  contribution. 

The  New  York  Legislature  appointed 
a  committee  to  investigate  the  building 
situation.  The  Illinois  legislature  did 
likewise,  and  in  both  instances  there 
was  uncovered  sufficient  evidence  of 
combinations    in    restraint    of    trade, 
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conspiracies,  agreements,  bribery  and 
collusion,  to  warrant  criminal  indict- 
ments and  in  some  instances  convic- 
tions have  already  been  secured. 
Material  men,  contractors  and  labor 
leaders  were  involved  and  the  investi- 
gations have  not  been  coiiiplcted. 

BuiLDiNc;  J)kterrents 

Even  cursory  examination  of  the 
building  situation  will  disclose  that  it 
was  influenced  by  the  many  factors 
that  entered  into  the  general  disloca- 
tion. Attempts  to  attribute  conditions 
to  any  one  cause  must  fail,  and  the  ap- 
plication of  any  one  remedy  would 
fail  as  decisively. 

Wages,  their  increase  and  stubborn 
maintenance  at  the  high  level,  have 
been  frequently  given  as  the  one  or 
chief  deterrent  to  new  building  enter- 
prises. It  has  been  one  deterrent,  of 
varying  force  in  different  communities, 
but  it  has  probably  been  no  greater 
a  deterrent  than  labor  inefficiency, 
which  cannot  be  expressed  in  terms  of 
dollars. 

The  price  of  building  materials  has 
been  a  deterrent  but  price  at  times  was 
no  more  effective  to  stay  the  desire  to 
l)uild  than  scarcity  of  materials.  Sen- 
ator Calder's  committee  went  beyond 
the  question  of  the  price  of  materials 
in  the  effort  to  find  causes.  It  fixed 
on  coal,  coal  mining  and  coal  distribu- 
tion, as  a  fundamental  cause  of  the  high 
price  of  building  materials,  with  trans- 
portation, and  its  cost  and  inefficiency, 
in  second  place,  and  the  direction  of 
credit,  in  third.  Coal  is  placed  as  the 
great  sinner.  For  a  time  it  pushed 
everything  else  off  the  railways.  It 
sought  and  received,  or  was  naturally 
given  priority  while  building  was 
under  the  war  ban.  Coal  was  gambled 
in,  held  back,  made  short  by  strikes, 
stored  in  cars  that  could  have  been 
used  for  other  pm-poses,  and  finally 
was   bid   up   to   a   figure   that   found 
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reflection  in  the  price  of  building  mate- 
rials, like  lime,  brick  and  cement. 

However,  in  the  same  report,  it 
appears  that  subsequently  coal  was 
plentiful,  if  not  cheap,  that  there  were 
many  thousands  of  idle  cars,  that  the 
consuming  public  was  all  but  tearfully 
asked  to  buy  inniicdiatciy,  and  still 
building  materials  were  high  and  build- 
ing lagged.  But  coal  and  its  carriage 
must  be  given  position  as  a  contribut- 
ing cause  to  the  failure  of  a  resumption 
of  building. 

In  the  enumeration  of  causes  of  the 
building  slump,  the  bankers  came  in  for 
frequent  and  vigorous  denunciation  for 
withholding  credit.  The  Federal  Re- 
serve insurance  companies  which  make 
mortgage  loans  were  pilloried,  and 
the  builders  and  real  estate  opera- 
tors seemed  to  take  particular  joy  in 
hammering  these  forces. 

Building  Shortage  Real 

The  deflnite  information  to  be 
gained  from  study  of  the  current 
history  of  building  construction  is  that 
there  is  a  shortage  of  building  the 
country  over.  At  the  time  this  is 
written,  the  shortage  is  finding  little  to 
alleviate  it. 

Building  is  gaining  a  little  every- 
where in  comparison  with  the  duller 
periods,  but  generally  construction 
work  is  w^aiting  for  release  from  the 
domination  of  prices  that  are  still  high, 
and  conditions  that  make  for  costs 
beyond  the  probable  replacement  value 
two  or  three  years  hence.  Money  which 
goes  into  the  construction  of  buildings 
is  returned  slowly.  The  investment  is 
usually  amortized  over  a  long  period  of 
years.  When  there  is  prospect  of  a 
fall  in  wages  or  materials,  building  be- 
comes a  highly  speculative  adventure. 
The  building  of  today  will  have  to  meet 
the  competition  of  the  new  one  built 
tomorrow  with  cheaper  materials  and 
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labor.  If  it  does  meet  that  competi- 
tion, part  of  the  money  used  for  its 
construction  must  be  charged  off  as 
loss.  The  value  must  be  written 
down  to  meet  the  new  scale  of  price 
and  wages. 

Various  estimates  of  the  building 
shortage  are  current.  At  the  annual 
convention  of  Real  Estate  men  in 
Chicago  in  July,  Herbert  Hoover  said: 

I  need  not  recount  to  you  that  the  cause 
of  this  critical  problem  lias  been  the  diver- 
sion of  our  economic  strength  from  per- 
manent construction  to  manufacture  of 
consumable  commodities  during  and  after 
the  war.  In  1910  we  averaged  about  110 
families  for  each  100  homes  and  in  1920 
about  117  families.  This  indicates  a  short- 
age of  nearly  1,500,000  homes  even  on  the 
1910  standard. 


Mr.  Hoover  also  asserted  that  60  per 
cent  of  the  population  is  living  as  ten- 
ants, which  he  considered  too  large  a 
proportion  for  social  safety. 

The  building  shortage  is  real.  The 
best  and  most  recent  study  of  it  is  that 
of  Mr.  A.  G.  Wheeler  in  the  Bankers 
Economic  Service  (Special  Analysis 
June  21  to  July  12.) 

Mr.  Wheeler  explains  this  table  as 
follows: 

"We  see  that  during  the  twelve- 
year  period  beginning  with  1909  and 
ending  with  1920,  only  three  years 
show  a  surplus  of  relative  volume  over 
normal  building  operations,  while  nine 
years  show  a  deficit;  and  that  the  final 
result  is  a  net  deficit  of  $2,884,600,000 
in  relative  volume.  This  amount, 
then,  expresses  the  relative  shortage  of. 


Table  1 — Building  Operations  in  the  United  States  for  the  Period  1909-1920* 


III 

V 

VI 

VII 

7 

II 

Index 

IV 

Relative 

Relative 

Relative 

Population 

Total 

Number 

Relative 

Normal 

Surplus 

Volume 

Year 

of  the 

Expenditures 

Building 

Volume  of 

Volume  of 

or  Short- 

Per Cent 

United  States 

inThousands  Materials  Building  in 

Buildings'  in 

age  in 

of 

in  Thousands 

of  Dollars^ 

Group^ 

Thousands 

Thousands 

Thousands 

Normal* 

1909 .  .  . 

90.812 

1,152.500 

96 

1.169,000 

1,056.300 

+ 

112.700 

111 

1910t  .. 

91,972 

1.075,300 

100 

1,075,200 

1.069,700 

+ 

5,500 

101 

1911..  . 

93,708 

1.050.500 

100 

1,050,400 

1,089,900 

— 

39,500 

96 

1912... 

95,1. 57 

1,101,100 

9S 

l,123,.500 

1,100,700 

+ 

16,800 

101 

1913.  .. 

9(i,509 

1,016,600 

99 

1,026,900 

1,122,400 

— 

95,500 

91 

1914... 

98,289 

921,000 

9(; 

959,400 

1,143,100 

— 

183,700 

8t 

1915..  . 

100,041 

965.800 

93 

1,038,500 

1,163,400 

— 

124,900 

89 

1916.  .  . 

101.091 

1.140.300 

100 

1,140.300 

1.175,600 

— 

35.300 

97 

1917... 

102,228 

819,200 

124 

660.600 

1,188,900 

— 

528,300 

53 

1918. .. 

103,460 

496,500 

151 

328,800 

1.203.300 

— 

874,500 

27 

1919... 

104,519 

1,505.300 

192 

784.000 

1,215,.500 

— 

431,500 

64 

1920t  . . 

105,683 

1,607.800 

308 

522,600 

1,229,000 

— 

706,400 

42 

—3,019.600  Average,  79% 

+ 

135.000  Shortage,21% 

Relative  Shortage,  2,884.600 

*  Base  1909-13. 

t  U.  S.  Census.     Other  years  estimated. 

'  Corrected  to  equal  286  cities  in  each  instance. 

*  U.  S.  Bureau  of  Labor  Statistics. 

'  The  per  capita  average  (1909-13)  applied  to  the  population's  growth. 

*  Decimals  omitted. 
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Table  II — Shortage  by  Years 

Relative  Per  Cent 

Amount  of  Total 

Shortage 

1914 $183,700,000  6.37 

1915 124,900,000  4 .  33 

1916 35,300,000  1.23 

1917 528,300,000  18.31 

1918 874,500,000  30.31 

1919 431,500,000  14.95 

1920 706,400,000  24.50 

Total $2,884,600,000  100.00 

Shortage  by  Groups  of  States 

Relative  Per  Cent 

Amount  of  Total 

New  England $336,921,000  11 .68 

Eastern  States 1 ,255,378,000  43 .  52 

Southern  States 190,095,000  6 .  59 

Middle  West 234,518,000  8.13 

Western  States 279,518,000  9 .  69 

Pacific  States 588,170,000  20 .  39 

Total $2,884,600,000  100.00 


Table  III — R.^tios  of  Building  Operations  by  Cities,  1909-1920* 
Per  Cent  of  Normal 
(decimals  omitted) 
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1909.  . 

.  134 

104 

1J6 

88 

85 

127 

84 

88 

126 

68 

134 

99 

98 

122 

114 

88 

1910.  . 

.  99 

104 

96 

92 

84 

99 

91 

98 

99 

98 

93 

85 

78 

99 

101 

93 

1911.  . 

.  91 

110 

100 

89 

99 

94 

108 

98 

84 

96 

87 

94 

97 

115 

81 

135 

1912. . 

.  104 

92 

93 

111 

103 

104 

120 

104 

81 

123 

99 

117 

123 

103 

86 

97 

1913. . 

.  72 

90 

95 

120 

129 

76 

97 

112 

110 

115 

87 

105 

104 

61 

118 

87 

1914. . 

.  62 

85 

87 

105 

145 

64 

138 

108 

132 

60 

114 

95 

79 

60 

73 

90 

1915. . 

.  79 

100 

99 

115 

173 

58 

167 

113 

106 

40 

57 

106 

89 

78 

59 

153 

1916. . 

.  92 

106 

114 

158 

158 

59 

144 

110 

94 

44 

69 

107 

112 

91 

64 

109 

1917. . 

.  34 

47 

62 

92 

113 

42 

98 

69 

62 

37 

46 

68 

64 

61 

50 

84 

1918. . 

.  15 

20 

22 

32 

48 

19 

26 

25 

34 

15 

21 

36 

21 

27 

23 

30 

1919. . 

.  54 

48 

74 

111 

104 

48 

62 

112 

50 

37 

28 

52 

69 

59 

69 

66 

1920 .  . 

.  37 

21 

38 

61 

89 

21 

46 

67 

34 

47 

30 

32 

31 

34 

42 

38 

Sbortag 

ef  27 

23 

17 

3 

1 

34 

2 

8 

16 

36 

28 

17 

20 

24 

27 

12 

*  Base  1909-13  =  H\T3othetical  Normal. 

t  Accumulated  Shortage  for  the  entire  period. 
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building  in  '28G  cities  of  the  United 
States,  although  when  the  amount  is 
released  from  its  subjection  to  the  price 
level-  it  becomes  $8,884,568,000  which 
states  it  in  the  terms  commonly  used; 
the  real  shortage,  however,  is  expressed 
by  the  previous  figure." 

"The  ratios  of  building  operations 
given  in  the  table,"  ^  says  ISlr.  Wheeler, 
"show  the  per  cent  of  normal  building 
attained  each  year.  Normal  is,  of 
course,  hypothetical,  and  in  the  present 
instance  is  arrived  at  by  using  the 
average  of  the  five-year  period,  1909- 
1913,  as  a  base  from  which  to  draw  the 
volume  of  building  per  capita  for  a 
representative  period.  This  per  capita 
amount  is  then  applied  to  the  popula- 
tion's growth  at  the  various  points  each 
year  to  date." 

Housing  Shortage  the  Chief 
Irritation  Point 

Mr.  Wheeler  gives  definite  informa- 
tion. It  compels  the  conclusion  that 
much  building  is  required  to  bring  con- 
ditions to  normal  everywhere.  Nor- 
mal, however,  is  a  hypothetical  term, 
as  Mr.  Wheeler  points  out.  The  tables 
show  that  there  is  a  tendency  to  over- 
build which  becomes  strongly  i)ro- 
nounced  at  times.  Building,  also,  is  a 
general  term.  It  includes  many  struc- 
tures besides  residences.  It  is  the  lack 
of  residentialbnildings  which  has  caused 
most  of  the  discussion.  It  is  the  short- 
age of  these  that  has  opened  the  way 
for  the  increase  of  rents.  These  in- 
creases fell  with  the  greatest  force  on 
the  people  least  able  to  bear  them. 
The  hardships  that  followed  were  very 
real.  The  rent  profiteers  were  unpop- 
ular.   They  were  openly  taking  advan- 

-  With  the  change  in  the  index  figure  found  in 
column  III  there  will  be  change  in  the  dollar 
enumeration  of  the  building  shortage.  This, 
however,  will  not  account  for  the  various  esti- 
mates of  the  shortage  which  appear  from  time  to 
time.     Thev  are  mere  guesses. 

«  Table  ITI. 


tage  of  the  situation.  Not  only  were 
rents  enormously  increased,  especially 
in  the  large  cities,  but  every  effort  was 
made  to  compel  the  signing  of  long- 
term  leases  at  the  advanced  rates. 
The  outcries  were  long  and  loud. 
Thousands  of  plans  were  offered  as  a 
means  of  aiding  tenants  and  punishing 
lantllords.  There  were  some  new  laws 
and  some  restraints  in  the  enforcement 
of  old  ones  but,  generally,  the  law 
afforded  scant  relief.  It  probably  was 
less  effective  than  the  publicity.  Inter- 
ference with  the  rights  of  owners  of 
property  is  very  difficult  in  this 
country  of  x\nglo-Saxon  institutions. 

There  were  elements  in  the  situation, 
even  at  the  stage  of  its  acuteness,  which 
showed  the  futility  of  the  eft'ort  to 
adapt  permanent  remedies  to  a  transi- 
tory case.  In  New  York,  for  instance,, 
a  survey  showed  that  there  were  thou- 
sands of  buildings  unoccupied.  They 
were  devoid  of  conveniences  and  no  one 
seemed  interested  to  live  in  them.  In 
Chicago  there  were  always  vacant  tene- 
ments. The  people,  however,  had 
been  prosperous.  Wages  were  high, 
money  was  plentiful,  and,  with  charac- 
teristic American  desire,  the  demand 
was  for  dwellings  and  apartments 
equipped  with  all  manner  of  modern 
conveniences.  There  was  a  steady 
movement  from  old  buildings  to  new 
or  better  ones  so  long  as  any  were 
obtainable. 

The  Lag  in  Home  Building 
Transitory 

A  notable  feature  of  any  movement 
for  business  expansion  is  the  position  of 
real  estate  and  building  in  the  scheme 
which  involves  increasing  activity  in 
all  lines  of  business  over  a  considerable 
period.  Real  estate  seems  always  to 
be  la.st  to  feel  the  influence  of  such  a 
general  movement.  It  is  equally  slow 
to  respond  to  the  change  downward  in 
activity.     The  reasons  nrr  nol  (lifflcnll 


The  Building  Complex 


133 


to  find.  A  new  home,  or  a  new  or  addi- 
tional business  structure,  is  a  conse- 
quence of  prosperity — of  the  capacity 
to  pay  for  it.  Dwellings,  whether 
detached  or  in  apartments,  are  not 
subject  to  sudden  changes.  They  are 
occupied  by  the  owners  or  are  under 
lease,  and  changes  of  occupancy  are 
infrequent.  A  change  in  business  con- 
ditions must  be  of  some  duration 
before  its  influence  is  exerted  to 
affect  a  position  so  permanent.  Once 
a  new  adjustment  has  been  made, 
however,  a  similar  degree  of  perma- 
nency halts  the  change.  A  lag  in  build- 
ing construction,  particularly  of  homes, 
might  be  expected  for  these  reasons, 
but  the  regular  procession  of  economic 
depression  is  lowering  of  prices,  slowing 
up  in  volume  of  production  and  conse- 
quent reduction  in  the  amount  of  capi- 
tal needed.  This  brings  a  fall  in  inter- 
est rates.  There  is  every  reason  for 
believing  that  this  is  now  in  process  and 
presently  interest  rates  will  be  within 
reach  of  the  home  builder.  Moreover, 
capital  in  times  of  depression  becomes 
timid,  and  real  estate  mortgages  are  the 
recourse  of  the  timid  investor. 

Localized    Congestion    and    High 
Rents  Will  Yield  Slowly 

Study  of  the  Wheeler  tables  seems 
to  show  that  the  accumulated  shortage 
of  buildings  is  not  everywhere  so 
serious  as  in  some  particular  places. 
If  the  Hoover  statement  is  correct  and 
there  has  been  an  increase  of  only 
seven  families  for  each  hundred  dwell- 
ings, neither  morals  nor  health  are  in 
serious  jeopardy.  The  increase  of 
seven  families  is,  however,  not  evenly 
distributed.  That  average  means  a 
menacing  and  intolerable  congestion 
at  many  points  with  incapacity  to 
pay  as  the  cause,  and  an  annoying  con- 
gestion at  other  points  with  the  desire 
of  many  people  to  live  in  the  same  sec- 
lion    or   neighborhood    as    the    cause. 


This  is  a  common  American  trait  com- 
parable to  the  common  desire  to  ride 
on  the  same  train,  or  boat,  or  street  car 
on  which  everyone  else  also  desires  to 
ride. 

It  will  be  noted  that  the  accumu- 
lated shortage  in  Detroit  and  Cleve- 
land cannot  be  serious  in  terms  of 
present  day  conditions  of  prices  and 
the  necessity  for  national  economy,  but 
the  shortage  is  everywhere  serious  in 
view  of  the  increase  of  rents.  Until 
the  point  of  saturation  of  the  building 
market  is  reached,  rents  will  yield 
slowly  and  rents  are  too  high.  The 
return  on  new  building  investments  is 
high  and  the  return  on  old  ones  is  out 
of  all  proportion  to  a  fair  profit.  The 
rental  yield  is  also  out  of  proportion  to 
the  return  on  other  investments. 
Under  other  less  trying  conditions  this 
should  draw  funds  toward  building  and 
ultimately  work  toward  the  new-  level. 
But  prices  and  conditions  in  building 
have  not  yet  been  adjusted  to  permit 
more  than  a  small  beginning. 

There  are  other  factors  at  work. 
The  movement  cityward,  so  pronounced 
when  factories  were  crying  for  labor  at 
high  wages,  has  been  stopped  or 
reversed.  When  automobile  produc- 
tion was  at  its  peak  in  Detroit  in  1919- 
1920,  there  were  more  than  20,000 
deserted  farms  in  Michigan.  The 
migration  of  negroes  from  the  South 
to  northern  cities,  caused  great  dis- 
turbance in  residential  districts  of  the 
latter.  Many  of  the  negroes  have 
returned  to  their  former  abodes. 

"For  rent"  signs  began  to  reappear 
months  ago  in  many  cities.  There  has 
appeared  a  tendency  for  conditions  to 
right  themselves  so  far  as  is  possible 
without  the  ordinary  amount  of  build- 
ing. In  this  respect  then,  at  this  time 
building  is  in  the  same  position  as 
everything  else.  The  desire  of  all  busi- 
ness men  is  to  do  business.  The  dis- 
covery of  a  remedy  to  aid  or  hasten  the 
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work  of  ordinary  economic  forces  is, 
tlien,  important.  This  is  the  problem 
to  which  Congress,  the  Administration 
and  innumerable  organizations  and 
individuals  have  addressed  themselves. 

Building  Nostrums 

As  the  causes  for  building  inertia 
consequent  on  the  war  disappear,  and 
building  is  not  resumed  or  is  resumed 
very  slowly,  new  causes  are  assigned. 
These  causes  vary  according  to  the 
whims  or  predilections  of  their  pro- 
ponents. 

Before  the  National  Convention  of 
Real  Estate  Men  in  Chicago  in  July, 
Senator  Calder  gave  final  and  particu- 
lar stress  to  the  lack  of  credit — to  the 
unwillingness  of  bankers  to  make 
advances  for  building  purposes.  He 
abandoned  coal,  and  railroad  rates  and 
other  causespreviously assigned.  Scant 
attention  was  given  to  the  reports  of 
the  legislative  committees  in  New  York 
or  the  proceedings  in  Chicago.  The 
influence  of  illegal  combinations  of 
builders,  price  fixing,  collusive  bidding 
and  distribution  of  contracts,  and  other 
dark  methods  w^as  largely  ignored. 
Labor,  guilty  of  a  very  similar  policy 
on  the  part  of  its  leaders,  was  given 
a  position  of  less  influence  on  building 
than  that  of  the  bankers. 

As  is  customary  in  such  cases,  the 
remedy  for  this  dereliction  on  the  part 
of  the  bankers  was  an  amendment  to 
the  Federal  Reserve  Act.  The  Federal 
Reserve  System  is  the  port  of  call  of  all 
financial  ships  in  distress.  Senator 
(Jalder's  discovery  that  national  banks 
have  two  billions  in  savings  deposits,  of 
which  only  eight  per  cent  is  invested  in 
real  estate  mortgages,  is  the  foundation 
on  which  he  bases  his  pleafor  an  amend- 
ment to  the  Reserve  Act  giving  the 
Reserve  Board  power  to  authorize 
the  investment  of  the  savings  deposits 
of  national  banks  in  long  term  securities. 

The  allegation  that  the  banks  have 


not  been  making  real  estate  loans  is 
true  in  large  measure.  Money  has 
been  neither  plentiful  nor  cheap  for  a 
long  time.  But  bankers  who  have  cus- 
tomarily made  loans  on  real  estate 
security  have  not  been  refusing  loans. 
In  many  large  cities  money  has  been 
available  for  building.  It  may  be  men- 
tioned that  in  Chicago  several  banks 
have  been  advertising  for  some  months 
that  they  had  funds  for  that  form  of 
investment.  Similarly,  there  has  been 
constant  advertisement  both  in  New 
York  and  Chicago  of  bonds  secured  by 
real  estate  mortgage.  Undoubtedly, 
the  banks  so  advertising  make  only 
conservative  loans  and  are  not  inter- 
ested to  lend  for  construction  purposes 
on  a  basis  of  repayment  in  "install- 
ments like  rent." 

However,  a  first  hand  investigation 
disclosed  that  even  when  the  outcry 
against  high  rents  was  shrillest,  the 
demand  for  real  estate  mortgage  loans 
on  terms  that  met  the  requirements  of 
conventional  safety  was  small.  One 
large  Chicago  bank  reported  two  appli- 
cations for  such  loans  in  seven  months, 
and  made  both.  There  was  at  the 
same  time  from  its  customers  a  demand 
for  mortgages  as  investments  which 
could  not  be  satisfied.  Similar  reports 
came  from  other  institutions,  and  from 
other  cities. 

On  the  other  hand,  it  was  possible 
to  find  hundreds  of  persons  who  not 
only  wished  to  build  but  were  waiting 
for  better  prices  and  more  favorable 
conditions.  Architects  everywhere  had 
pending  orders.  In  the  aggregate, 
there  were  hundreds  of  millions  of  dol- 
lars waiting  until  prices  and  conditions 
were  favorable.  These  hundreds  of 
millions  are  still  waiting. 

The  Federal  Reserve  Act — 
A  Cure-all 

It  remains  only  to  discuss  the  prob- 
able influence  of  the  proposed  amend- 
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ment  to  the  Federal  Reserve  Act  on 
building,  and  otherwise.  The  present 
law  permits  national  banks  to  lend  a 
part  of  their  time  or  savings  deposits 
on  farm  mortgages  or  on  real  estate. 
That  provision  of  the  law  was  acceded 
to  by  its  framers  with  great  reluctance. 
Its  supporters  were  ardent  in  their 
claims  that  such  a  provision  would  be 
most  helpful  to  those  desiring  to  build 
or  buy  homes.  Its  effect  has  been 
negligible.  Theoretically,  at  least,  the 
national  banks  are  commercial  banks. 
Their  managers  are  not  familiar  with 
real  estate  mortgage  technicjue.  A 
commercial  banker  has  an  habitual 
horror  of  mortgages.  Probably  he 
should  have. 

Worse  even  than  high  rents  or  a 
shortage  of  homes  would  be  an  inva- 
sion of  the  integrity  of  the  commercial 
banking  system.  Loans  on  farm  or  real 
estate  mortgage  should  never  have  been 
mentioned  in  the  Federal  Reserve  Act. 
To  broaden  the  application  of  the 
existing  provision  is  fraught  with 
danger.  The  error  of  permitting  na- 
tional banks  to  do  a  savings  business  is 
becoming  apparent.  The  abolition  of 
that  privilege  would  be  a  more  perti- 
nent recommendation  than  permissive 
or  compulsory  loaning  of  the  savings 
deposits  in  large  proportion  on  land 
mortgages. 


Credit   Only   One   Element   in   a 
Complex  Situation 

It  is  doubtful  if  easy  credit  would 
prove  a  stimulant  to  building  so  long  as 
other  conditions  remain  as  they  are. 
Interest  rates  have  been  high  for  many 
reasons.  Americans  have  been  forced 
to  bid  against  a  needy  Europe  for  funds. 
Taxation  has  run  up  the  returns  de- 
manded by  investors.  A  shrinking 
dollar  increased  the  demand  for  capital 
just  as  an  expanding  dollar  will  dimin- 
ish such  demand.  Building  enterprise 
has  been  outbid  iu  the  money  market 
by  industrial  enterprise  willing  to  pay 
seven  to  eight  per  cent  for  capital. 

When  other  conditions  have  righted 
theselves,  there  will  be  credit  for 
building.  Other  conditions  may  right 
themselves  partly  as  the  result  of  new 
laws  or  amendments  of  old  laws,  but  it 
is  more  likely  that  changes  will  result 
from  the  return  to  more  normal,  social 
and  business  relationships.  It  is  to  be 
expected  that  there  will  be  still  more 
suggestions  and  still  more  disclosures  of 
hidden  forces  working  for  high  wages 
and  prices,  but  in  the  end,  when  time 
has  brought  the  foreseeable  readjust- 
ments, it  will  be  found  that  building 
has  been  subjected  only  to  the  common 
influences  that  attended  war,  plus, 
perhaps,  an  unusual  degree  of  human 
chicanery. 
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TlilC  whole  sociological  .sy.steni  of 
Ilerhert  Spencer  is  erected  on  the 
oi)})osition  between  a  military  civili- 
zation, the  source  of  restraint,  and  a 
commercial  civilization,  the  agent  of  lib- 
erty. The  crisis  which  for  six  years  in- 
volved the  world  in  war  has  confirmed 
this  theory.  The  State,  threatened  in 
its  existence,  has  invaded  every  field  of 
human  activity,  letting  fall  upon  the 
people  the  heavy  hand  of  the  recruiter, 
seizing  and  requisitioning  goods  as  it 
saw  fit.  But,  as  the  British  proverb 
goes,  even  if  a  gallows  were  erected  at 
every  wharf  on  the  coast  business 
would  go  on  just  the  same.  Instead  of 
a  gallows,  we  have  submitted  to  pro- 
hibitive regulations  sanctioned  by  fine 
and  imprisonment,  and,  in  the  mean- 
time, in  the  face  of  a  thousand  obsta- 
cles, our  merchants  have  maintained 
our  economic  life.  Today,  during  this 
period  of  transition  which  is  one  neither 
of  war  nor  of  peace,  they  are  endeavor- 
ing as  rapidly  as  jealously  closed  fron- 
tiers are  opened  to  reunite  the  broken 
bonds  of  international  relations. 

France,  under  the  menace  of  hostile 
armies  which  vexed  her  soil  with  terri- 
ble battles,  was  compelled  to  extend  to 
the  farthest  limit  the  jurisdiction  of  the 
State,  the  effect  of  which  always  oi)er- 
ates  to  restrict  individual  liberty.  But 
this  inflexible  sovereignty  imposed  by 
circumstances  was  not  in  the  nature 
of  her  institutions.  As  soon  as  danger 
was  removed  from  beyond  the  Rhine, 
she  was  eager  to  release  the  close  net- 
work of  oppressive  regulations.  Being 
able  to  count  only  on  exports  to  rees- 
tablish credit  and  discharge  foreign 
debts,  France  stands  in  the  first  rank  of 


those  nations  which  aspire  for  the  sup- 
pression of  those  "economic  barriers" 
condemned  by  a  great  American  voice. 
In  this  short  study,  we  shall  review 
first  those  measures  taken  during  the 
war,  some  of  which  have  survived.  In 
contrast  with  the  first  period,  the  pe- 
riod following  will  appear  liberal  to 
those  who  would  be  tempted  to  con- 
sider it  excessive  in  its  monopolies  and 
its  prohibitions.  We  shall  then  exam- 
ine the  fluctuations  in  the  commercial 
policy  of  France  since  the  Armistice, 
with  its  alternatives  of  commercial 
freedom  and  protection  dictated  by  the 
variations  in  exchange  rates.  Finally, 
we  shall  deal  with  the  satisfactory  re- 
sults obtained  by  the  institutions  of 
economic  expansion  created  or  reestab- 
lished by  a  great  reform  minister,  M. 
Clementel,  who  had  the  unique  honor 
of  receiving  the  title  of  Minister  of  Na- 
tional Economy  and,  what  is  still  bet- 
ter, of  justifying  it. 

Commercial  Policy  During  the  War 

The  war,  by  militarizing  all  the  re- 
sources of  the  nation,  brought  about 
the  dictatorship  of  the  State  acting  as 
an  economic  even  more  than  as  a  politi- 
cal unit.  From  the  outbreak  of  hos- 
tilities, the  government  took  Draconic 
measures  to  prevent  the  waste  of  na- 
tional wealth  indis[)ensable  to  the  vic- 
torious conduct  of  military  operations. 

These  protective  measures  invari- 
ably resolved  themselves  into  serious 
blows  at  commercial  freedom,  extend- 
ing even  to  its  complete  annihilation; 
less  than  three  years  sufficed  for  this 
evolution  which  began  August  2,  1914 
and  was  completed  by  March  22,  1917. 
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These  restrictions,  originally  directed 
towards  the  enemy,  extended  success- 
ively to  neutrals  and  to  the  allies,  every 
other  consideration  disappearing  be- 
fore the  safety  of  the  state. 

Reasons  of  policy  led  the  French 
government  first  to  forbid  its  nationals 
to  trade  with  nationals  of  the  enemy 
])Owers.  This  was  the  object  of  the 
decree  of  September  27,  1914  and  the 
law  of  August  17,  1915.  Then,  when 
Germany  declared,  at  the  end  of  March, 
1915,  that  orders  would  be  given  to  her 
submarines  to  sink  every  ship,  even 
neutral,  carrying  any  goods  whatever, 
even  non-contraband,  destined  for  or 
leaving  French  or  British  ports,  the 
Entente  powers  replied  March  16, 
1915,  by  declaring  a  commercial  block- 
ade of  Germany.  This  rigorous  block- 
ade obliged  the  French  Government  to 
take  strict  precautions  to  assure  itself 
that  goods  destined  for  such  neutral 
countries  as  were  neighbors  of  the  en- 
emy powers  would  not  ultimately  be 
reexported  to  our  enemies.  For  this 
purpose  special  organizations  were 
created  such  as  the  Swiss  Society  for 
Commercial  Inspection,  The  Nether- 
lands Overseas  Trust  (Societe  Suisse 
de  Surveillance  Economique,  le  Trust 
Neerlandais  d'outre  mer),  the  purpose 
of  which  was  to  guarantee  to  the  Allied 
governments  that  goods  received  there 
were  not  reexported  to  enemy  territory. 
Finally,  to  permit  enforcement  of  the 
prohibitions  against  trading  with  en- 
emy nationals,  even  when  residing  in 
neutral  states,  blacklists  were  prepared 
and  published  in  the  Official  J  our  mil. 

Prohibitions 

So  far  as  neutrals  and  Allies  were 
concerned,  exports  w^ere  the  first  to 
suffer  the  effects  of  the  war.  In  order 
to  conserve  the  national  resources  for 
the  needs  of  the  army  and  to  prevent 
their  serving  to  revictual  the  enemy,  the 
government   was  compelled   lo   adopt 


restrictive  measures  immediately  in 
the  case  of  foods  and  raw  materials. 
Availing  itself  of  a  forgotten  law  of 
December  17,  1814,  a  survival  of  Na- 
poleon's continental  blockade,  author- 
izing the  government  "to  suspend  in 
case  of  emergency  the  exportation  of 
the  products  of  the  soil  and  of  indus- 
try," it  promulgated,  beginning  De- 
cember 21,  1914,  numerous  decrees 
concerning  each  of  the  determined 
commodities  as  fast  as  the  services 
concerned  declared  the  necessity  of 
prohibiting  the  export  of  such  articles 
hitherto  considered  as  sufficiently  plen- 
tiful or  of  no  military  use.  These  pro- 
hibitions, however,  were  not  absolute. 
The  Minister  of  Finance  might  grant 
permits  in  individual  cases  or  perma- 
nently in  the  case  of  the  Allied  coun- 
tries. But  legislative  enactments  were 
far  less  important  than  other  factors, 
for  exports  were  reduced  by  the  short- 
age of  labor,  raw  materials  and  coal, 
and  especially  by  the  crisis  in  the  carry- 
ing trade  caused  by  submarine  warfare, 
from  nearly  seven  billions  of  francs  in 
1913  to  less  than  two  billions  in  1915. 

On  the  other  hand,  imports  were 
from  the  first  greatly  stimulated  by 
the  needs  of  national  defense.  Pro- 
hibitions did  not  appear  until  the 
struggle  assumed  the  character  of  a 
test  of  economic  endurance.  Then 
the  State  faced  the  need  of  reducing 
foreign  obligations  in  order  to  avoid 
aggTavating  the  exchange  situation, 
and  to  increase  the  amount  of  capital 
at  its  disposal.  Moreover,  by  prohib- 
iting the  importation  of  luxuries,  trans- 
port facilities,  by  tliat  time  greally 
reduced  by  the  submarine  warfare, 
were  reserved  for  war  material  from  the 
United  States,  and  the  enormous  ad- 
vance in  freight  charges  was  checked. 

A  law  of  May  6,  1916,  still  in  force  in 
January,  1921,  authorized  the  govern- 
ment to  prohibit  by  decree  the  entrance 
of  foreign  goods  or  to  increase  the  eus- 
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toms  duties.  Parliament,  hitherto  so 
jealous  of  its  rights  over  the  customs, 
contented  itself  by  ratifying  these  de- 
crees several  months  after  their  pro- 
mulgation. After  diverse  partial  meas- 
ures, aimed  especially  at  luxuries  and 
alcohol,  the  government  finally,  by  the 
decree  of  March  i'i,  1917,  prohibited 
imports  entirely.  The  temper  of  the 
people  was  gradually  prepared  for  the 
principle  of  prohibition,  which,  if  ap- 
plied in  its  entirety,  would  have  sus- 
pended the  economic  life  of  the  coun- 
try. Goods  were  arranged  in  three 
categories:  (1)  those  enjoying  a  general 
exemption  from  the  prohibition;  (2) 
those  prohibited  except  for  exemptions 
granted  upon  the  advice  of  a  Commit- 
tee of  Exemptions.  (Comite  de  Dero- 
gations); (3)  those  whose  importation 
was  authorized  under  certain  deter- 
mined circumstances. 

Some  months  later,  the  increasing 
difficulties  of  ocean  transportation 
made  necessary  a  closer  coordination 
between  the  importing  services  and 
freight  facilities.  A  decree  of  Decem- 
ber 13, 1917  created  an  Executive  Com- 
mittee of  Imports,  which,  acting  in  acr 
cord  with  corresponding  bodies  in  the 
other  Allied  States,  was  to  decide  fi- 
nally upon  the  imports  to  be  admitted. 
At  the  same  time,  the  Inter-allied  Pur- 
chasing Board  was  created,  which 
strengthened  the  tendency  toward  the 
concentration  of  i)rivate  purchasing  in 
the  hands  of  centralized  bodies  under 
government  control.  Finally,  the  Al- 
licfi  CoMtifil  of  Maritime  Transport  cs- 
lablishcd  the  progran)  of  transporting 
commodities  admitted  by  the  Execu- 
tive Committee  of  Imports. 

COMPTOIRS   AND    CoNSORTIUM.S 

Thus,  at  the  moment  when  the  State, 
at  the  desire  expressed  by  the  United 
States,  became  the  sole  buyer  for 
France,  first  for  meats  and  fats  and 
then  for  cottoti,  the  decree  of  March  'i'-Z, 


1917  provided  for  each  authorized  con- 
tingent of  imports  a  plan  of  pro  rata 
distribution  of  indispensable  commodi- 
ties among  the  different  industrial  and 
commercial  groups.  Tiie  result  was 
the  concentration  of  incoming  com- 
merce in  the  hands  of  State-controlled 
groups  known  as  coinptoirs  and  con- 
sort in  nt.s  to  which  all  firms  consuming 
raw  materials  were  obliged  to  apply. 

As  the  holder  of  imported  merchan- 
dise, the  consortium  established  a  com- 
mon jnice  for  domestic  and  imported 
goods,  and  then  effected  a  distribution 
of  goods  among  manufacturers  based 
upon  their  production  capacity  in  such 
a  way  as  to  preserve  for  each  of  them, 
in  spite  of  the  scarcity  of  raw  materials, 
a  part,  however  reduced,  of  their  activ- 
ity. The  most  important  consortiums 
were  those  of  cotton,  petroleum,  petrol 
and  newsprint  paper.  The  regime  of 
the  consortiums  permitted  a  satisfac- 
tory solution  of  the  difficulties  growing 
out  of  the  war,  and  at  the  same  time 
furnished  the  basis  for  an  economic 
organization  which  will  correct  the  ex- 
cesses of  individualism  by  the  accepted 
discipline  to  which  the  members  of  a 
syndicate  ought  to  submit  themselves. 

Commercial  Policy  of  the  Transi- 
tion Period 

By  one  restriction  after  another,  the 
State,  dominated  bj^  the  necessities  of 
war,  had  reduced  to  naught  the  free- 
dom of  foreign  trade  which  before 
August  1914  knew  nothing  of  the  insur- 
monnlable  obstacle  of  ])roliil)ition  an<] 
considered  as  its  only  l)arrier  customs 
duties  which  were  easily  overcome. 
The  Armistice  did  not  immediately  re- 
store this  happy  era.  For  more  than  a 
year  after  November  11,  1918,  France 
experienced  that  intermediate  period 
between  war  and  peace.  Then,  she 
was  forced  constantly  to  watch  over 
the  grudging  execution  of  a  treaty  of 
pcar-e  wliif-li  was  accepted  by  the  van- 
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quished  only  uiidcr  the  coustaiit  threal 
of  force.  Finally,  more  than  half  of 
Europe,  from  the  Adriatic  to  the  Bal- 
tic, still  heard  in  December  1920  the 
clash  of  arms.  This  fundamental  fact 
must  be  kept  constantly  in  mind  in 
making  a  fair  estimate  of  the  govern- 
ment's slow  return  to  commercial  free- 
dom, and  in  appreciating  at  its  real 
value  the  considerable  (>ffort  of  the 
French  manufacturers. 

Control  of  exports.  In  the  period  of 
depression  following  the  war,  the  whole 
commercial  policy  of  the  government 
was  directed  towards  economic  expan- 
sion. Thus  by  successive  measures  of 
January  20,  1919,  July  12,  1919  and 
August  28,  1919,  in  order  to  relieve  the 
crisis  of  the  high  cost  of  living,  the 
embargo  on  exports  was  finally  re- 
stricted to  the  principal  food  products 
which  continued  to  be  very  scarce,  and 
to  indispensable  raw  materials  to  the 
extent  that  these  latter  could  not  be  ob- 
tained in  quantities  sufficient  for  na- 
tional production.  In  January  1921, 
the  commodities  provisionally  on  the 
prohibited  list  were  fresh  meats,  fats, 
milk,  eggs,  cheese,  butter,  cereals,  fod- 
der, fertilizer  and  pitcoal.  However, 
these  prohibitions  were  not  absolute. 
The  administration  having  control  of 
the  product  in  question  might  author- 
ize its  export  upon  the  payment  of  a 
fee.  Finally,  to  encourage  them,  all 
exports  were  exempted  from  the  tax  of 
1.1  per  cent  on  the  volume  of  business 
levied  by  Article  72  of  the  law  of  June 
25,  1920^. 

The  export  of  capital  and  transfer- 
able seciirities  was  subject  to  a  more 
rigorous  and  minute  regulation  by  the 
law  of  April  3,  1918  which  is  to  remain 
in  force  until  January  1, 1922.  Travel- 
lers abroad  are  permitted  to  take  with 
them  onl}'^  5,000  francs  in  French  or 
foreign  banknotes.  The  export  of 
gold  is  formally  prohibited.  An  allow- 
ance of  ten  francs  silver  is  permitted. 


For  fiscal  reasons  as  well  as  for  the 
preservation  of  the  artistic  patrimony 
of  France,  a  law  of  August  31,  1920 
made  subject  to  administration  au- 
thorization, the  export  of  "objects  of  a 
national,  historical  or  artistic  interest." 
The  provisions  of  the  law  apply  only 
to  objects  dating  prior  to  1830,  to  the 
works  of  painters,  engravers,  designers 
and  sculptors  wlio  died  more  than 
twenty  years  before  the  date  of  export 
as  well  as  to  objects  secured  from  exca- 
vations in  France.  These  articles  au- 
thorized to  be  exported  pay  a  duty  of 
15  per  cent  od  valorem  up  to  5,000 
francs,  20  per  cent  between  5,000  and 
20,000,  and  25  per  cent  above  25,000 
francs. 

Control  of  imports.  Immediately  fol- 
lowing the  Armistice,  on  November  25, 
1918,  the  Minister  of  Industrial  Re- 
construction, M.  Loucheur,  stated  his 
willingness  "to  assure  the  progress- 
ive return  to  commercial  freedom  for 
the  various  needs  of  industry."  But 
on  February  14,  1919,  the  same  minis- 
ter declared  necessary  the  provisional 
maintenance  of  the  prohibitions  on  im- 
ports because  of  the  fact  that  "  it  is  the 
whole  problem  of  foreign  exchange  that 
dominates  that  of  imports."  The  com- 
mercial policy  of  the  government, 
inspired  by  a  desire  for  freedom  and 
condemned  to  restrictions,  was  com- 
pelled to  adjust  itself  to  the  vary- 
ing circumstances  of  the  international 
economic  situation,  whence  arises  an 
impression  of  vacillation:  liberal  ten- 
dencies in  1919,  the  extension  of  prohibi- 
tions in  April  1920,  return  to  hberalism 
in  July  1920,  the  restrictions  increasing 
as  exchanges  fall.  We  shall  examine 
these  fluctuations  of  policy,  and  at  the 
same  time  point  out  another  character- 
istic of  the  evolution,  the  progressive 
abandonment  of  prohibitions  offset  by 
a  moderate  increase  in  customs  duties, 
the  protective  effect  of  which  w^as  lost 
by  a  considerable  increase  in  prices. 
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Brief  Regime  of  Liberalism 

In  the  weeks  which  followed  the  war, 
the  feeling  of  relief  was  keen  and  wide- 
spread; there  was  assuredly  an  illusion 
that  the  regime  of  constraint  would 
soon  come  to  an  end.  A  notice  which 
appeared  in  the  Official  Journal  for 
December  25,  1918  declared:  "Every 
effort  will  be  put  fortli  to  return  as 
soon  as  possible  to  freedom  in  commer- 
cial transactions."  And  indeed  Parlia- 
ment and  the  Government  entered  res- 
olutely upon  this  course  as  is  witnessed 
by  the  law  of  January  20,  1919,  the  de- 
cree of  the  same  day  and  the  order  of 
March  19,  1919  which  exempted  from 
the  general  prohibition  on  imports  (de- 
creed March  22,  1917)  350  articles  out 
of  654  on  the  tariff  schedules.  The 
prohibition  now  applied  only  to  yarn 
and  textiles,  metal  and  woodwork,  mis- 
cellaneous manufactured  articles  and 
certain  raw  materials  and  foodstuffs, 
cotton,  wool,  flax,  paper,  metals,  re- 
frigerated meats,  etc.,  over  which 
"control  was  maintained  to  permit 
})ayments  abroad  for  the  best  interests 
of  the  country." 

Beside  these  general  exemptions, 
particular  exemptions  from  the  prohibi- 
tions still  in  force  might  be  granted  l)y 
the  competent  administrative  authori- 
ties vho  showed  themselves  to  be 
quite  generous.  When  the  consortiums 
created  for  the  centralization  of  foreign 
])urrhases  were  for  the  most  part  dis- 
banded or  transformed  into  private 
companies,  the  distribution  of  such 
wool  and  cotton  textiles  as  were  au- 
thorized to  l)e  imported,  was  made  by 
the  corporate  groups  interested. 

This  rapid  return  to  commercial  free- 
dom was  confirmed  by  various  decrees 
in  May,  June  and  July  1919.  On  July 
7,  1919,  the  list  of  prohibited  articles  of 
imports  contained  no  more  than  a 
dozen  items  on  the  tariff  schedules. 
Even    these    few    interdictions    were 


solely  motivated  either  by  the  existence 
of  organizations  charged  with  the  dis- 
tribution of  imports  (the  National- 
Press  Office  in  the  case  of  newsprint 
paper),  or,  in  the  case  of  cereals,  by  a 
veritable  purchasing  monopoly  con- 
ferred upon  the  State.  The  statement 
preceding  the  decree  of  June  13,  1919. 
which  removed  most  of  the  prohibi- 
tions, justified  this  decision  in  the  fol- 
lowing words:  "This  measure,  which  is 
in  accord  with  the  vote  of  Parliament, 
constitutes  a  decisive  step  in  that  re- 
turn to  commercial  freedom  demanded 
by  public  opinion,  and  is  adopted  in 
order  to  counteract  the  high  cost  of  liv- 
ing by  assuring  a  more  abundant  sup- 
ply to  the  home  market  and  by  stimu- 
lating domestic  production." 

In  less  than  a  year  after  the  Armistice, 
then,  France  had  returned  to  a  regime 
of  almost  complete  liberalism.  But  this 
happy  situation  was  ephemeral,  since 
most  of  the  other  states  did  not  lay 
aside  so  hastily  the  economic  armor  of 
war.  In  the  course  of  the  year  1919, 
the  value  of  our  imports  rose  to  nearly 
thirty  billions  of  francs,  while  exports 
scarcely  reached  nine  billions.  The  re- 
sult was  an  unfavorable  trade  balance  of 
twenty  billions  and  a  disquieting  de- 
preciation of  70  per  cent  in  the  vahie  of 
the  franc  in  international  exchange. 

This  critical  situation  called  for 
heroic  measures.  The  decree  of  April 
20,  1920  prohibited  absolutely  the  im- 
portation of  something  like  200  articles 
on  the  tariff  schedules.  The  statement 
of  the  motives  for  the  new  decree  re- 
vealed the  gravity  of  the  crisis.  "We 
cannot  conceal  the  fact,"  said  the  min- 
isters, "that  the  question  is  a  vital  one, 
for  if  we  continue  unwisely  to  make 
useless  imports  we  shall  end  shortly  by 
being  unable  to  obtain  abroad  the 
credit  needed  to  purchase  necessary 
foodstuffs  and  raw  materials.  It  would 
be  superfluous  to  insist  upon  the  eco- 
nomic and  social  consequences  of  such 
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u  redoubtable  eventuality.  'J'lie  study 
given  to  the  matter  by  the  departments 
eoneerned  has  demonstrated  the  neces- 
sity of  prohibiting  the  importation  of  a 
whole  series  of  luxuries  and  indispen- 
sable articles." 

In  truth  it  was  rather  a  question  of 
rousing  public  opinion  I  ban  of  averting 
instantly  a  general  crisis.  It  was  evi- 
dent on  reflection  that  the  prohibited 
articles,  although  constituting  a  large 
proportion  of  the  total  number  on  the 
schedule,  gave  rise  to  comparatively 
few  transactions,  less  than  a  billion 
francs  for  thirty  billions  of  imported 
goods.  Moreover,  it  was  necessary  to 
include  in  the  calculations  the  treaties 
with  Italy,  Switzerland  and  Portugal 
which  obligated  France  to  admit  a  cer- 
tain number  of  their  products. 

This  severe  regime,  however,  was 
even  shorter-lived  than  that  of  rela- 
tive freedom  which  preceded  it.  It 
lasted  exactly  three  months  and  was 
ended  by  the  decree  of  July  22,  1920 
still  in  force,  which  keeps  on  the  pro- 
hibited list  only  about  twenty  articles 
and  those  subject  to  individual  exemp- 
tions. This  was  in  effect  a  return  to 
the  regime  instituted  July  7,  1919. 
The  consumer,  upon  whom  the  Minis- 
ter had  wisely  urged  economy,  began 
more  or  less  spontaneously  to  practice 
an  abstention  which  did  not  distin- 
guish between  imported  and  domestic 
products  and  which  brought  about  a 
fall  in  prices  in  the  home  market.  At 
the  same  time,  the  imfavorable  ex- 
change stimulated  exports  beyond  the 
most  sanguine  hopes.  The  govern- 
ment, satisfied  with  its  warning  of 
April,  returned  in  July  to  the  liberalism 
which  it  had  not  ceased  to  profess  in  its 
official  declarations. 

The  Tariff  Again  On  A  Protective 
Basis 

Complete  freedom  of  foreign  trade 
could  not  be  reestablished,  however, 


except  l)y  |)lacing  the  tarilf  on  a  pro- 
tective basis  again.  The  formidable 
rise  in  prices  had  effectively  deprived  it 
of  its  protective  nature  in  the  case  of 
the  specific  duties  which  did  not  follow 
the  variations  in  value  of  the  articles 
subject  to  these  duties.  For  this  reason 
I  lie  goNcrninent  was  compelled  to  a\ail 
itseh*  of  the  jjower  given  it  by  the  law 
of  May  G,  1916  to  increase  customs' 
duties.  In  reality  it  was  not  a  question 
of  increasing  duties  so  much  as  of 
restoring  their  pre-war  efficacy.  The 
policy  of  the  government  was  clearly 
and  vigorously  set  forth  in  the  state- 
ment which  preceded  the  decree  of 
June  4,  1919. 

"If  freedom  for  imports,"  said  MM. 
Clementel  and  Loucheur,  "is  an  im- 
portant element  in  commercial  re- 
covery, it  must  not  be  lost  sight  of  that 
the  most  powerful  factor  in  a  general 
fall  in  prices  exists  in  national  activity, 
the  source  of  production.  Such  activ- 
ity, however,  would  run  the  risk  of 
being  paralyzed  at  a  time  when  every 
effort  should  be  put  forth  to  reestab- 
lish the  normal  life  of  the  country,  if 
the  removal  of  restrictions  on  imports, 
which  opens  our  markets  to  foreign 
competition,  is  not  counteracted  by  a 
protective  tariff.  Failing  sufficient 
protection,  free  importation  would  be 
the  death  warrant  of  numerous  indus- 
tries. The  existing  tariff  does  not  pro- 
vide such  protection  since  the  increase 
in  prices  has  made  it  for  most  commod- 
ities merely  a  nominal  tax  without  any 
compensating  effects. 

"While  circum.stances  compelled  us 
to  call  in,  at  great  expense,  the  holdings 
of  foreign  securities  which  had  so  pro- 
foundly disjointed  our  commercial  bal- 
ance, this  step  did  not  secure  an  imme- 
diate remedy,  since  production  was 
destroyed  in  the  devastated  sections 
and,  to  a  great  extent,  suspended  by 
the  force  of  circumstances  in  the  re- 
mainder of  the  country.     For  the  rest. 
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the  restrictive  rc'pnie,  lo  the  extent 
that  it  apphed  to  imports,  reduced 
considerably  the  influence  of  foreign 
competition.  Such  competition  could 
not  continue.  Our  exports  at  that 
moment  were  reduced  to  one-sixth  of 
our  imports,  and  we  would  have  courted 
economic  ruin  had  we  not  immediately 
taken  measures  to  restore  production 
so  that  the  country  might,  so  far  as  was 
possible,  free  itself  from  the  heavy 
tribute  paid  abroad  and  retrieve  by 
sales  abroad  a  financial  situation,  the 
difficulties  of  which  were  obvious. 

"This  is  why  we  consider  a  provi- 
sional tariff  a  necessary  corollary  of  free 
importations,  pending  the  tariff  revi- 
sion under  consideration. 

"We  say  provisional  because  it  is 
not  so  much  a  question  of  raising 
duties  as  of  restoring  the  equilibrium 
destroyed  by  price  increases  in  such  a 
way  as  to  give  to  French  industry  the 
minimum  of  ])rotection  which  it  en- 
joyed before  the  war.  This  plan  will 
appear  less  extreme  when  it  is  remem- 
bered that  industry  finds  itself  in  the 
paradoxical  situation  of  being  less  pro- 
tected than  in  normal  times,  and  of 
being  helplessly  exposed  to  a  foreign 
competition  which  has  lost  none  of  its 
resourcefulness. 

"The  specific  duties  at  present  in 
force  being  so  calculated  by  the  legis- 
lative branch  as  to  represent  a  given 
percentage  of  the  value  of  imported 
commodities,  this  percentage  will  be 
reestablished." 

Regime  of  Coefficients 

In  order  to  reestablish  tariff  equi- 
librium destroyed  by  price  increases, 
the  government  first,  June  14,  1919, 
superimposed  on  the  normal  duties, 
ad  valorem  surtaxes  which  equalized 
duties  on  the  pre-war  basis.  This  was 
to  fall  into  all  the  vexations  of  ad 
valorem  duties  which  revealed  them- 
selves immediately  in  practice.    Hence, 


as  early  as  July  8,  1919,  a  decree  estab- 
lished coefficients  which  represented  for 
the  various  dutiable  articles  included 
in  the  reform  the  relation  between  the 
price  of  goods  in  1913  and  their  price  in 
1918.  But  "the  government  being 
anxious  to  avoid  as  far  'as  possible  all 
tiie  causes  for  rising  prices  and  resolved 
to  signify  very  distinctly  its  intention 
not  to  stabilize  existing  prices  which 
are  too  often  the  result  of  mere  specula- 
tion, has  arbitrarily  adopted  the  figure 
3  as  the  limit  of  the  coefficients."  In 
practice  most  articles  had  applied  to 
them  only  the  coefficients  1.2-1.4-2- 
2.3-2.6,  etc.  Moreover,  determined  to 
avoid  every  pretext  for  a  rise  in  the 
price  of  necessities,  the  government 
exempted  from  the  surtaxes  foodstuffs, 
natural  or  prepared,  as  well  as  raw 
materials  and  those  partially  manu- 
factured articles  which  were  essential 
to  production. 

Finally,  the  government  undertook  to 
follow  closely  the  trend  of  prices,  and,  in 
case  of  a  decrease,  to  reduce  the  coeffi- 
cient so  as  to  preserve  constantly  a  fair 
relation  with  pre-war  prices.  P'or  this 
purpose,  an  interministerialcommi-ssion 
was  organized  whose  duty  it  was  to  re- 
vise periodically  the  table  of  coefficients, 
that  these  might  express  as  accurately 
as  possible  the  relation  between  exist- 
ing and  pre-war  prices.  Up  to  the  pres- 
ent, conditions  in  the  international  mar- 
ket have  not  permitted  any  change  in 
the  coefficients.  On  the  contrary,  when 
the  prohibition  on  imports  of  luxuries 
decreed  in  April,  1920  was  removed  in 
July,  certain  of  these  articles,  truffles, 
carpets,  etc.,  were  subject  to  coeffi- 
cients of  4.5  and  even  6.6. 

This  regime  of  coefficients  was  still 
in  force  January,  1921  for  Parliament, 
slow  to  make  use  of  its  prerogatives,  on 
December  31,  1920  renewed  for  one 
year  the  authorization  given  to  the 
government  to  raise  the  customs  duties 
by  decree.     But  the   right   to  decree 
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prohibition  of  imports  and  exports  was 
taken  from  the  government  and  re- 
stored to  Parhament.  The  govern- 
ment Avith  the  approval  of  Parhament 
refused  to  fix  the  customs  in  gold. 
This  system  was  adopted  by  a  large 
number  of  European  States  and  was 
characterized  by  premiums  ranging 
from  "200  jjer  cent  in  Italy  to  4,000  jx'r 
cent  in  Austria.  Since  July  1,  lOi^O, 
imported  commodities  have  paid  inde- 
pendently of  customs  duties  a  domestic 
tax  on  the  volume  of  business  in  tlie 
form  of  an  ad  valorem  duty  ranging  from 
1.1  to  10  per  cent  in  the  case  of  luxuries. 
It  is  really  not  a  tax  on  imports  but  a 
consumption  tax,  the  legislators  wish- 
ing to  reach  foreign  goods  to  the  same 
extent  as  domestic  products. 

Certain  products,  such  as  breadstuff  s, 
coal  and  petrol,  by  reason  of  their  vital 
importance  from  the  social  as  well  as 
the  economic  point  of  view  were  sub- 
jected to  special  treatment.  This 
regime  was  characterized  by  rigorous 
State  control  which  extended  to  price- 
fixing  and  even  to  a  practical  monopoly 
of  buying  and  importing.  Justified 
by  war-time  necessities,  it  extended 
into  the  period  of  transition  preceding 
the  return  to  commercial  freedom. 

State  Intervention  in  Buying  and 
Selling 

The  Minister  of  Commerce,  arrned 
with  the  power  to  requisition,  was 
charged  with  purchasing  cereals  and 
breadstuffs  both  in  France  and  abroad 
and  with  distributing  them  on  the  basis 
of  consumption  needs,  by  a  system  of 
rationing.  The  State  found  itself  in 
this  dilemma:  Either  it  must  increase 
by  considerable  proportions  its  finan- 
cial assistance  to  the  wheat-growers 
which  had  already  meant  a  sacrifice  of 
five  billions  of  francs,  or  it  must  see  the 
price  of  bread  mount  to  such  a  figure  as 
would  threaten  the  stability  of  the 
social  order.     The  government  hoped 


that  during  the  present  year  the  forces 
making  for  reduction  in  prices  would 
have  some  play ;  in  fact  it  asked  for  and 
obtained  an  extension  of  this  regime 
only  until  August  1,  1921,  the  next 
harvest.  In  asking  for  this  extension, 
the  Minister  of  ('ommerce  declared: 
"The  intention  of  the  government  is  to 
reestablish  commercial  freedom  but,  of 
course,  on  conditions  which  will  not 
provoke  social  unrest  nor  increase  the 
burdens  of  the  State." 

As  to  coal,  the  price  of  this  commod- 
ity which  was  20  francs  per  ton  in  1914 
was  more  than  400  francs  in  1920.  As 
a  result  of  the  systematic  devastation 
by  the  enemy,  the  output  fell  off  from 
41  million  tons  to  22  million,  making 
necessary  the  importation  of  48  mil- 
lion tons.  Since  the  selling  price  was 
fixed  at  the  highest  net  cost  of  produc- 
tion, this  price  would  have  been  deter- 
mined, not  by  the  price  of  French 
coal,  87  francs  at  the  mines,  but 
by  the  price  of  the  English  product 
which  had  reached  500  francs.  The 
government,  therefore,  intervened  and 
created  an  organization — the  National 
Coal  Bureau — for  equalizing  prices. 
This  bureau  controls  the  importa- 
tion of  coal  and  rations  it  to  con- 
sumers. Equalization  of  price  was 
secured  by  applying  surtaxes  to  French 
coal  and  by  granting  abatements  to 
foreign  coal.  An  improvement  in 
stocks  of  provisions  due  to  Germany's 
execution  of  the  Spa  agreement,  and  to 
the  welcome  competition  between  Eng- 
lish and  American  coal  (the  importa- 
tion of  the  latter  increasing  from  13,000 
tons  in  January  1920  to  700,000  in 
November)  gives  reason  to  anticipate 
the  early  disappearance  of  State  inter- 
vention in  buying  and  selling.  The 
Minister  of  Public  Works  announced 
to  the  Chamber  of  Deputies  at  the  ses- 
sion of  December  30,  1920:  "I  have 
shown  by  my  acts  that  I  intend  to 
return  as  soon  as  possible  and  in  the 
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greatest  measure  possible  to  free  trade 
in  coal." 

As  for  petrol,  both  its  jjurchase  and 
sale  were  monopolized  by  the  State 
under  the  cover  of  a  consorfium  com- 
posed of  the  ten  private  companies 
which  before  the  war  were  practically 
the  only  intermediaries  between  the 
petrol  trusts  and  the  French  consumer. 
The  State  acted  through  the  office  of 
a  Commissary  General,  a  function  in 
which  Senator  Henry  Beranger  ren- 
dered signal  services.  The  French 
(Tovernment  negotiated  directly  for 
imrchases  of  petrol  abroad.  Once  im- 
ported, the  State  resold  it  to  the  con- 
sortium at  a  trifling  increase  over  net 
cost.  The  consortium  then  distributed 
it  among  its  agents  who  were  unregn- 
latcd  in  disposing  of  it  in  the  interior. 

This  regime  will  certainly  end  during 
the  present  year  but  it  is  not  yet  known 
what  will  take  its  place.  The  govern- 
ment after  having  declared  itself  favor- 
able to  a  monopoly  in  buying  and  im- 
porting has  at  last  proposed  a  law  pro- 
viding for  "controlled  liberty."  The 
following  conclusions  presented  by  ]M. 
Lamoureaux  in  the  name  of  the  Com- 
mittee on  Public  Works  of  the  Chamber 
of  Deputies  would  give  us  reason  to 
believe  that  Parliament  may  not  follow 
the  government: 

Tlie  regime  of  liljerty  lias  failed.  It  is 
tliis  regime  which  in  the  midst  of  war  left  us 
without  production  and  without  .shipi)inji 
and  then  showed  itself  powerless  to  supj^ly 
us  with  «-ither.  The  State  as  producer  and 
trader:  this  is  the  regime  of  complete 
monopoly.  This  ^ilso  has  failed.  Tlien- 
remains  one  regime,  the  existing  one,  wJiif  li 
comprises  the  monopoly  of  l)uying  anrl  im- 
porting but  which  sells  imported  goods 
through  a  con.sortium.  This  regime  lias 
proved  itself.  Improvised  in  the  midst  of 
war,  it  has  met  all  the  needs  of  France. 
Under  it  important  advantages  have  ac- 
crued to  the  State.  It  safeguards  tlie  rights 
of  the  consumer  l>y  the  government's  ever- 
prpsent  control  of  priees.     F-et  us  keep  ji. 


The  evil  consequences  of  the  war 
continuing  beyond  all  reasonable  expec- 
tations, the  commercial  policy  of 
France  remains  in  an  uncertainty 
which  is  ju.stified  by  considerable  price 
fluctuations  and  universal  depreciation 
of  currency.  In  reality,  the  total  im- 
port duties  paid  in  France  amount  to 
from  5  to  30  per  cent  of  the  value  of  the 
goods  imported,  which  is  certainly  a 
moderate  increase  in  comparison  with 
the  results  of  most  foreign  tariffs.  But 
the  effect  of  exchange  fluctuation  on  im- 
ports offsets  the  effect  of  strengthening 
the  tariff.  Take  for  example  an  article 
whose  intrinsic  value  expressed  in  gold 
is  a  hundred  francs.  The  mere  fact 
that  its  value  is  expressed  in  foreign 
money  causes  its  price  to  ri.se  to  300 
francs  in  New  York  and  to  fall  to  '2.3 
francs  in  Berlin.  The  obstacle  to  pur- 
chases in  the  United  States  lies  in  the 
mere  price  of  the  commodity  and  a 
tariff  is  superfluous,  whereas,  in  the 
case  of  Germany,  the  price  in  effect 
places  such  a  premium  on  imports  as  to 
annihilate  the  tariff. 

The  exchange  situation,  then,  is  that 
iiisurmountal)le  barrier,  which,  in  the 
vivid  imagery  of  Mr.  Lloyd  George,  re- 
pulses famished  German  customers 
from  the  windows  of  glutted  English 
shops,  while  beyond  the  Rhine  it  con- 
stitutes an  enticing  bait  to  English 
buyers.  Like  the  God  of  the  Bible, 
I'lxnrientes  implevit  bonis  et  dirites 
(liinisit  inanes.  In  modern  language, 
it  is  a  case  of  nations  suffering  from  the 
"indigestion  of  riches."  The  remedy 
consists  in  an  intelligent  and  generous 
submission  to  the  laws  of  international 
soliflarity.  In  the  presence  of  such  a 
pf)tcut  ;ind  widespreafj  phenomenon, the 
regime  of  tariff's  loses  its  importance  for 
the  time  being.  Therefore,  the  French 
(jovernment  was  wise  in  adopting 
provisionally  the  .system  of  coefficients. 
On  I)cfcnd)cr  'id  io'20,  the  Minister  of 
( 'ommerec  in  the  face  of  a  protection 'isl. 
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offensive  undertook  to  follow  this  sys- 
tem "with  jjrudence  and  moderation." 

However,  the  government  was  com- 
pelled to  raise  the  general  tariff  con- 
siderably in  order  to  give  a  wider  lati- 
tude to  negotiators  in  view  of  the 
proposed  conclusion  of  commercial 
treaties.  Such  was  the  o})ject  of  the 
decree  of  March  28,  1921.  But  the 
I'nited  States  having  been  expressly 
excepted  in  the  case  of  such  of  their 
|)roducts  as  were  subject  to  the  general 
tariff,  this  increase  was  applicable  in 
reahty  only  to  those  countries  which 
were  to  be  refused  the  minimum  tariff. 
This  measure,  then,  was  completely 
effective  only  in  the  case  of  Germany 
from  which  imports  into  France  were 
favored  by  the  depreciation  of  our 
currency  entirely  out  of  proportion  to 
the  increase  in  the  general  tariff. 

But  Avise  foresight  is  the  best  provi- 
sion for  the  f utm'e.  Hence  in  the  midst 
of  hostilities,  the  government,  at  the 
happy  suggestion  of  M.  Clementel. 
Minister  of  Commerce,  took  under 
serious  consideration  the  future  com- 
mercial policy  which  would  be  adopted 
I  as  soon  as  a  stable  peace  would  permit 
it.  On  April  23,  1918,  M.  Clementel 
made  known  in  an  official  note,  the 
government's  intention  to  denounce 
"those  commercial  conventions  con- 
taining the  '  most  favored  nation '  clause 
or  tariff  agreements — in  a  word,  every 
agreement  of  such  a  nature  as  to  pre- 
vent the  enforcement  of  the  new  com- 
mercial policy  under  which  France 
expects  to  place  herself." 

These  denunciations  l)econiing  effec- 
tive all  existing  commercial  agreements 
were  to  be  extended  for  periods  of  three 
months  at  a  time  only,  until  a  new  agree- 
ment should  be  reached.  So  far,  only 
one  agreement  has  been  signed,  that  of 
November  4,  1920  with  Czecho-Slo- 
vakia.  Several  others  are  being  nego- 
tiated, notably  with  Poland,  Canada, 
Portugal  and  Bpjgium. 
n 


The  government  in  making  these 
agreements  remained  faithful  to  the 
general  principles  imderlying  the  crea- 
tion of  the  tariff  law  of  1892,  which, 
after  slight  change  made  in  1910,  is 
still  in  force.  The  law  of  1892  was 
characterized  by  the  ])rinciple  of 
autonomy.  Parliament  was  free  to 
change  rates  and  was  not  bound  by 
commercial  treaties,  while  the  govern- 
ment was  only  permitted  to  conclude 
conventions  which  might  be  denounced 
on  twelve  months'  notice.  'I'he  i)rin- 
ciple  of  autonomy  had  to  be  reconciled 
with  the  necessity  of  granting  certain 
reductions  to  the  contracting  powers. 
For  this  reason,  a  double  tariff  was 
established:  a  general  tariff  applicable 
in  principle  to  all  foreign  nations  and 
a  minimum  tariff  favoring  those  nations 
which  extend  like  advantage  to  us. 
There  was  an  average  difference 
of  50  per  cent  between  the  two 
tariffs. 

The  tariff  regime,  uniform  in  spite  of 
very  different  situations  and  con- 
stantly alterable,  was  lacking  both  in 
flexibility  and  stability.  'The  negotia- 
tors were  held  to  a  program  too  rigid  to 
permit  the  granting  of  concessions 
comparable  in  importance  to  the 
counter-proposals  which  varied  from 
two  per  cent  in  Belgium  to  thirty  per 
cent  in  the  United  States.  They  were 
compelled  to  apply  the  minimum  tariff 
to  countries  not  in  a  position  to  extend 
like  favors  and  the  concession  of  this 
tariff  became  a  precedent  which  was 
invoked  against  us  in  subsequent  nego- 
tiations. It  became  a  matter  of  con- 
siderable iinportance,  therefore,  to  bo 
able  to  eon.sent  to  reductions  from  tho 
general  tariff  comparable  to  those  which 
might  be  conceded  to  us  in  return. 
M.  Clementel,  Minister  of  Commerce, 
sought  this  result  and  obtained  it  by 
the  law  of  July  29,  1919.  This  law 
authorized  the  government  to  nego- 
tiate with  foreign  j>owers  for  a  rcHu/v 
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tion  of  duties  calculated  in  percentages 
of  the  difference  between  the  general 
and  the  minimum  tariff,  such  reduc- 
tions to  be  made  in  return  for  like 
advantages. 

It  is  to  be  noted  that  both  the  actual 
and  the  prospective  reforms  eft'ccted 
only  a  technical  readjustment  in  the 
tariff'  of  1912,  and,  except  in  the  case  of 
the  system  of  coefficients  rendered  nec- 
essary by  increases  in  j)rices,  did  not 
tend  towards  a  systematic  increase  in 
duties.  The  more  influential  manu- 
facturers imderstood  that  the  tariff 
system  was  not  the  most  important 
factor  in  the  economic  development  of 
a  people.  This  was  so  true  that  during 
the  crisis  many  of  them  refused  to  ally 
themselves  with  the  extreme  protec- 
tionist program.  And  the  Senate 
Tariff  Commission,  in  renewing  the 
authorization  to  the  government  to 
use  coefficients,  declared  through 
M.  Noel: 

"Do  we  wish  to  close  the  frontiers.^'  No. 
Tariff  measures  ought  only  to  be  such 
compensations  to  the  agricultural  and  in- 
dustrial interests  as  will  permit  them  to 
meet  their  competitors  on  equal  terms — 
the  correctives  of  varying  economic  situ- 
ations." 

But  France  had  another  motive  more 
noble  than  her  immediate  interests  for 
not  abandoning  herself  to  protection- 
ism. France  is  essentially  peaceful. 
She  knows  that  political  discord  may 
arise  from  economic  rivalries.  It  will 
be  recalled  how  the  discussion  in  Parlia- 
ment in  1910  concerning  increases  in 
the  tariff  ended  by  an  impressive  vote 
in  favor  of  progressive  and  universal 
tariff  reduction.  On  the  proposal  of 
Juarcs,  the  Chamber  of  Deputies 
adopted  521  to  1  the  following  motion: 
"The  Chamber  calls  upon  the  Govern- 
ment to  propose  an  international  con- 
ference of  tiie  Powers  interested,  lo(jk- 
ing  to  a  gradual  and  simultaneous 
reduction  of  tariffs." 


Instruments  of  Commercial 
Expansion 

In  the  economic  struggle  for  freedom 
of  domestic  trade  and  the  opening  of 
foreign  markets,  the  tariff  regime  is 
merely  a  defensive  arm;  the  offensive  is 
to  be  furnished  by  instruments  of  com- 
mercial expansion,  able  to  coordinate 
the  work  of  the  various  })ublic  services 
and  to  support  private  initiative  which 
is  to  renuiin  predominant.  Thanks 
to  the  patience  of  M.  Clementel, 
France  now  possesses  under  the  law  of 
August  25, 1919,  a  program  of  economic 
ex])ansion  comprehensive  enough  to 
meet  all  the  requirements  of  her  manu- 
facturing and  commercial  interests. 

The  Ministry  of  Commerce  and 
Industry  was  immediately  reorganized 
so  as  to  include  the  following:  a  divi- 
sion of  commercial  expansion  and  credit,' 
a  division  of  commercial  agreements 
and  a  division  of  commercial  informa- 
tion. 

The  ministry,  thus  reorganized,  is 
able  to  know  the  needs  of  the  country, 
to  determine  the  principles  of  a  national 
economic  policy  and  to  put  these  prin- 
ciples into  practice  with  the  support  of 
the  group  of  interests  known  as  the 
General  Confederation  of  French  Pro- 
duction (Confederation  gcnerale  de  la 
production  frangaise)  and  the  regional 
groups  constituted  in  the  economic 
districts   (regions  economiques). 

National  Foreign  Trade  Office 

But  the  work  of  a  ministry  is  one 
rather  of  general  supervision  than  of 
direct  collaboration  with  producers. 
The  latter  duty  was  reserved  to  the 
National  Foreign  Trade  Office,  created 
in  1898  under  the  ausi)ices  of  the  Paris 
Chamber  of  Commerce,  and  made  a 
national  institution  by  the  law  of 
August  25,  1919.  This  official  insti- 
tution has  for  its  purpose  in  the  words 
of  its  charter  "the  furnishing  to  French 
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manufacturers  and  traders  such  com- 
mercial information  as  will  be  service- 
able in  developing  foreign  trade  and 
extending  markets  in  foreign  countries 
and  in  the  French  possessions."  This 
information  is  collected  by  correspond- 
ents, residing  abroad,  either  by  general 
investigations  or  by  special  inquiries;  it 
is  then  carefully  classified  and  placed 
at  the  disposal  of  interested  individuals 
or  groups.  The  office  has  been  very 
successful  in  making  available  to 
domestic  producers  useful  information 
concerning  foreign  markets  and  in  dis- 
covering at  home  those  able  to  profit  by 
such  information.  It  does  not  confine 
itself  merely  to  supplying  information; 
in  a  very  real  sense  it  makes  possible 
the  practical  use  of  this  information. 

In  order  to  give  to  the  National 
Office  the  maximum  influence  abroad 
the  government  created  in  the  most 
important  commercial  countries  French 
Foreign  Trade  Offices.  It  is  the  pur- 
pose of  these  offices  to  aid  manufactur- 
ers and  traders  in  building  up  new  rela- 
tions abroad,  and  in  developing  further 
those  already  existing,  especially  by 
the  following  practical  methods:  the 
showing  of  samples,  the  choosing  of 
representatives,  the  distribution  of 
catalogues,  the  adjustment  of  disputes, 
etc.  Offices  at  present  functioning 
are  those  at  London,  Madrid,  Rome, 
Zurich,  Amsterdam,  Bucharest  and 
Stockholm  and  at  Alexandria,  the 
last,  with  agencies  operating  at  Beirut, 
Constantinople,  Smyrna,  Saloniki  and 
Athens,  serves  the  near  East.  The 
National  Office  in  France  is  the  head- 
quarters for  those  abroad. 

Commercial  Agents  and 
Attaches 

The  National  Foreign  Trade  Office 
distributes  information  whose  value 
arises  largely  from  the  value  of  its  own 
investigations.  But  it  ought,  rather, 
to  work  almost  entirely  in  conjunction 


with  our  diplomatic  agcnis,  ui)on 
whom  the  proud  tradition  of  the  French 
kings,  not  "to  behave  as  shopkeepers" 
too  often  rests  heavily,  and  with  our 
consular  agents,  more  concerned  with 
business  and  invariably  competent,  but 
absorbed  in  their  administrative  duties. 
The  realization  of  the  need  of  special- 
ized experts  in  commercial  information 
resulted  in  the  creation  (by  the  law  of 
August  25,  1919)  of  a  number  of  posts 
of  commercial  agents  and  attaches. 

The  attaches  are  commercial  advis- 
ers to  the  embassies  and  legations  to 
which  they  are  assigned  as  well  as  in- 
spectors, acting  for  the  Ministry  of 
Commerce,  of  all  the  organs  answerable 
to  the  latter  department :  agents,  offices. 
Chambers  of  Commerce,  etc.  The 
commercial  agents  are  charged  with 
the  study,  protection,  and  extension  of 
French  commercial  interests  within 
their  jurisdictions.  They  are  prepared 
to  give  instant  and  exact  information 
on  all  practical  questions  concerning 
foreign  trade.  France  now  has  attaches 
at  London,  New  York,  Rome,  Madrid, 
Bucharest,  Shanghai,  Buenos  Aires 
and  Rio  de  Janeiro,  and  agents  at 
Turin,  Belgrade,  Budapest,  Prague, 
Frankfort,  Vienna  and  Montreal. 
These  posts  will  be  increased  in  num- 
ber as  rapidly  as  the  budget  permits. 

The  enumeration  of  these  organs  of 
commercial  expansion  would  be  incom- 
plete if  no  mention  were  made  of  the 
French  Chambers  of  Commerce  created 
in  numerous  foreign  countries.  As 
rallying  points  and  centers  for  the 
coordination  of  efforts,  these  possess 
an  organization  capable  of  rendering 
valuable  service  to  exporters.  Finally, 
the  Foreign  Trade  Advisers  (Con- 
seillers  du  Commerce  Exterieur,)  whose 
powers  are  to  be  enlarged  will  take  a 
more  active  part  in  fostering  exports. 
At  the  urgent  suggestion  of  M.  Clem- 
entel.  President  of  their  National  Com- 
mittee,   they    have    founded    regional 
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jijicncios.  wliich,  placed  at  (ho  sources 
of  production,  will  be  able  to  direct 
abroad  to  the  best  advantage,  com- 
modities not  absorbed  by  the  domestic 
market. 

The  information  furnished  by  these 
various  agencies  will  give  security  to 
foreign  trade.  This  security,  however, 
would  not  be  complete  without  a  l^ank- 
ing  organization  especially  adai)ted  to 
its  needs,  liefore  the  war,  manufac- 
turers interested  in  exporting  their 
products  complained  of  being  unable  to 
secure  long-time  credits  necessary  for 
selling  abroad.  The  banks  of  the 
mother  country  granted  credit  solely 
on  the  basis  of  the  appearance  of  the 
seller  without  taking  account  (because 
they  were  uninformed)  of  what  the 
buyer  might  be  able  to  offer.  There 
resulted  from  this  serious  deficiency  a 
manifest  inferiority,  notably  in  com- 
parison with  England  and  Germany 
who  were  better  furnished  with  bank- 
ing facilities. 

In  order  to  remedy  a  situation  so 
prejudicial  to  the  vital  interests  of  the 
country,  M.  Clementel,  seconded  by 
MM.  C'harmeil  and  Berrogain,  brought 
about  the  creation  of  a  French  National 
Foreign  Trade  Bank  (Banque  National 
Fran^aise  du  Commerce  Exterieur). 
This  bank  was  founded  by  private 
initiative  but  was  aided  financially  by 
the  State  and  operated  under  its  con- 
trol. By  the  law  of  October  23,  1919, 
Parliament  sanctioned  an  agreement 
entered  into  between  the  Minister 
of  Commerce  and  Finance  and  the 
founders  of  a  joint  stock  company  capi- 
talized at  1()(),000,00()  francs.  The 
company  was  organized  at  meetings 
held  February  ^Oth  and  March  4th, 
1920  and  since  that  date  the  bank  has 
performed  the  functions  authorized  by 
its  rules.  It  has  at  Paris  facilities  for 
the  mobilization  of  long-term  credit 
and  has  established  branch  offices  in 
each    important    country    abroad    to 


which  exports  arc  made.  These  latter 
are  especially  charged  with  the  duty  of 
presenting  and  collecting  drafts  and 
bills  of  credit,  as  well  as  receiving  and 
verifying  goods  accompanying  bills-of- 
lading,  and,  in  general,  of  handling  all 
information  of  interest  to  the  National 

Tkansi'ok'pation  and   Fokkicx 
Trade 

Finally,  foreign  trade  must  have  at 
its  disposal  the  means  of  transportation 
which  will  assure  as  far  as  possible  the 
distribution  of  its  products.  On  the  rail- 
ways tariff  reductions  of  from  10  to  25 
per  cent  were  made  in  the  case  of  com- 
modities intended  for  export  regardless 
of  the  nationality  of  the  consignee. 
But  the  most  important  role  fell  upon 
the  merchant  marine  which  for  many 
reasons  has  not  played  its  part  per- 
fectly. This  is  due  largely  to  the  neces-  | 
sity  of  paying  foreign  ship-owners  for 
carrying  services.  This  fact  necessi- 
tated in  1913  an  annual  tribute  of  500,- 
000,000  francs  which  increased  during 
the  war  to  ten  billion  francs  annually 
on  the  goveriunent's  account  alone. 
It  is  true  that  during  the  .same  period 
the  submarine  warfare  reduced  our 
merchant  fleet  from  1,922,000  tons  to 
one  million.  But  since  the  Armistice 
the  government  and  the  ship-owners 
have  put  forth  efforts  which  promise  a 
veritable  regeneration.  As  a  result  of 
contracts  signed  by  the  Minister  of  , 
Merchant  Marine  in  1918,  important  ■ 
purcha.ses  in  England  and  the  United  ^ 
States,  the  partial  recovery  from  Ger- 
many of  .ships  sunk,  and  the  renewed 
activity  of  the  dock-yards,  the  French 
fleet  has  at  present  a  tonnage  of  three 
millions,  one  million  tons  in  excess  of 
the  figure  for  1913.  By  the  end  of  three 
years,  France  will  have  at  her  command 
a  fleet  of  five  million  tons  which  is 
considered  necessary  in  view  of  her 
foreign  trade  and  colonial  relations. 
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As  in  tlie  case  of  foreign  fornnierce, 
the  State  adopted  towards  the  mer- 
chant marine  a  policy  of  freedom  at 
home  and  of  equal  treatment  of  ships 
entering  ports  regardless  of  their 
nationality;  even  though  in  the  latter 
days  of  the  war  the  government  had 
ordered  the  general  reciuisition  of  the 
merchant  fleet,  it  has  just  determined 
upon  the  licjiiidation  of  that  part  of  the 
fleet  still  under  its  control. 

Results  Obtained 

We  must  now  see  this  commercial 
policy  with  its  two  phases  of  protection 
and  expansion  in  action  and  ascertain 
its  results.  It  is  the  role  of  govern- 
ments merely  to  set  the  stage  and  to 
put  it  at  the  disposal  of  the  actors,  who 
in  this  case  were  our  producers.  The 
brunt  of  the  task  fell  upon  the  latter. 
To  them  is  due  the  credit  for  the  work 
accomplished. 

In  France,  particularly,  the  task 
w^as  difficult  and  its  performance 
admirable.  Because  of  the  complexity 
of  international  relations,  there  is 
doubtless  not  a  country  in  the  world 
which  has  not  either  as  belligerent  or 
as  neutral  felt  the  evil  consequences  of 
more  than  four  years  of  war.  But 
whereas  the  more  favored  have  expe- 
rienced only  functional  troubles,  France 
has  suffered  the  loss  of  her  own  sons  and 
her  richest  provinces;  two  million 
workers  in  their  prime  were  killed  or 
mutilated,  ten  departments  systemati- 
cally ravaged. 

The  French  producer,  already  weak- 
ened in  vital  force,  is  of  all  the  most 
handicapped  in  the  struggle  for  world 
markets;  the  war  imposed  upon  him  a 
debt  of  two  hundred  billions  of  francs, 
the  arrears  of  which  amount  yearly  to 
ten  billions,  and  a  budget  of  forty-four 
billions,  of  which  twenty-four  billions 
only  are  covered  by  revenues,  the  re- 
mainder representing  a  debt  which  the 
debtor  continues  to  avoid.    To  support 


a  like  burden  without  weakening  con- 
stitutes a  trial  without  precedent  in 
history.  Hitherto  a  laborious  nation, 
fortified  by  her  political  experience 
against  the  mirage  of  social  revolution, 
France  has  learned  to  bear  courageously 
the  most  difficult  situations;  during  the 
war  the  people  paid  spontaneously  into 
the  Bank  of  France,  i>,.'i()0,U()(),UO(> 
francs  in  gold,  which  aided  in  correcting 
the  excess  of  ])aper  currency;  they  are 
paying  annually  twelve  billions  more  of 
taxes  than  in  1914;  they  have  sub- 
scribed to  six  war  loans  to  the  amount 
of  87  billions  of  francs. 

The  French  taxpayer,  having  per- 
formed this  duty,  prevented  the  ruin  of 
the  State  in  the  shelter  of  w  hich  French 
manufacturers  and  traders  carried  on 
their  activity.  The  latter,  since  the 
armistice,  have  taken  up  their  work  in 
a  hostile  world  which  has  returned  very 
sloWly  to  normal  conditions  of  inter- 
national trade.  During  the  whole  of 
1919  more  than  half  of  Europe  owing  to 
the  persistence  of  war-time  regulations 
was  closed  to  French  goods;  relations 
with  Germany  were  not  reestablished 
until  January  10,  1920,  while  Russia  is 
still'  a  closed  world  to  regular  trans- 
actions. Moreover,  many  countries 
returned  to  the  family  of  nations  only 
to  close  their  frontiers  by  sumptuary 
laws  to  articles  of  luxury  which  are 
essentially  the  products  of  France. 

It  is  important  to  recall  these  per- 
sistent obstacles  to  appreciate  at  their 
true  worth  the  efforts  made  by  French 
exporters.  Their  exports  which  fell 
from  6,880  millions  in  1913  to  1,937 
millions  in  1915  rose  to  8,713  millions  in 
1919  and  will  probably  amount  to 
22,600  millions  for  1920.  This  ten- 
fold increase  in  five  years  is  prodigious. 
Fortunately  it  has  been  accompanied 
by  a  reduction  in  the  disparity  between 
exports  and  imports.  Before  the  war, 
the  excess  of  imports  was  ordinarily 
from   20   to   25    per  cent,   a   normal 
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figure  in  old  countries.  Tlie  disparity 
reached  372  per  cent  in  1918;  it  was 
reduced  to  '24'-2  per  cent  in  1919,  and  to 
■iO  per  cent  in  1920. 

Foreign  commerce,  having  made  an 
excellent  beginning,  will  therefore  be 
able  to  contribute  to  the  amelioration 
of  the  finanical  situation  which  became 
serious  only  as  a  result  of  the  enormous 
increase  in  international  transactions  at 
a  time  when  credits  abroad  were  dimin- 
ishing. Indeed,  the  financial  situa- 
tion will  be  definitely  stabilized  only 
when  Germany  loyally  agrees  to 
assume  the  payment  of  heavy  repara- 
tions. But  this  prime  condition  of  a 
stable  peace  being  fulfilled,  only  in- 
creased exports  will  permit  the  rees- 
tablishment  of  equilibrium  of  credits 
and  foreign  debts. 

This  formidable  effort  expressed  by 
ten-fold  exports  in  five  years  will  be  in 
vain  if  imports  increase  in  the  same 
proportion.  Fortunately,  this  has  not 
been  the  case,  imports  increasing  from 
11,036  millions  in  1915  to  29,778  mil- 
lions in  1919  and  approximately  to 
34  billions  in  1920.  This  increase  is 
only  three-fold  compared  to  one  of  ten- 
fold in  the  case  of  exports.  Even  this 
reduction,  however,  has  meant  a  deficit 
in  trade  balance  of  20  billions  of  francs 
in  1919  and  ten  billions  in  1920.  This 
unfavorable  balance  lowers  exchange 
rates,  which  in  turn  causes  higher 
prices. 

Crisis  in  Raw  Material 

Now  the  increase  of  prices  in  the 
home  market  has  had  the  inevitable 
result  of  tripling  prices  for  raw  material 
which  are  the  basis  of  all  industry,  the 
"key  products"  as  the  English  say. 
The  French  are  paying  for  coal,  wheat, 
wool,  cotton,  oil,  etc.,  three  times  their 
real  value  in  the  world  market,  with  the 
resulting  enormous  totals  expended  in 
1919;  for  coal,  2,670,000,000  francs; 
cereals,  2,348,000,000;  wool,  1,235,000,- 


000;  cotton,  1,760,000,000  and  oil,  648,- 
000,000.  The  utmost  activity  on  the 
part  of  domestic  industry  only  tipped 
farther  the  scales  already  so  heavy  with 
imports.  The  following  are  the  figures 
for  1920;  coal,  3,600,000,000;  cereals, 
2,800,000,000;  wool, 2,330,000,000;  cot- 
ton, 1  ,.500,000,000  and  oil,  1,100,000,- 
000. 

Thus  for  only  five  products,  imports, 
necessitated  by  the  essential  needs  of 
industry,  rose  in  a  year  from  8,601,000,- 
000  to  11,300,000,000  of  francs.  The 
practical  question  for  French  industry 
and  French  foreign  commerce  resolves 
itself  into  one  of  restoring  a  normal 
supply  of  raw  materials.  This  is  so 
true  that  the  ten  billion  unfavorable 
balance  of  1920  corresponds  approxi- 
mately to  the  increase  in  the  value  of 
raw  materials.  The  needs  of  France 
for  raw  materials  for  her  industries  in- 
creased from  five  billion  francs  in  1913 
to  fifteen  billions  in  1920.  There  is 
another  manifestation  of  this  acute 
crisis  in  raw  materials  which  is  more 
significant,  since  it  is  expressed  in  terms 
of  the  quantity  of  goods  exported. 
When  exports  of  manufactured  goods 
had,  thanks  to  the  activity  of  our  man- 
ufacturing and  trading  groups,  almost 
reached  in  quantity  the  figure  for  1913, 
exports  of  raw  materials  remained  at 
only  half  the  pre-war  amount. 

American  Control  of  Situation 

The  principal  factor  in  the  crisis  con- 
si.sts,  of  course,  in  the  dearth  of  raw 
materials.  This  being  understood, 
France  is  obligated  to  return  to  her 
purveyors,  chief  among  whom  is  the 
United  States,  more  than  half  a  billion 
francs  for  meat  and  fats,  more  than  a 
billion  for  cereals,  1,330,000,000  for 
cotton,  more  than  800,000,000  for  oil, 
etc.  M.  Cleraentel  understood  this 
when,  in  the  course  of  the  discussion  of 
the  Treaty  of  Versailles,  he  said  in  the 
Chamber  of  Deputies,  September  16, 
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1919:  "There  is  every  evidence  that 
from  the  point  of  view  of  economic  and 
financial  recovery,  it  is  America  who 
holds  the  key  to  the  situation." 

But  at  the  same  time,  the  Minister 
of  Commerce  recalled  the  disappoint- 
ment he  had  experienced  in  his  attempt 
to  treat  with  the  holder  of  the  precious 
key.  Between  the  Armistice  and  the 
Peace  Conference,  he  had  exerted  him- 
self to  secure  agreements  with  ?2ngland 
and  the  United  States  to  maintain  the 
interallied  organizations  dealing  with 
raw  materials.  He  was  fortunate 
enough  to  conclude  an  important  agree- 
ment with  Lord  Reading  by  the  terms 
of  which,  he  said,  France  "obtained 
the  assurance  of  a  supply  of  raw  mate- 
rials in  sufficient  quantitj^and  at  a  price 
equaltothat  paid  by  England."  But  this 
agreement  was  to  be  enforced  only  in 
case  the  American  Government  under- 
took a  similar  engagement.  The  latter 
agreement  was  not  realized  and  there- 
fore the  Franco-British  treaty  lapsed. 

President  Wilson,  in  neglecting  to 
build  his  idealistic  structures  on  sound 
economic  foundations,  erected  a  pre- 
carious work  which  was  incapable  of 
practical  realization.  France,  thanks 
to  her  extensive  resources,  both  national 
and  colonial,  exploited  by  an  industrious 


population,  is  able  to  avoid  economic 
domination  since  the  era  of  monopo- 
lies in  raw  materials  is  past;  she  is  able 
to  find  cereals,  meat,  cotton  and  oil 
without  being  subject  to  the  terms  of  a 
monopolist ;  too  proud  to  be  dependent, 
she  will  be  able  by  a  liberal  commercial 
policy  to  submit  herself  to  the  laws 
of  interdependence  which  national 
economy  demands. 

In  order  to  bring  to  a  satisfactory 
conclusion  this  work  of  cooperation, 
France  will  be  happy  to  go  forward  in 
complete  accord  with  the  United  States 
to  achieve  a  truly  beneficent  peace, 
just  as  she  has  gloriously  concluded  the 
war.  This  is  more  than  a  hope  for 
France;  it  is  a  certaintj^  for  her,  since 
she  has  placed  her  trust  in  the  solemn 
promise  made  by  the  American  Govern- 
ment in  September  1916:  "It  is  mani- 
festly our  duty  to  seek  the  service  of 
humanity  by  reserving  our  strength 
and  our  resources  for  the  difficult  and 
anxious  days  of  reconstruction  and 
recovery  when  peace  comes." 

The  days  of  a  peace  which  is  uncer- 
tain both  at  home  and  abroad  are 
inconceivably  anxious  and  difficult. 
It  is  the  part  of  the  United  States  to 
shorten  these  days  by  contributing  to 
the  economic  restoration  of  the  world. 
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BUDGET  making  is  an  essentially 
modern  institution.  It  is  only 
since  the  time  of  Napoleon  that  regular 
estimates  of  receipts  and  expenditures 
have  been  yearly  prepared  in  France.^ 

*  Palgrave's  Dictionary  of  Political  Economy 
(Art.  on  "Finances-France")  Volume  II,  p.  68; 
Leroy-Beaulieu's  Traite  de  la  science  des  finances. 
Volume  II,  pp.  11-12  (8th  Edition). 


In  spite  of  the  comparative  abun- 
dance of  reliable  data  no  ingenuity  of 
modern  research  has  been  able  to  recon- 
struct the  sheet  of  liabilities  and  assets 
of  the  Roman  Empire  for  any  period, 
but  the  administrative  history  of 
Hindu  India  is  yet  in  its  non-age.  It 
is  out  of  the  question,  therefore,  to 
attempt  such  ^^■ide  guesses  about  the 
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uiiniuil  expenses  even  of  the  Maurya 
Empire  {B.  C.  322-185),  for  which  in- 
formation is  more  plentiful  than  for 
others,  as  has  been  done  in  regard  to 
the  Atlienian  state  by  liokh';  or  about 
the  total  revenues  as  lias  been  done  in 
regard  to  the  Roman  Empire  by  Gib- 
bon and  (iuizof;  nor  is  it  possible  to 
test  the  fiscal  policy  of  Hindu  states  by 
the  modern  canons  of  taxation,  espe- 
cially on  the  complicated  questions  of 
justice,  ability  to  pay,  or  equality  of 
assessment. 

A  Lay  liA lance-Sheet  (c  640  A.  D.) 

A  contemporary  account  of  the  fi- 
nances of  the  Vardhai\a  Empire  (606- 
647)  is  furnished  by  Hiuen  Thsang, 
the  Chinese  state  guest  of  Harsha. 
It  is  said  that  forced  labor  was  not 
(>xacted  by  the  government.  When 
the  public  works  required  it,  labor  y\iis 
exacted  but  paid  for  in  strict  propor- 
tion to  the  work.  Those  who  culti- 
vated the  royal  estates  paid  a  sixth 
])art  of  the  produce  as  the  share  of  the 
state.  The  river  passages  and  the 
road  barriers  were  open  on  payment  of 
a  small  toll.  In  regard  to  public  ex- 
})enditure  there  are  said  to  have  been 
four  charges  on  the  ])rivate  demesnes  of 
the  cro\\n.  The  first  charge  A\as  the 
management  of  the  affairs  of  state  and 
the  provision  for  sacrificial  offerings. 
The  second  was  for  ])roviding  subsidies 
for  the  ministers  and  chief  officers  of 
state.  Honorariums  for  men  of  dis- 
tingui.shed  ability  constituted  the  third 
cliargc,  and  tlie  fourth  was  religious 
<liarily.  Allogclher,  in  the  Chinese 
s<liolar-])ilgrim's  opinion,  the  Laxes  on 
lliepeoj)lewere  light,  and  i)ersonal  serv- 
ice refjuired  of  them  was  moderate.'' 

Evidently  we  have  here  the  material 
for  a  verj'  elementary  balance-sheet, 

'  Schomann'.s  Antiquities  of  Greece,  p.  445, 
'Ramsay  and  Lancian's   Romnn  Antiquiliea, 
(Hilh  K(lifioii),  J).  2S2. 

*  Boal's  Si  Yii  li,  Nf.lumo  I,  pj,.  S7- SK. 


much  too  naive  for  an  imperial  organi- 
zation^ based  as  it  was  on  the  triumphs 
of  dig-vijaya  (conquest  of  the  four 
quarters  of  the  world)  and  military 
aggression*"  no  less  than  on  the  "vic- 
tories of  ])eace."  The  reporter  was  a 
layman  and  naturally  failed  to  notice 
the  "sinews  of  Asar"  that  operated  the 
administrative  machinery  of  pax  sdrva- 
bhanmica  (peace  of  the  world-em- 
pire).^ It  is  on  such  facile  statements 
about  "light  taxes"  and  "religious 
charities,"  however,  that  students  of 
comparative  politics  in  the  nineteenth 
century  used  to  foimd  their  estimate  of 
the  Hindu  political  systems.  Today 
the  states  of  old  Asia  are  treated  by 
scholars  more  or  less  in  the  same  liglif 
as  the  feudal  kingdoms  of  medieval 
Europe;  that  is,  as  organizations  mod- 
eled on  a  private  household,  the  domes- 
tic establishment  of  the  ruler.* 

South  Indian  Revenues  (c  900-1300 
A.  D.) 

Let  us  examine  the  imperialism  of 
the  Hindu  sdrva-bhaumas  (world-rulers) 
on  the  basis  of  their  own  char- 
ters, decrees  and  promidgations  (slid- 
sanas)  that  have  been  rendered  acces- 
sible by  the  archeological  and  epi- 
graphic  investigations  of  recent  years. 
The  statesmen  of  the  Chola  Empire 
(900-1300)  would  appear  to  have  been 
at  their  a\  its  end  in  devising  new  forms 
of  revenue.  No  complete  list  of  all 
the  heads  of  government  income  is 
availa])lc  for  this  South  Indian  (Ma- 
dras juid   Mysore)   state,   but  several 

'  Soo  tlic  rxlonf  of  flir  Vardliana  Empire  on 
the  n)aj)  facing  p.  .'540  of  Smilli's  Early  Ifislnr//  of 
India  (Edition  1914). 

^'  Banas  Ilamha-charila  (Cowell's  translation), 
p.  188. 

^  Vide  the  author's  article  on  "The  Hindu 
Theory  of  International  Relations"  in  the 
American  Political  Science  Review  for  August, 
1919. 

"Article  on  "Finance"  in  Ihc  J'.ii'iirjDjKirdui 
llriloniiirn  M  llli   Ivlilionj. 
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Tiimil  inscriptions^  describe  llie  im- 
munities from  dues  to  the  state 
enjoyed  by  certtiin  villages  through 
the  grant  of  royal  charters.  From 
the  schedule  of  these  "privileges"  we 
can  automatically  see  a  great  part  of 
the  otlier  side  of  the  shield;  namely, 
flic  normal  coiilrihiitions  to  the  im- 
perial treasury  for  which  each  village 
was  ordinarily  liable. 

The  available  list  indicates  only  the 
revenue  from  villages  or  village  unions; 
but  it  is  questionable  whether  we  are 
justified  in  treating  it  exclusively  as 
that  which  should  technically  be  a 
branch  of  "local  finance."  The  village 
through  its  panchayat  (council  of  five; 
that  is,  a  body  of  competent  men)  was 
indeed  responsible  as  a  unit  for  the 
realization  of  all  public  income  w  ithin 
its  area^'';  but  the  heads  of  income  do 
not  seem  to  have  been  classified  and 
specifically  ear-marked  as  local  and 
national.  They  can  easily  be  brought 
down  to  the  tripartite  division  into 
taxes,  fees  and  prices.'^ 

In  the  first  place,  there  was  a  "tax  in 
money. "^2  n  jj^^y  have  been  a  direct  tax 
per  capita  like  the  poll  tax  of  1377-1380 
in  England  during  the  Hundred  Years' 
War,  or  the  trihutum  in  Rome. 

Something  like  a  "general  property 
tax"  is  to  be  understood  in  several 
imposts.  Like  the  horses  and  cattle 
taxed  by  medieval  German  states^^ 
"animals"  were  counted  to  contribute 
to  the  Chola  exchequer.  The  furni- 
ture, clothing  and  ornaments  are  not 
enumerated  in  the  schedule  of  taxes 
on  "personalty,"  but  "movable"  prop- 

^  South  Indian  Inscriptions,  Volume  II,  Pt. 
i.  No.  22. 

1"  Aiyangar's  Ancient  India,  pp.  161,  163-164. 

"  Plehn's  Introduction  to  Public  Finance,  pp. 
76-79,  92-100;  Seligman's  Essays  in  Taxation, 
pp.  430-431. 

^-  The  list  can  be  seen  conveniently  in 
Aiyangar,  pp.  165-166,  180,  181-182. 

^'  Seligman's  Essays,  p.  39.  cf.  Aghnides' 
Mohammedan  Theories  of  Finance,  pp.  526,  527. 


erty,  as  contrasted  A\ith  the  real 
estate,  was  assessed  in  the  form  of 
"fixed  capital"  like  looms  and  oil 
mills.  Tanks,  also,  were  included  in 
the  list  of  property  dues. 

A  tax  was  realized  on  weights, 
whatever  it  might  irupls'.  Some  light 
may  be  thrown  on  this  ilcni  from  the 
legislation  of  the  JMauryas.  Jn  llu- 
Artha  shastra  of  Kautilya  (c  300  B.C.) 
we  read  that  no  trader  was  allowed  to 
have  his  own  weights  and  measures. 
Every  day  the  biisiness  men  had  to 
have  their  scales  and  ^^■eights  stamped 
afresh  by  the  government. ^^  The  au- 
thorities realized  a  revenue  from  the 
stamps.  Now  if  this  custom  of  the 
first  Hindu  empire  were  followed  by  the 
Tamil  sdrva-bhaumas,  we  may  consider 
this  business  tax  on  weights  to  be 
another  property  tax. 

It  is  doubtful  if  the  business  or 
license  tax  paid  by  the  Tamil  gold- 
smith should  not  be  scheduled  as  a 
charge  on  property,  but  "unripe 
fruit"  in  the  Kartigai  month,  though  a 
levy  in  kind,  must  be  regarded  as  such. 
Stocks,  bonds  and  mortgages  that  are 
so  prominent  in  modern  economic 
life  and  necessarily  occupy  an  impor- 
tant place  in  the  taxation  of  jjroperty, 
are  naturally  not  to  be  looked  for  in 
the  Hindu  finances  of  the  tenth, 
eleventh,  twelfth  and  thirteenth  cen- 
turies. However,  it  is  interesting  to 
note  that  the  "sonship"  was  assessed 
among  certain  social  classes;  for 
example,  the  "right  hand"  and  "left 
hand"  orders.  The  public  income  for 
the  sonship  dues  v>as  identical  with 
that  accruing  from  inheritance  tax,  or 
estate  or  "death  duty";  that  is,  the 
charge  made  by  modern  governments 
on  the  transfer  of  ])roperty  from  the 
dead  to  the  living. 

None  of  these  property  dues  were 

'*  Shamasastry's  article  on  "Chanakya's 
Land  and  Revenue  Policy"  in  the  Indian 
Antiquary  1905,  pp.  50-51. 
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prices  charged  by  the  government  for 
economic  or  other  services  rendered  to 
the  people.  They  were  all  deduced 
from  the  power  of  the  state  to  obtain 
re\enue  by  "compulsory  dues  and 
charges  upon  its  subjects";  that  is, 
taxes  in  the  strictest  sense  of  the  term. 
Xoue  of  them,  moreover,  can  be  re- 
garded as  income  from  "state  prop- 
erty" and  "state  monopolies," — the 
two  sources  that  contribute  about  25 
per  cent  of  French  re  venues.  ^^ 

Taxes  on  consumption  were  not  ne- 
glected by  the  Chola  Empire.  There 
was  a  tax  on  bazaars.  The  le\^  of  tolls 
was  common.  The  tax  on  trade  or 
sales,  like  the  Athenian  and  Roman 
excise  of  1  per  cent,^^  was  another 
regular  feature  of  the  financial  system. 
As  taxes  on  the  necessaries  of  life, 
these  excise  duties  could  not  but  touch 
the  community  at  every  grade.  They 
served,  therefore,  economically  speak- 
ing, as  real  poll  taxes  though  of  an 
"indirect"  denomination.  We  do  not 
know  if  salt  was  a  state  monopoly  as 
under  the  Roman  republic,^''  or  as  in 
^laurya  India,  but  the  French  gahelle^^ 
was  not  to  be  forgotten  by  the  Tamils 
who  were  too  mindful  of  their  revenues 
to  overlook  tapping  this  necessity  of 
life  that  is  bound  to  obey  the  law  of 
"inelastic  demand." 

A  rent  or  license  tax  was  realized 
from  the  fishers.  Taxes  on  the  col- 
lection of  rents  also  are  mentioned. 
Tax-" farming"  may  thus  have  been 
a  fact  in  certain  directions.  Further- 
more, the  "penal  power"  of  the  state 
N\as  effectively  made  use  of  to  coop- 
erate with  its  finance  department. 
It  is  known  only  that  apothecaries  were 
fined  for  "rotten  drugs."  An  income 
of    minor    character    is    obvious    in 

"  Palgrave's  Dictionary,  Volume  II,  p.  69. 
**  Schomann,  p.  449. 
'^  Ramsay,  p.  277. 

"  Brissaud's  History  of  French  Public  Law,  p. 
505. 


Kulottunga's  legislation  (1070-1118)  by 
which  the  state  charged  a  seigniorage 
upon  coining. ^^ 

Income  from  the  services  of  the 
state  is  mentioned  in  three  connections. 
First,  the  villagers  had  to  contribute 
their  mite  to  maintain  the  watchman 
who  was  placed  over  the  vettis  (paths). 
This  was  for  obvious  reasons  a  regular 
rate  or  cess,  though  local,  for  one  of  the 
minimum  functions  of  government. 
Secondly,  the  state  seems  to  have  sup- 
plied the  karman  to  measure  the  paddy 
of  the  cultivators.  He  had  to  be  paid 
for  by  the  rural  commune  at  a  certain 
rate.  Lastly,  a  water  rate  or  "tax 
on  water  courses"  for  irrigation  was  an 
inevitable  charge  upon  every  peasant. 

IMines,  though  they  must  certainly 
have  been  important  sources  of  Chola 
revenues,  are  not  mentioned  in  the 
inscriptions,  nor  is  there  any  reference 
to  the  customs  duties.  Neither  of 
these  could  form  part  of  the  regular 
dues  of  a  village  to  the  government. 

We  have  now  to  add  the  revenue 
from  property  par  excellence,  the  "real 
estate"  as  it  is  called.  Not  only  in 
primitive  communities,  but  in  Rome 
also,  even  under  the  Empire,  land 
revenue  was  the  mainstay  of  the 
government.  This  land  revenue  was 
essentially  a  rent  from  "crownland," 
ager  publicus;  that  is,  public  domain. 
It  took  the  Romans  a  long  time  to  get 
used  to  the  idea  of  a  non-land  revenue. 
Taxes  like  the  trihntum  were  considered 
by  the  republic  as  "forced  loans"  to  be 
repaid  out  of  the  loot  of  conquest,  and 
these  were  resorted  to  only  when  the 
proceeds  of  the  "domain"  proved 
inadequate  to  meet  the  extraordinary 
expenses.'^" 

'^  Aiyangar,  pp.  149-150. 

*"  Seligman's  Essays,  p.  35.  The  same  Roman 
views  are  expressed  in  the  sixteenth  centm-y  by 
the  French  poHtical  philosopher,  .Jean  Bodin,  in 
his  Les  six  litres  de  la  rSpublique  (Book  VI,  ch.  ii, 
Des  Finances). 
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Uiider  the  Tamils,  South  India's 
financial  backbone  nnist  liavc  been 
furnished  by  tlie  realizations  from 
land.  The  rate  was  not  low.  The 
early  Roman  Empire  used  to  le\y  land 
revenue  at  the  rate  of  one-tenth  of  the 
produce,-^  but  in  Chola  India  the  gov- 
ernment demand  was  one-sixth.  This 
high  rate  was  the  normal  bhdga  or 
share  of  the  government  in  land  prod- 
uce according  to  the  stereot;^'ped 
"pious  wish"  of  the  dharma-shasiras 
(law  books)  and  niti-shastras  (political 
science)  .^^  And  yet  in  Realpolifik 
this  conventional  norm  was  but  a  fiscal 
camouflage  that  may  deceive  the 
academic  student  of  financial  history 
but  did  not  fail  to  press  the  taxpayers 
themselves.  For  in  Chola  legislation 
the  additional  imposts  on  land,  besides 
the  tolls  and  octrois,  were  clearly 
defined  as  being  one-tenth  of  the 
yield.  The  total  revenue  from  land 
was  thus  four-fifteenths  or  more  than 
25  per  cent  of  the  gross  outturn  in 
Rajadhiraja's  time  (1035-1053).-^ 

An  interesting  theoretical  study  in 
connection  with  the  Chola  revenue 
from  real  property  would  be  that  bear- 
ing on  its  precise  character  as  to 
whether  it  was  rent  or  tax.  Com- 
munism in  land  ownership  is  prac- 
tically unknown  in  the  Hindu  law 
books  .^^  The  trend  of  ancient  legal 
thought  on  the  subject  of  land  tenure 
is  to  regard  it  as  an  individual  concern, 
but  in  Tamil  inscriptions,  while  the 
individualistic  tenure  (the  ryotwari,  to 
use  the  British  Indian  term)  is  easily 

-'  Ramsay,  p.  276. 

^  Vide  the  author's  article  on  "Hindu  Polit- 
ical Philosophy"  in  the  Political  Science  Quar- 
terly for  December,  1918  and  on  the  "Hindu 
Theory  of  the  State"  in  the  same  journal  for 
March,  1921. 

-^  Aiyangar,  pp.  181-182. 

2*  Jolly's  Recht  und  Sitte,  pp.  93-96;  Hopkins' 
India  Old  and  New  (Land  Tenure),  pp.  221,  225, 
229;  Macdonell  and  Keith's  Vedic  Index,  Vol.  I, 
pp.  245-246. 


to  be  inferred,  communal  property  in 
certain  lands  is  also  assured  to  village 
panchayais  by  the  legislation  of  Raja- 
raja  the  Great  (985-1018) ."  We  may 
take  it  that  so  far  as  the  Chola  Empire 
is  concerned,  land  was  owned  both  in 
severalty  as  well  as  in  common. 

This  does  not,  however,  settle  the 
question  as  to  how  far  the  crown  was 
the  legal  proprietor  of  land;  that  is, 
how  far  the  "village  community"  or 
the  indi\"idual  cidtivator  were  but 
"tenants"  of  the  state  landlord  (paying 
economic  "rents"  for  the  usufruct  of  a 
property)  and  how  far  their  dues  were 
"direct  taxes"  paid  on  their  own 
"immovable"  possessions.  It  is  the 
tendency  of  modern  Indologists  to 
postulate  all  lands  as  state  property 
and  therefore  the  income  from  land  as 
crown  rent.  It  is  hardly  possible  to 
maintain  this  position  on  the  basis  of 
actual  proprietary  documents,  shd- 
sanas  (laws  or  charters)  and  epi- 
graphic  records.  For  all  practical 
purposes  the  presumption  should  be 
that  ancient  India  did  not  know  of 
state  landlordism;  that  is,  land  nation- 
alization,-^ except  in  very  limited  areas. 
The  land  revenue  of  the  Hindu  states 
was,  therefore,  generally  speaking,  a 
tax,  but,  as  Sir  Robert  Giffen"  exjDlains 
away  the  distinction  between  rent  and 
tax,  the  fact  of  a  government  le\^'ing 
so  general  a  charge  may  be  held  ipso 
facto  to  convert  the  charge  into  a  tax 
having  much  the  same  economic  effects 
and  consequences  as  a  tax.  In  strict 
theory,  "where  the  government  makes 
a  charge,  it  levies  a  tax."  The  features 
of  monopoly  and  compulsion  on  the  tax- 
payer associated  with  all  forms  of  land 
revenue  "make  the  charges  difficult  to 

25  Aiyangar,  pp.  161,  163-164. 

2^  Vide  the  discussion  on  public  lands  in  Rau's 
Finanzmssenschaft  (1864),  pp.  127-133.  Cf. 
Bodin,  pp.  628-634  (Edition  1578). 

-^Article  on  "Taxation"  in  the  Encyclopedia 
Britannica. 
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distinguish  logically  from  t)tiior  hixes." 
On  the  whole,  the  Chola  revenues 
were  bnlky  in  dimensions  and  the 
people  of  southern  India  heavily 
taxed.  Only  one  ruler  is  spoken  of  as 
liaving  slightly  reduced  the  amount 
of  the  people's  dues.  Kulottunga's 
name  l)ecame  a  household  word  in 
Madras  of  the  eleventh  and  twelfth 
centuries,  for  in  1080,  the  year  of  the 
Domesday  Book,  he  abolished  the 
tolls-*  after  the  completion  of  the 
cadastral  survey, — the  second  such 
survey  of  the  Chola  Empire,  but  the 
general  story  of  les  Jierfs  de  la  re- 
-piiblique,  the  "nerves  of  the  state,"  as 
Bodin  puts  it,  under  the  Chola  Empire 
was  uniform.  Eike  the  governments  of 
Europe  in  the  days  of  Adam  Smith,^^ 
the  south  Indian  monarchs  knew  how 
to  exact  as  much  as  they  could,  "only 
desirous  of  finding  the  easiest  means  of 
doing  so."  The  one  redeeming  feature 
seems  to  be  that  the  empire  was  con- 
scious of  the  high  price  at  which  pax 
sdrva-hhaumica  was  being  enjoyed  by 
the  people.  Raja-raja  the  Great  ac- 
cordingly instructed  the  finance  officers 
to  be  elastic  in  the  collection  of  reve- 
inies.^" 

Taxation  as  such  was  unknown  in 
France  previous  to  1300.''^  As  a 
function  of  the  state  and  as  an  insti- 
tution of  "public  law"  it  virtually 
f'eased  to  exist  with  the  destruction  of 
the  Roman  Empire  by  the  Teutons. 
In  its  place  was  substituted  the  "pri- 
vate claim"  of  customary  dues,  fines 
or  tolls  by  landlords  and  barons.'^ 
The  transition  from  this  "feudal"  to 
"modern"  finance  was  a  lengthy 
process  in  England.'^  It  was  not  be- 
fore the  rise  of  the  nation-states  in 

"  Aiyangar,  149-150. 
-'  Encyclopedia  Britannica  (Taxation). 
^  Aiyangar,  p.  182. 

^  Brissaud,  pp.  487-491;  Leroy  Beaulieu,  Vol. 
II.  pp.  6-7.  , 

•^  Encyclopedia  Britannica  (Finance). 
•"•^  Ihid.  (artiHe  on  "English  Finance"). 


the  fifteenth  and  sixteenth  centuries 
that  the  right  of  government  to  levy 
"taxes"  on  the  people  became  estab- 
lished or  rather  reestablished  in  the 
western  world.  For  purposes  of  com- 
parative politics  it  is  necessary  to  note 
that  the  Chola  finances  do  not  exhibit 
the  features  of  the  disintegrated  feudal 
polity  of  medieval  Europe.  The  rev- 
enues of  the  Chola  Empire  possessed 
the  same  variety  in  form  as  the  Roman- 
Imperial  and  the  modern  French. 
They  may  be  classified,  if  necessary, 
according  to  the  Latin  fatrimonia, 
tributa  and  veciigalia,  or  the  more 
popular  domaine,  contributions  direcfes, 
and  contributions  indirectes  of  modern 
science.  Of  course  the  right  of  taxa- 
tion was  firmly  planted  in  the  political 
consciousness  of  Chola  India. 

The  Consumption-Schedule  of 
Hindu  States 

It  is  not  difficult  to  explain  w^hy  the 
•imperial  structures  of  the  Hindus 
should  have  been  heavily  assessed 
organizations.  The  reasons  are  to  be 
sought  in  the  great  variety  and 
(|uantity  of  the  state's  "consump- 
tion." They  are  essentially  identical 
Avith  what  economists  like  Nitti  and 
I^roy-Beaulieu^*  have  traced  in  the 
growth  of  public  expenditiu'cs  in 
modern  times.  The  functions  of 
Hindu  governments  were  manifold. 
Consciously  or  unconsciously,  whether 
backed  by  a  definite  theory  of  niti 
(statecraft)  like  the  late  German 
P^mpire  or  not,  every  state  in  India  was 
a  "culture-state."  The  invariable  end 
of  every  Hindu  polity  was  the  protec- 
tion and  development  of  dharma. 
Like  Kultur  and  Arnoldian  "culture," 
dharma  is  a  very  comprehensive  cate- 
gory. Exceedingly  elastic  in  its  sig- 
nificance, like  the  English  term  "law," 
the  concept  is  the  basis  of  distinction, 
the   fiindamenfnm   dimsionis,   between 

■'*  Leroy-Beaiilien,  Vol.  H,  pp.  171-181. 
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man  and  the  brute.  Dharmena  hindli 
(those  who  have  not  dharma)  says  tlie 
(ilia,  paslnihhih  saindndh  (are  like  the 
beasts).  In  dharma,  the  analogue  of 
the  "virtue"  of  Plato's  Republic,  is  to 
be  found  the  differentium  between  the 
Innnan  world  and  that  of  pashu  or 
"beasts  and  birds"  as  Hobbes  would 
have  it.  An  agency  for  the  promotion 
of  humanism,  that  is,  for  the  advance- 
ment of  all  that  lets  "the  ape  and  tiger 
die"  and  develops  the  people's  material 
and  moral  interests, — of  anything,  in 
short,  that  is  conducive  to  national 
well-being  was  necessarily  a  multi- 
functional corporate  organism.  The 
dh anna-states  of  India  had,  therefore, 
before  them  an  almost  unlimited 
range  of  what  in  scientific  parlance  is 
known  as  "developmental"  activity. 
Not  of  an  Arcadian  character  could 
thus  be  the  "appropriations"  of  the 
Hindu  empires. 

We  need  not  enumerate  the  duties  of 
government  stated  in  the  mti-shasfras. 
Let  us  note  only  the  functions  of  the 
historic  state  systems  that  may  be 
gathered  from  the  inscriptions  and 
contemporary  reports.  The  economic 
development  of  the  country  was  un- 
dertaken by  the  Maurya,  Gupta, 
Kashmirian,  Tamil  and  Ceylonese  gov- 
ernments. Their  care  for  irrigation-^'^ 
in  different  parts  of  the  empire  is  a 
solid  testimony  to  their  recognition  of 
the  secular  interests  of  the  state.  The 
construction  of  magnificent  roads  was 
another  function  along  the  same  line.'^^ 

^  Epigraphia  Indica  1905-1906,  pp.  46-49; 
Gupta  Inscriptions  (Corpus  Inscriptionum  Indi- 
carum),  pp.  56-65;  Kalhana's  Raja-taranginee 
(Stein's  translation),  Book  V,  verses  68-117; 
Venkayyas  "Irrigation  in  Southern  India  in 
ancient  times"  in  the  Archaeological  Surrey  of 
India,  Annual  Report,  1903-4;  Deakin's  Irri- 
gated India  and  Ceylon,  239-242,  252;  Aiyangar, 
18.5-188. 

•**  MrCrindle's  Ancient  India  (Megasthenes, 
XXXIV).  p.  86,  Arrians  Indika  III;  Aiyangar, 
188-189;  Law's  Hindu  Polity,  Vol.  I,  pp.  68-7.5. 


The  beautifying  of  cities  and  measures 
for  street-cleaning,  sanitation,  etc.  were 
important  items  of  state  business  in 
Chola  territories.'^  The  promotion  of 
aesthetic  as  well  as  "productive"  arts 
and  crafts  was  a  normal  function  of 
almost  every  Hindu  state.  The  en- 
couragement or  "protection"  of  skilled 
workmen,  the  steady  maintenance  of 
shipbuilders  and  naval  architects, 
and  state  employment  of  miners  and 
other  industrial  artisans,  were  among 
the  duties  of  the  ^Nlaurya  civil  service. 
Shipbuilding*^  and  manufacture  of 
arms  and  ammunitions  were  in  fact 
state  monopolies.  ^Yood  cutting,  car- 
pentry and  smithery  works  came,  there- 
fore, under  the  state  control.  All 
governments  undertook  to  lay  out 
parks  and  grounds  for  recreation  and 
pastime.  Pharmaceutical  gardens 
were  state  necessities.  Palaces  and 
public  halls  were  likewise  some  of  the 
"useful  magnificences"  that  no  state 
could  dispense  with.  The  Pandya 
rulers  (c  100-300  yl.Z).)  were  patrons  of 
parishads  or  academies  of  literature."*' 
The  Guptas^"  (330-600)  and  the 
Palas^^  (c  7.50-1150)  considered  univer- 
sities among  important  charges  on  the 
imperial  exchequer.  Temples  and  ri- 
hdras  or  monasteries  were  built  at 
state  expense  both  by  the  Vardhana 
and  Chalukya  emperors  of  the  seventli 
century.^-  Not  the  conventional  re- 
ligion and  morality  of  the  time  alone 
found  an  asylum  in  these  institutions. 
The  financial  authorities  must  have  re- 
garded them  as  schools  of  higher  learn- 

'"  Venkatarama  Ayyar's  Town  Planning  in 
Ancient  Deccan,  pp.  42,  44,  51. 

's  McCrindle's  Ancient  India,  p.  86;  Strabo, 
XV,  46;  Mookerji's  Indian  Shipping,  p.  102. 

'9  Aiyangar,  pp.  70,  337,  359,  360,  379-82. 

*"  Takakusu's  Itsing:  Record  of  the  Buddhist 
Religion,  pp.  65,  154,  177. 

"  Indian  Antiquary,  1888,  pp.  308-311. 

^  Beat's  Si  Yn-hi,  Vols.  I  and  II  (see  Hiuen 
Thsang's  accotmt  of  any  of  the  states  visited  by 
him). 
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ing  as  well.  From  the  cultural  stand- 
point these  were  at  once  the  art 
galleries  and  niuseinus  of  the  peojile. 
As  resorts  for  the  relief  of  the  sick,  tiie 
distressed  and  the  ])oor  the  ostensibly 
religious  buildings  discharged  an  im- 
portant economic  function  like  the 
Catholic  institutions  of  medieval  Eu- 
rope. Add  to  all  this  the  minimum 
functions  of  every  state  as  state, 
namely,  the  protection  of  person  and 
property,  or  national  defense  by  army 
and  naw,  as  well  as  internal  policing 
by  adequate  executive  and  ju<licial 
staff.  The  extent  of  these  minimum 
functions  can  be  realized  from  the  fact 
that  in  the  Maurya  Empire  the  appro- 
priations on  this  head  absorbed  25  per 
cent  of  the  total  revenues.^* 

Private  Enterprise  in  Public 

AVORKS 

It  is  not  necessary  to  compare  the 
functions  of  Hindu  states  item  by  item 
as  regards  quantity  and  variety  with 
the  long  list  of  modern  state  activities 
that' have  been  daily  expanding  under 
the  impact  of  socialism.  The  .social- 
istic trend  of  India's  dhanna-atiites  is 
apparent  enough.  It  must  not  be  sur- 
mised, however,  that  every  public 
work  among  Hindus  was  the  under- 
taking of  the  state,  for  the  patriotism 
of  citizens  was  responsible  in  every 
age  for  the  founding  and  maintenance 
of  useful  institutions.  In  Gupta  India 
hospitals^^  were  built  and  endowed  by 
the  public  spirited  towns  folk  of  Patali- 
putra  (near  modern  Bankipore  in 
Bihar  Province),  the  Rome  of  the  Hin- 
dus. Rudra-<lamana  (cA.D.  150),  a 
satrap  of  (iujarat.  repaired  the 
Sudarshana  reservoir  at  his  own  ex- 
pense, the  ministers  having  refused  to 
supply  funds  from  the  government 
treasur^-.^'     U.shavadata's  (c  \OOA.D.) 

*^  Indian  Antiquary,  1909,  p.  26.S. 

**  Beat's  Travels  of  Fa  Hien,  p.  107. 

**  Epigraphia  Indica,  1.905-1906,  loc.  cit. 


endowments  in.the  Andhra  Deccan  may 
.serveas  a  standingexampleof  the  manner 
in  which  the  people  cooperated  with  the 
state  and  supplemented  its  activity 
along  developmental  or  cultural  lines. 

One  of  the  hill  caves  in  Govardhana 
(Xasik  District  in  the  Bombay  Presi- 
dency) was  excavated  at  Ushavadata's 
ex])ense.^^  Among  his  numerous  bene- 
factions we  read  of  the  gift  of  800,000 
cows,  the  construction  of  flights  of 
steps  on  a  river  and  the  giving  away 
of  sixteen  villages  for  religious  pur- 
]>oses.  This  philanthropist  UAcd  to 
maintain  100,000  priests  and  scholars 
with  board.  He  bore  the  marriage 
expenses  of  eight  Brahmanas  at  Som- 
nath.  His  quadrangles,  public  halls 
and  halting  places,  as  well  as  gardens, 
tanks  and  wells  were  spread  over  the 
country  from  Broach  and  Bassein, 
the  ports  on  the  Arabian  Sea  coast,  to 
Dashapura  in  jVIalwa.  far  iidand  in 
Upper  India.  Ferry  boats  were  placed 
by  him  over  six  rivers  in  northern 
Bombay.  Both  sides  of  these  rivers 
were  also  furnished  with  rest  houses 
and  equipped  Avith  arrangements  for 
the  distribution  of  water  to  traAelers. 
Moreover,  he  founded  certain  bene- 
factions for  the  .support  of  several 
academies  of  Vedic  learning  in  various 
parts  of  the  Maratha  country. 

Such  private  endowments  for  public 
purposes  were  undoubtedly  numerous 
in  every  epoch  of  Hindu  polity.  But 
none  the  less  the  financial  burden  of 
public  administration  weighed  heavy 
upon  the  "pillars  of  the  state."  The 
government  could  not  afford  to  depend 
solely  upon  "local  patriotism"  and 
voluntary  contributions.  The  ex- 
penses of  national  housekeeping  had  to 
be  met  regularly  from  the  resources  of 
the  empire.  The  financiers,  therefore, 
had  to  raise  the  necessary  revenue  by 
hook  or  by  crook. 

**  Nasik  Inscriptions,  No.  17;  R.  G.  Bhand- 
arkar's  Early  History  of  the  Deccan,  Sec.  IV. 
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Vital  Statistics 

Census^'^  was  an  important  institution 
of  the  Maury  as.  It  was  used  by  the 
municipal  corporation  of  Patali-putra 
as  well  as  by  the  imperial  civil  service. 
The  go  pa  or  village  magistrate,  the 
athdnilca  or  district  magistrate,  as  well 
as  the  ndgaraka  or  mayor  of  the  city 
were  alive  to  the  importance  of  vital 
sta-tistics.  The  numbering  of  persons, 
houses,  and  cattle  as  well  as  the  meas- 
urement of  lands,  pastures  and  gardens 
furnished  the  samdharid  or  collector- 
general  with  definite  data  for  the  valua- 
tion and  assessment  of  the  people's 
wealth.^*  The  cadastral  surveys  or- 
ganized by  the  Cholas^'  in  986  and 
1086  were  also  calculated  to  ensure  the 
same  end.  Both  these  instruments 
tended  to  bring  about  centralization 
and  consolidation  of  the  public  reve- 
nues and  were  indeed,  together  with 
the  war  office,  the  judiciary  and  the 
executive  service,  the  most  effective 
means  of  establishing  pax  sdrva-bhau- 
mica.  The  financial  organization 
aimed  at  by  the  Hindu  empires  was  thus 
akin  to  the  "integration"  of  national 
outlays  and  revenues  that  have  been 
the  steady  achievement  of  modern 
Kiu'ope  since  the  fifteenth  and  six- 
teenth centuries.  It  is  the  system  of 
the  Roman  Empire  in  classical  times 
with  its  official  tax  collectors  who  re- 
ple,ced  the  publicani  or  revenue- 
" farmers"  of  the  republic  that  should 
be  kept  before  the  mind's  eye  while 
r,p])raising  the  public  expenditure, 
national  resources  or  heads  of  income, 
and  financial  administration  of  Hindu 
India  from  B.  C.  332  to  1300. 

Kautilyan  Finances  (c  300  B.  C.) 

AYe  shall  now  proceed  to  analyze 
the  revenues  of  the  Maurya  Empire 

"  Law,  Vol  I,  Tpp.  106-114. 

*^  Indian  Antiquary,  1905,  p.  5. 

"  Aiyangar,  144,  149-150,  175-177. 


{B.  C.  322-5.  C.  ISo).  One  of  the 
functions  of  the  gopa,  the  officer  at  the 
lo'oest  rung  of  the  executive  hierarchy, 
was  to  register  the  probable  dues  of 
the  villagers  in  "working  men"^°  along 
with  taxes,  tolls  and  fines.  It  is  not 
clear  whether  we  are  to  understand 
that  the  empire  used  to  receive  contri- 
butions in  "services"  like  the  Roman 
republic  in  its  earlier  stages, — for 
instance,  such  as  is  recommended  by 
Vishnu, ^^  Manu,*-  and  Skukra.^^  In 
Megasthenes'  account  of  India,  we 
again  read  that  one  of  the  objects  of 
the  vital  statistics  kept  by  the  census 
officials  of  the  municipal  corporation  of 
Patali-putra  was  the  levy  of  a  tax.^^ 
If  some  particular  tax  is  to  be  singled 
out  because  of  this  statement  it  was 
evidently  a  poll  tax  on  the  citizens 
per  head. 

The  financial  authorities  themselves 
classified  the  revenues  into  seven  prin- 
cipal groups  according  to  the  kind  of 
resource  tapped  by  them.  "Fortified 
cities"  constituted  the  first  revenue 
jurisdiction.  The  rashtra  or  "coun- 
try" districts  constituted  the  second. 
Mines  were  treated  as  a  distinct 
source  of  public  incojne.  Gardens  and 
forests  also  formed  two  independent 
groups.  Quadrupeds  like  cows,  buf- 
faloes, sheep,  goats,  asses,  camels, 
horses  and  mules  likewise  contributed 
their  cjuota.  The  seventh  head  was 
traffic  both  by  land  and  water. 

Each  of  these  sources  is  described 
in  detail  in  the  Ariha-shastray"  The 
several  items  of  income  from  the 
"country,"  for  instance,  the  second  in 
the    above    grouping,    comprised    six 

^^  Indian  Antiquary,  1905,  p.  5. 

51  Chapter  III,  32  (The  Sacred  Books  of  the 
East  Series). 

52  VII,  138. 

5^  Chapter  IV,  Sec.  ii,  line  241  (Sarkar's 
translation  in  the  Panini  Office  Series,  Alla- 
habad) . 

'*  McCrindle's  Ancient  India,  pp.  87-88. 

**  Indian  Antiquary,  1905,  p.  47. 
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heads.  Crown  lauds  yielded  the  first 
revenue,  known  as  slid.  The  second 
head  was  hhaija  (share)  or  revenue  in 
kind  reahzed  from  private  landlords. 
A  special  tax,  hall,  corresponding  to 
the  dues  realized  by  Athens  for  the 
festivities  was  deuiautled  for  religions 
])in-poses.  Sundry  colUvtions  known 
as  Icara  were  made  in  money.  Tom 
was  the  toll  realized  on  boats,  ferries 
and  ships.  The  sixth  item  consisted 
of  various ,  dues,  vartani  (road -cess), 
shulka  (toll),  etc.  and  was  levied  as  a 
rate  on  all  traffic. 

The  fortified  cities  contributed  to  the 
imperial  excliequer  under  twenty  differ- 
ent heads.  These  were  toll,  fines, 
weights  and  measures,  jails,  currency, 
})assports,  excise,  slaughter  houses, 
oils,  ghee  (clarified  butter),  salt,  gold- 
smiths, commerce,  courtesans,  gam- 
bling, housebuilding,  artisans,  gate 
dues  and  religious  institutions.  There 
were  special  taxes  on  a  people  called 
Baharikas.  They  appear  to  have  been 
mercenary  soldiers  or  some  wealthy 
community  living  at  Nalanda,  the 
famous  university  town  of  later  ages. 
Like  Jews  in  Europe,  this  race  was  con- 
sidered by  the  Hindu  em])ire  to  be  a 
good  Aactim  for  fleecing. 

Altogether,  there  were  at  least  fifty 
ditlerent  names  under  which  revenues 
flowed  into  the  treasury.  For  our 
jiresent  purpose  we  shall  classify  them 
into  eight  modern  categories:  (1)  land 
revenue,  including  the  income  from 
forests  and  gardens,  (2)  customs  duties, 
(3)  excise  on  sales,  (4)  "direct"  prop- 
erty taxes  of  various  denominations, 
(5)  fines  as  penalties  for  all  sorts  of 
offense,  (6)  economic  "earnings"  or 
profits  from  the  commercial  under- 
takings of  the  naval  department,  (7) 
income  from  the  state  monopolies  in 
extractive  (mine,  salt,  etc.)  and  other 
industries,  (8)  miscellaneous  collec- 
tions like  port  dues,  etc. 


As  with  the  Roman  Empire,''*'  the 
chief  source  of  Maurya  income  was  the 
receipt  from  land.  In  the  west  the 
pro^-ess  of  fiscal  reorganization  from 
Hadrian  to  Diocletian  led  up  to  the 
system  of  assessment  for  fifteen  years, 
but  in  regard  to  the  Mauryas  no  in- 
formal ion  is  a\'ailabl«'  as  to  the  ])eriod 
for  which  the  valuations  Mere  made. 

In  Athens  land  belonged  to  the  state. 
In  Maurya  India  certain  passages  of 
the  Artha-shastra  may  lend  color  to  the 
hypothesis  as  to  the  "public  owner- 
ship" of  the  chief  "agent  of  produc- 
tion." If  Kautilya's  statements  may 
be  taken  as  "positive  law"  on  the  sub- 
ject, both  land  and  water  belonged  to 
the  government.  The  people  could 
exercise  their  proprietary  right  in  re- 
gard to  all  other  species  of  property 
excepting  these  two."  On  the  other 
hand,  this  position  would  appear  to  be 
inconsistent  with  the  fact  noted  above 
that  two  distinct  items  were  enumer- 
ated as  land  revenue  from  the  rashtra 
or  country  districts  of  the  empire. 
The  sitd  was  the  income  from  the 
state  lands.  It  was  thus  crown  rent. 
The  other  realization  was  specifically 
known  as  blidga,  the  "share"  of  the 
state  in  the  "produce"  of  the  people's 
lands.  The  private  proprietors  were 
known  as  sva-viryopajtvinah.  Besides, 
the  right  of  private  pro]jerty  in  real 
estate  was  clearly  recognized  in  the 
law  of  sales.  According  to  the  legis- 
lation in  the  Artha-shastra,^^  village 
lands  were  to  be  sold  in  the  presence  of 
forty  neighbors  who  owned  lands  in  the 
vicinity.  The  state  could  demand 
oidy  the  legitinuite  excise  on  the  sale. 
The  same  proprietary  right  is  to  be  in- 
ferred from,   though  also  limited  by, 

^  Arnold's  Roman  Si/slem  of  Provincial  Ad- 
ministration, pp.  203-204;  Ramsay,  pp.  275- 
281;  Encyclopedia  Britannica  ("Finance"). 

^^  Artha-shastra,  II,  xxiv,  cf.  the  Mohammedan 
theory  of  public  domain,  Aghnides,  pp.  500-521. 

"  Indian  Antiquary  1905,  p.  10;  Law,  161-162. 
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the  ruling  that  lands  could  be  sold  by 
cultivators  only  to  cultivators,  and 
tliat  persons  enjoying  revenue-free 
lands  could  sell  them  only  to  persons 
w  ho  already  had  such  lands.  The  dis- 
linction  between  crown  lands  and 
])riviite  lands  is  also  to  be  noted  in  the 
l:uv  of  escheat.  By  the  general  law  on 
the  subject  the  rights  of  ownership 
over  houses,  fields,  gardens,  tanks  and 
temples  were  forfeited  if  ])roprietors 
took  no  cognizance  for  a  continuous 
period  of  five  years.^^ 

In  the  budget  of  the  Maurya  Empire 
as  in  that  of  the  Roman  we  have  there- 
fore to  look  for  two  entries,  theoreti- 
cally considered,  under  land  revenue. 
The  first  was  rent  paid  by  the  ryot  or 
tenant  to  the  state-landlord,  the  sec- 
ond was  a  "direct  tax"  paid  by  the 
citizen  to  the  government.  The  im- 
perial demand  from  land  was  very 
high,  higher  even  than  what  we  have 
seen  under  the  Cholas.  For  the  land 
I'.ione,''''  where  irrigation  was  carried  on 
l)y  hand,  the  due  was  one-fifth  of  the 
A  ield.  AMiere  irrigation  was  carried 
on  by  conveying  water  on  shoulders  or 
through  water  raised  from  tanks,  lakes 
;ind  streams  the  due  was  one-fo»n-th. 
j'.nd  w^here  irrigation  was  carried  on 
by  "pumping"  water  from  rivers 
{ sroto-yanira)  the  due  was  one-third. 
An  additional  udaka-hhdga  or  water 
rate  was  charged  by  the  government  at 
one-fourth  or  one-fifth  of  the  produce. 
The  total  rates  ranged,  therefore, 
from  two-fifths  or  40  per  cent  to 
seven-twelfths  or  about  57  per  cent  of 
the  gross  outturn.  Provisions  for  the 
remission  of  taxes  are  recorded,  but 
it  was  not  done  on  any  doctrinaire 
principle.  Abatements  were  graduated 
according  to  the  difficulties  and  cost  of 
improvement  effected  by  cultivators.*^ 

'^  Indian  Antiquary,  1905,  pp.  9,  105,  11.S. 
^  Ibid.,  p.  110.     Note  the  50  per  cent  in  Mos- 
lem theory,  Aghnides,  529. 
^'  See  details.  Ibid.,  p.  9. 
12 


Gardens  were  assessed  at  the  same 
rates  as  cultivated  lands.  An  addi- 
tional one-sixth  or  16f  per  cent  had 
to  be  paid  as  excise  on  sales.^^ 

Important  taxes  of  the  Mauryas 
were  twofold:  customs  and  excise. 
Along  with  land  revenue  these  must 
have  constituted  the  mainstay  of 
their  finance.  In  Athens*'-*  under  Per- 
icles the  policy  of  free  trade  appears  to 
have  been  adopted,  as  the  city  de- 
pended for  its  food  su])ply  on  external 
sources.  Its  normal  customs  duty  was, 
therefore,  as  low  as  2  per  cent.  The 
Roman  portoria^*  (customs  dues)  were 
higher,  the  earliest  maximum  being  5  per 
cent.  The  extreme  maximum  under 
Constantine  was  12|  per  cent.  But 
the  Maurya  tariff  was  high  enough  to 
verge  on,  nay,  actually  estabhsh,  an 
economic  "protection."  Thus,  in  re- 
gard to  imported  salt  the  empire 
demanded,  in  the  first  place,  one-sixth 
or  16f  per  cent  of  the  entire  commod- 
ity, and  in  the  second  place,  a  5  per 
cent  as  trade  or  sales  tax  on  the  re- 
maining five-sixths.*^  Similarly  foreign 
liquors,  wines  and  intoxicants  had  to 
bear  heavy  import  duties  which  varied 
from  one-fifteenth  or  6f  per  cent  to 
one-tenth  or  10  per  cent  of  their 
value.®*  In  both  cases,  in  addition  to 
the  tariff  the  government  charged  an 
extra  duty  in  order  to  compensate  the 
loss  in  the  sale  of  local  produce.  Prob- 
ably the  total  maximum  may  liave 
approached  the  British  customs  rate 
which  though  down  to  1700,  not  gen- 
erally higher  than  5  per  cent,  rose  to 
25  per  cent  by  1759.*' 

The  normal  Maurya  duty  on  foreign 

^^  Ibid.,  p.  lU. 

83.  M  Encyclopedia  Britannica  ("Finance")- 
For  a  detailed  account  of  Athenian  6nances  see 
Schoraann,  pp.  432-404. 

^  Indian  Antiquary,  1905,  p.  53. 

**  See  details.  Ibid.,  pp.  50,  55. 

"  Dowell's  History  of  Taxation  and  Taxes  in 
England,  Vol.  I.  pp.  82-88,  145-146.  163-167. 
211-223;  Vol.  II,  p.  37. 
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goods  vras  one-fifth  of  their  value; 
that  is,  20  per  cent.  One-sixth;  that 
is,  16f  per  cent  was  realized  from  fresh 
fruits,  vegetables,  pepper,  dried  fish, 
flesh  and  other  perishable  goods.  The 
rates  on  conches,  diamonds,  pearls,  etc. 
were  to  be  fixed  at  the  custom  house  by 
experts.  Silk  garments,  arsenic  oxide, 
skins,  carpets,  etc.  were  charged  ad 
valorem  from  6  per  cent  to  10  per 
cent.  The  minimum  rates  on  the 
tariff  schedule  were  4  per  cent  to  5  per 
cent.  In  order  to  be  consistent,  the 
empire  dealt  severely  with  all  cases  of 
smuggling.  The  highest  fine  of  3,000 
panas  or  $750  was  the  punishment 
prescribed  for  this  offense  by  the  penal 
code.®^  No  figures  are  available  as  to 
the  gross  customs  receipts,  but  it  may 
be  surmised  that  the  27  per  cent  of 
the  total  German  imperial  revenues  as 
accruing  from  customs  duties  alone 
would  not  have  been  envied  by  the 
Maurya  finance  minister.^^ 

It  might  seem  as  if  the  empire  in- 
tended almost  to  place  an  embargo  on 
foreign  import,  but  there  were  certain 
tendencies  in  the  fiscal  policy  of  the 
Mauryas  in  regard  to  international 
trade  that  indicate  a  different  character 
of  the  tariff.  The  protective  duties 
were  high,  but  they  were  not  meant  to 
be  "prohibitive."  On  the  other  hand, 
there  was  a  deliberate  attempt  on  the 
part  of  the  authorities  to  encourage 
foreign  imports.  They  regulated  the 
prices^"  in  such  a  way  that  a  reasonable 

'*  Indian  Antiquary,  1905,  pp.  49-50.  The 
fine  for  smuggling  according  to  United  States 
law  is  as  high  as  $5,000  or  imprisonment  for  two 
years,  or  both;  cf.  Higginson's  Tariffs  at  Work, 
p.  112. 

"Piehn,  184. 

™  Indian  Antiquary,  1905,  p.  57.  Note  the 
seven  distinct  expen.ses  of  marketing:  shulka 
(toll),  variant  Troad  cess),  alivdhika  (conveyance 
cess),  gulma-deya  (duty  payable  at  military  sta- 
tions), tdra-deya  (ferry  charge),  bhaktd  (porter's 
wage),  and  bhdga  (share  of  the  state)  that  were 
calculated  by  the  customs  oflRcials  in  fixing  the 
price  of  the  imported  commodities. 


profit  was  assured  to  the  dealer  in 
imported  goods.  If  necessary,  special 
instructions  were  issued  to  the  proper 
officials  to  accord  concessions  in  cer- 
tain particulars  to  foreign  merchants. 
Under  these  conditions  it  is  doubtful  if 
the  Maurya  tariff  should  be  considered 
as  "protective"  in  any  significant 
sense.  In  any  case  its  character  as  a 
measure  for  revenue  purposes  is  un- 
questionable. 

The  duty  of  one  per  cent  on  all 
sales  was  a  regular  tax  of  the  Roman 
Empire.  Such  an  impost,  call  it 
market  due,  toll  or  octroi,  was,  as  we 
have  noted,  prevalent  in  Athens  also. 
The  rates  in  Maurya  India  were  much 
higher.  Commodities  sold  by  cubical 
measure  were  charged  six  and  one- 
fourth  per  cent,  those  by  weighing  five 
per  cent  and  those  by  computation 
nine  and  one-eleventh  per  cent  ad 
valorem.''^  This  tax,  known  by  the 
generic  name  of  excise  or  inland  trade 
revenue,  was  assessed  by  the  Mauryas  in 
two  ways.  In  certain  lines,  as  with  salt 
and  precious  metals,  they  retained  the 
monopoly  of  manufacture  and  sale  for 
the  government,  but  the  general  method 
of  assessment  was  the  grant  of  a  license 
to  the  vendor  or  manufacturer. 

The  excise  branch  of  the  revenues 
was  thoroughly  centralized.  The 
licensing  procedure  was  most  effi- 
ciently observed.  Nobody  was  per- 
mitted to  sell  the  goods  at  the  places 
of  growth  or  manufacture;  for  example, 
fields,  gardens,  forests  and  mines. ''^ 
All  commodities  had  to  be  brought  to 
the  customs  house  or  toll  office  near 
the  city  gate.  These  were  then 
marked  with  the  state  stamp  called 
abJiijndna-mudrd  (mark  of  identifi- 
cation) in  sindura  (vermillion  or  red 
lead).  The  tax  was  levied,  however, 
only  after  sale.  The  law  was  very 
strict,   as  evasion   of  the  tax  was  a 

"  Ibid.,  loco  citato. 

^■^  See  details.  Ibid.,  pp.  50,  114. 
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capital  offense.  False  statements  to 
the  officials  made  by  merchants  in  re- 
gard to  amount  or  price  were,  besides, 
punished  as  cases  of  theft;  that  is,  by 
fine,  mutilation  or  even  death. ^' 

It  is  evident  that  customs  and  excise 
receipts  of  the  Maurya  Empire  were 
much  more  voluminous  than  those  of 
the  Roman  Empire.  Analogues  for 
this  aspect  of  Hmdu  finance  have  to  be 
sought  in  the  modern  states,  like  Eng- 
land, Russia  and  France,  where  half  of 
the  national  revenues  is  made  up  of  the 
returns  of  customs  duties  and  excises, 
or  in  the  United  States  where  virtually 
the  whole  of  "federal"  revenues  is 
derived  from  these  two  elements.''^ 

Recent  authorities  on  the  shifting  of 
taxation  are,  for  practical  considera- 
tions, inclined  to  do  away  with  the 
formal  or  verbal  distinction  that 
economists  have  long  recognized  be- 
tween the  taxes  on  consumption  (like 
customs  and  excise)  and  the  taxes  on 
property  or  income.'^"  Using  the  con- 
ventional nomenclature,  we  have  to 
mention  that  in  addition  to  customs 
and  excise,  the  so-called  "indirect" 
taxes,  the  Maurya  Empire  levied 
"direct"  taxes  also.  It  has  already 
been  pointed  out  that  a  great  part  of 
the  land  revenue  was  a  direct  tax  on 
real  estate  insofar  as  land  was  the  pri- 
vate property  of  citizens.  The  taxes 
on  personalty  or  movable  property 
have  now  to  be  enumerated. 

In  Kautilya's  list  we  do  not  have  the 
taxes  on  looms,  oil  mills,  etc.  that  are 
mentioned  in  the  Chola  inscriptions; 
nor  do  the  Tamil  taxes  on  "sonship" 
or  inheritance  and  succession  appear 
in  the  Maurya  statements,  but,  as  we 

^^  See  details.  Ibid.,  pp.  48-49;  Artha-shastra, 
II,  XXXV,  xxxvl. 

^*  The  Statesman's  Year  Book. 

^^  GifFen's  article  on  "Taxation"  in  the  En- 
cyclopedia Britannica  {The  Different  Kinds  of 
Taxes) ;  Seligman's  Shifting  and  Incidence  of  Tax- 
ation (1902).  pp.  310-311. 


have  seen,  weights  and  measures  were 
taxed. ''^  Gamblers  had  to  pay  a 
license. ^^  Dramatists,  players,  singers 
and  musicians  were  charged  five  panas 
($1.25).''^  A  tax  was  levied  from 
prostitutes  as  in  Athens^^  and  in  Rome 
under  Caligula.^"  As  a  rule,  cattle 
were  not  taxed  per  capita.  They 
figured  in  the  samdharid's  (collector- 
general's)  books  only  in  connection 
with  excise  on  sale.  Under  abnormal 
conditions,  when  an  emergency  finance 
was  the  problem,  a  special  due  was 
charged  on  domestic  quadrupeds. ^^ 
The  same  circumstances  brought 
painters,  sculptors  and  artists  gen- 
erally within  the  tax  collector's  grip.^- 

It  seems,  on  the  whole,  however, 
that  the  Mauryas  considered  the  taxes 
on  property  rather  as  a  safety  valve  to 
fall  back  on  in  dire  necessity  than  as 
a  normal  source  of  regular  imperial 
revenues.  \^Tien  the  necessity  arose 
(through  war  conditions)  the  empire 
did  not  hesitate  to  levy  what  were 
virtually  "super-taxes"  on  both  im- 
movable and  movable  properties  of  the 
wealthier  classes.  In  the  first  place, 
the  rates  of  land  tax  were  enhanced,^ 
but  regions  barren  or  difficult  to  cul- 
tivate were  exempted  from  emergency 
taxation.  Persons  engaged  in  "essen- 
tial industries,"  for  example,  in  agri- 
culture, forestry  or  elephant  training 
were  likewise  granted  a  priv-ilege.  In 
the  second  place,  contributions  in  "serv- 
ices" were  levied  from  "lacklanders," 
especially  from  culprits  and  bad  char- 
acters.^ 

In  the  third  place,  persons  rearing 

^*  See  details,  Indian  Antiquary,  1905,  pp.  60- 
51. 

",  "  Ibid.,  58. 

^'  Schomann,  p.  449. 

^  Seligman's  Essays,  pp.  36,  37. 

*'  Indian  Antiquary,  1905,  p.  114. 

82  Ibid.,  p.  59. 

^,  *^See  details.  Ibid.,  p.  115;  also  Indian 
Antiquary,  1909,  pp.  260-261;  Arthashastra, 
V,  ii. 
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pigs  uiul  cocks  had  to  conlrihiilo 
50  per  cent  of  their  stock.  Tlioso 
who  had  sheep  and  goat  farms  ^verc 
taxed  I63  per  cent,  and  herdsmen 
who  reared  cows  and  buffaloes  ten 
per  cent.^^  In  the  fourth  place,  a 
special  le\y  of  500  jmnas  ($125)  was 
raised  from  merchants  in  diamonds, 
horses  and  elephants.  Dealers  in 
cotton  goods  had  to  pay  400  pana.^, 
dealers  in  grains  and  liquids  300, 
traders  in  glass  and  glassware  500, 
artisans  and  carpenters  100,  and  dealers 
in  mudpots,  inn-keepers  and  small 
retailers  50.^''  In  tlie  fifth  place, 
dramatists  (and  theater  managers) 
as  well  as  prostitutes  had  to  surrender 
half  their  annual  earnings."  And 
lastly,  as  in  Athens, ^^  the  government 
exacted  extraordinary  donations  and 
gifts  from  temples  and  religious  estab- 
lishments. ^'^  The  process  might  al- 
most be  described  as  a  legalized  looting 
of  ecclesiastical  property  by  the  secular 
authorities. 

Some  of  the  war  taxes  were  tie- 
scribed  by  Kautilya  euphemistically 
as  pranaija  or  "love"  gifts.^''  The 
empire  used  to  pose  as  "beggar"  and 
appeal  to  the  "patriotism"  of  the 
citizens  for  "voluntary"  subscriptiojis. 
In  order  that  the  "modernism"  of 
M;t,ury{»,  Hnan<'e  may  be  ;ippre<'i;dcd 
s'.ill  further  it  h;is  to  be  i)ointed  out 
tluit  titles  of  honor  were  conferred  by 
the  government  on  the  patriotic  con- 
tributors. Subscribers  to  the  "liberty 
fund"  were  honored,  for  instam-c, 
"with  a  rank  in  the  court,  an  umbrella, 
or  a  turban  or  some  ornaments  in  re- 
turn for  their  gold."^'     Furthermore, 

«,  8«,  «'  See  details  Ibid.,  p.  116.  See  Gupta's 
" Courtesanship  in  Buddhist  India"  in  the 
Hindustan  Review,  .\llahabad,  August,  1919. 

**  Schbmann,  p.  4j4. 

"  Indian  Antiquary,  1905,  p   117. 

^  Ibid.,  pp.  115,  117;  cf.  "benevolences"  in 
British  fiscal  history,  Dowell,  Vol.  I,  pp.  155-157. 

aos-^oa.  24:5. 

"  Ibid.,  1909,  p.  2«1;  Artlin.iha.^tra,  V,  ii. 


the  government  took  special  steps  to 
advertise  and  give  publicity  to  the 
donations  of  the  patriots  in  order  to 
create  a  spirit  of  rivalry  among  the 
rich  in  the  acts  of  self-sacrifice. 

It  was  not  with  an  alleged  Machia- 
vellian wickedness,  but  in  quite  the 
.scientific  way  of  "high  finance,"  that 
Kautilya  approached  the  problem  of 
financing  a  war.  The  financial  heads 
of  the  jMaurya  Empire  knew  how  to 
cause  the  rich  to  "vomit"  (vamana) 
their  accumulated  wealth  or  otherwise 
deplete  and  drain  (karshana)  them  of 
their  property. ^^  Exploitation  of  the 
"gold  lords"  by  the  state  was  a  process 
of  expropriation  that  the  Artha- 
shastra  does  not  hesitate  to  pronounce 
as  the  objective  of  the  "Ways  and 
Means"  Committee.  Like  the  "lit- 
urgies" and  eisphora  of  the  Athenian 
city  state^^  high  imposts  of  various  de- 
nominations were,  therefore,  borne  by 
people  of  large  incomes  in  Maurya 
India.  The  impact  of  war  finance 
must  have  tended  to  make  the  demands 
of  the  state  even  in  normal  times 
"progressive"  in  spirit,  if  not  mathe- 
matically so. 

We  shall  now  consider  the  "non-tax  " 
revenues  of  the  Mauryji  Empire. 
These  were  princ'ipally  of  two  classes: 
f)ne  derived  from  the  penal  power  of  tlie 
state  and  the  other  from  the  economic 
activities  of  the  government.  T1m> 
empire  tis  a  (/a«f/a-wielding  or  "sanc- 
tion "-exercising  organization  must 
have  realized  an  enormous  amount 
from  fines,  as  these  were  the  usiud 
jjcnalties  inflicted  by  the  courts  of  ju.<- 
tice.  The  list  of  "crimes"  was 
lengthy.  The  arms  of  law  could 
reach  almost  any  individual.  Dealers 
in  foreign  goods  had  as  many  chances  of 
transgressing  the  laws  as  the  butchers 
in  municipal  areas.     The  number  of 

^  Arthashastra,  IV.  iii. 

'■'  Knri/ctoprdin  Uril'ituiiia  (Finance). 
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oflFenses  against  sanitary  laws^'*  was  as 
large  as  that  against  the  prescribed 
hours  and  places  of  fording  rivers. ^^ 
Persons  committing  nuisance  on  roads 
and  other  specified  spots  were  fined 
one  pana  (twenty-five  cents).  Trav- 
elers without  passports  (bearing  gov- 
ernment stamps)  had  to  pay  a  fine  of 
l!^  panasy^  Bearers  of  false  or  forged 
passes  were  fined  1,000  panas.  No 
foreigners  were  admitted  into  the 
country  without  permit.  Delinquents 
had  to  pay  a  fine  of  3,000  panas,  the 
highest  fine^'^  sanctioned  in  Maurya 
legislation.  This  was  the  fine  also 
meted  out  to  those  who  tried  to  smug- 
gle foreign  goods  in  evasion  of  customs 
duties.^^  Negligence  in  having  the 
day's  government  stamp  fixed  on 
weights  and  measures  was  fined  27j 
panas.^^  A  fine  of  600  panas  was  in- 
flicted on  the  merchant  who  having 
imported  foreign  salt  failed  to  compen- 
sate the  government  for  the  loss  it 
might  incur  in  not  finding  customers 
for  its  own  salt.^"" 

The  second  head  of  non-tax  revenue 
comprises  the  items  of  income  that  the 
empire  derived  from  its  economic  enter- 
prises. Shipping  lines^"^  with  fleets 
of  boats  for  passengers  and  goods  were 
maintained  by  the  state.  The  traffic 
by  sea  was  large  enough  to  render  the 
undertaking  a  lucrative  proposition. 
The  empire  carried  on  another  business 

'■'  Sec  the  list  of  fines  in  municipal  areas  in 
the  Indian  Antiquary,  1905,  yp.  51-52;  also  in  re- 
gard to  the  construction  of  buildings,  -pp.  58-5f). 
Vide  the  fines  realized  from  slaughter  houses, 
p.  55. 

^  See  the  ferry  regulations.  Ibid.,  p.  111. 

'^  Vide  the  passport  regulations  in  regard  to 
travelers,  Ibid.,  p.  5-1,  and  in  regard  to  traffic  in 
goods,  pp.  47-48. 

"  Ibid.,  pp.  51,  52. 

'8  Ibid.,  pp.  48-50. 

98  Ibid.,  p.  51. 

i""  Ibid.,  p.  54. 

1",  102  Mookerji,  pp.  103,  106.  Note  en 
passant  the  regulations  to  protect  passengers  on 
ships  run  by  private  companies,  Indian  .inti- 
'P'T"!/,  1005,  ]>.  113. 


under  the  supervision  of  the  naval 
department.  State  boats  were  let  out 
on  hire  by  the  navadhyaksha  or  port 
commissioner  for  p'irposes  of  pearl 
fishery  and  the  fishing  of  conch 
shells.'"-  The  ferry  cliarges  on  rivers 
must  also  be  considered  in  connection 
with  the  government's  commercial 
ventures.  These  were  regulated  ac- 
cording to  the  size  of  rivers  and  the 
amount  of  freight  carried.'"^  Any 
load  of  commodities  whether  for  sale 
or  not  was  charged  four  mdshds 
(about  six  cents).  One  mdshd  was 
paid  by  a  traveler  with  a  minor  quar!- 
ruped  carrying  some  load.  Two  n:d- 
shds  were  demanded  for  a  load  car- 
ried on  the  head  or  on  the  shoulders, 
a  cow  or  a  horse.  The  rate  was  double 
for  transporting  a  camel  oY  a  buffalo. 
The  ferry  charge  for  a  small  cart  was 
five  mdshds,  for  one  of  medium  size 
drawn  by  bulls  six  mdshds,  and  for  a 
big  cart  seven  mdshds.  The  ferry  dues 
for  large  rivers  were  twice  the  respect- 
ive rates. 

By  far  more  important  than  these 
quasi-political  commercial  undertak- 
ings as  sources  of  "sinews  of  war" 
were  the  industries  owned  and  run  or 
controlled  by  the  government.  Al- 
together three  state  monopolies  are 
mentioned  in  the  Kautilyan  schedule. 
The  first  monopoly  was  oil.  The  oil 
seeds  were  all  brought  to  the  govern- 
ment granary  and  pressed  and  made 
into  oil  by  the  state  mills.'"*  The 
administration  of  tobacco  monopoly  in 
France  since  the  time  of  Colbert 
(1674)  furnishes  a  modern  analogue. 
The  next  monopoly  was  salt  as  we  have 
mentioned  above.  In  order  to  "pro- 
tect" this  government  industry  the 
empire  legislated  that  purcha.sers  of 
foreign  salts  must  pay  compensation. to 

1"'  Ibid.,  p.  107;  Indian  Antiquary,  1905,  pp. 
53,  111-112;  16  mdshds  =1  pana. 
'"*  Indian  Antirpiari/,  1905,  p.  55. 
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cover  the  loss  sustained  by  the  state.'"* 
Evidently  foreign  salt  was  not  excluded 
altogether  from  the  territory.  There 
was,  besides,  the  system  of  granting 
licenses  by  which  private  capitalists 
could  manufacture  and  sell  the  com- 
modity. In  addition  to  the  economic 
"profits"  from  the  salt  industrs^  the 
government  tlius  came  to  realize  a 
large  revenue  from  the  customs,  excise, 
and  licenses.  The  realization  of  salt 
(jabelle  was  threefold.  First,  the  im- 
porting merchant  had  to  pay  the  reg- 
ular 16f%  in  kind  as  customs  phis 
the  5%  on  the  remainder  as  excise. 
Secondly,  the  indigenous  manufac- 
turer purchased  license  from  the  gov- 
ernment on  the  same  terms.  There 
was  thus  no  economic  discrimination 
against  foreign  salt.  The  effects  of 
a  countervailing  excise  duty  were 
brought  in  operation  indicating  the 
"fiscal"  character  of  the  tariff.  And 
thirdly,  it  appears  that  the  govern- 
ment charged  13|%  as  premium  on  the 
money  that  it  received  as  price  for  the 
salt  collected  from  tlie  importer  and 
the  home  manufacturer.'"^ 

The  most  important  monopoly  of  the 
Maurs'a  Empire  was  the  mines  and 
minerals.  Indeed  the  manufacture  of 
salt  was  scheduled  in  the  Arthashastra 
under  the  category^  of  mining.  As  de- 
nned by  Kautilya,  mining  was  a  com- 
prehensive term  including,  as  in  medi- 
eval British  law,  "wreck  of  the  sea  and 
royal  fish."'°^  There  were,  therefore, 
two  branches  of  mining  under  the 
Mauryas:  (1)  ocean  mining,  that  is, 
pearl  fishery',  the  fishing  of  conches, 
shells,  and  corals,  and  manufacture  of 
salt,  and  (2)  land  mining.'"*  The 
revenues  from  land  mining  were  de- 
scribed as  those  accruing  from  gold 
mines,  silver  mines,  mines  of  rubies 

"*  Indian  Antiquary,  1905,  p.  54. 

">*  Ibid.,  p.  53. 

""  Palgrave's  Dictionary,  Vol.  II,  p.  765. 

w«  Law.  pp.  5-10. 


and  metals  such  as  iron,  copper,  etc.'"' 
In  ancient  and  medieval  legislation 
or  custom  mines  were  "pubhc"  eveiy- 
where.""  The  silver  mines  at  Laurium 
were  owned  by  Athens.  Mines  were 
state  property  under  the  Roman 
Empire.  Down  to  1688  all  English 
mines  belonged  to  the  crown.  In  1568 
tlie  Exchequer  Chamber  stated  the 
theory  that  the  "King  shall  have  the 
whole  of  the  base  metal."'"  Under 
the  Maurj'as  also  both  land  and  ocean 
mines,  as  well  as  the  essaying  of  ores, 
coining,  and  commerce  in  minerals 
were  jura  regalia  or  crown  rights 
sui  generis;  but  they  were  not  worked 
by  the  government  except  when  the 
operations  needed  small  outlay.  Mod- 
ern advocates  of  modified  laisser  faire 
may  quote  the  Maurya  precedent  as  an 
instance  of  the  "individualistic  mini- 
mum" of  state  intervention  in  indus- 
try. As  a  rule,  the  empire  let  out  th^ 
mines  on  royalty  basis  to  private  enter- 
prise. The  royalty  included  nine  dis- 
tinct items."-  As  usual,  the  rates 
Avere  high.  The  rental  for  the  Laurium 
mines  was  only  4|  per  cent."'  The 
French  mines  yielded  10  per  cent."^ 
The  English  rate  on  copper  was  12^  per 
cent  to  the  state  plus  11 J  per  cent  to 
the  landlord,"*  but  the  Mauryas  de- 
manded 16|  to  20  per  cent  as  vibhdga; 
that  is,  the  government's  "share" 
in  the  yield.  In  addition  the  capital- 
ists had  to  pay  13|  per  cent  plus  5 
per  cent  as  sundry  charges."" 

There  may  have  been  some  other 
industries  similarly  undertaken  or  lei 
out  on  license  with  a  view  to  augment- 

'"*  Indian  Antiquary,  1905,  p.  47. 

"°  P'or  "state  mines"  vide  Bastable's  Public 
Finance,  pp.  174-176. 

'"  Palgrave,  loco  citato. 

"2  Indian  Antiquary,  1905,  p.  113. 

"^  Sch'&mann,  p.  448. 

1"  Brissaud,  p.  487. 

>"  Palgrave,  loco  citato. 

^^^  Indian  Antiquary.  1905,  p.  113.  (Islamic 
law  has  20  per  cent,  cf.  Aghnides,  p.  628. 
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ing  the  public  income.  The  ship- 
building and  munition  industries  were, 
of  course,  state  monopolies,  as  has  been 
mentioned  above.  Obviously  they  are 
to  be  regarded  not  so  much  from  the 
standpoint  of  finance  as  of  national 
defense. 

Several  miscellaneous  taxes  remain 
to  be  discussed  as  minor  sources  of 
revenue.  The  port  duties^^^  realized 
by  the  ndvadkiiahsha  were  distinct 
from  both  customs  and  excise.  Vil- 
lages on  sea  shores  and  on  the  banks  of 
rivers  and  lakes  were  assessed  at  cer- 
tain rates.  The  fishing  hcense  de- 
manded by  the  state  was  one-sixth  or 
16f  per  cent  of  the  actual  haul.  ]Mer- 
chants  had  to  pay  the  customary  tax  of 
port  to"WTis.  Another  group  of  minor 
collections  came  from  currency.  A 
premium  of  13|  per  cent  was  regularly 
charged  on  coins  of  private  or  foreign 
mintage."^  The  same  amount  was  also 
realized  by  the  government  on  every 
occasion  that  anybody  had  to  pay  a 
fine  in  cash."^  Lastly,  we  have  to  men- 
tion the  escheats.  Houses,  fields,  gar- 
dens, tanks  and  temples  lapsed  to  the 
state,  as  we  have  seen,  if  the  proprietors 
neglected  to  exercise  their  rights  of 
ownership  for  five  years. ^^^  Similarly 
the  government  was  the  heir  of  the 
property  of  prostitutes  in  the  absence 
of  daughters. ^-^ 

No  conceivable  resource  of  the  peo- 
ple appears  to  have  been  left  untapped 
by  the  Maurya  Empire.  The  all- 
reaching  tentacles  of  Hindu  finance  lie 
on  the  surface.  If,  as  Adam  Smith  re- 
marks, there  be  nothing  in  which 
governments  are  so  prone  to  learn  of 
one  another  as  in  the  matter  of  new 
taxes,  the  first  and  the  last  empires  of 
pre-Moslem  India  can  still  give  points 

"^  Mookerji,  p.  106. 

"*  Indian  Antiquary,  1905,  p.  53. 

"9  Ibid.,  p.  5i. 

^  Ibid.,  p.  9;  cf.  Manu,  Mil.  30. 

^  Ibid.,  p.  57. 


to  the  latest  specialists  in  public 
finance,  for  the  methods  and  principles 
of  statesmen  from  Kautilya  to  Kulot- 
tunga  were  eminently  realistic.  With 
the  exception  of  stamp  duties,  national 
debt,  postal  receipts  and  a  few  other 
characteristically  modern  duties,  the 
assets  schedule  of  the  first  class  powers 
of  today  can  hardly  exhibit  any  taxes 
and  non-tax  revenues  in  addition  to 
what  the  Hindu  sxiviantra  (finance 
minister)  and  his  board  of  experts  hit 
upon  pragmatically  in  the  third  and 
fourth  centuries  B.  C.  in  order  to 
"cover"  the  appropriations  on  the 
governmental  machinery  of  the  largest 
and  most  extensive  of  all  empires  in  the 
world's  history.^^- 

The  Ability  to  Pay 

A  study  of  the  finances  provokes 
naturally  the  correlated  investigation 
into  the  general  economic  condition  of 
the  empire.  But  as  yet  it  is  hardly 
allowable  to  attempt  a  wide  solution  as 
to  the  "ability"  of  the  people  to  meet 
the  diverse  demands  of  the  govern- 
ment. In  the  first  place,  an  enormous 
rise  in  prices  may  be  postulated  be- 
cause of  the  high  rates  of  customs  and 
excise.  This  was  sure  to  be  felt  by  the 
entire  community  as  consumers.  In 
the  second  place,  the  normal  land  tax 
of  40  per  cent  to  57  per  cent,  though 
it  may  not  have  shorn  the  land- 
owning or  agricultural  classes  to  the 
skin,   was   certainly   not  a  moderate 

1-  See  the  map  of  the  Maurya  Empire  in  the 
third  century  B.  C.  facing  p.  \Qi  of  Smith'3 
Early  History.  Compare  the  area  with  that  of  any 
of  the  European  empires  in  Freeman's  Historical 
Geography  of  Europe  (with  Atlas)  or  specifically 
with  that  of  the  Roman  Empire  at  its  greatest 
extent  (third  century  A.  D.)  in  the  Atlas  of 
Ancient  and  Classical  Geography  (EverjTnan's 
Library  Series).  Note,  in  comparison,  that 
India  is  all  Eiu-ope  minus  the  Russia  of  the 
Czars,  and  that  Maurya  India,  though  it  ex- 
cluded the  southern  fringe  of  the  peninsula, 
included  the  whole  of  Afghanistan  and  Baluch- 
istan. 
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le\y.  In  the  third  place,  the  traders 
aiid  the  intellectual  middle  classes 
could  not  get  scot  free  from  the  im- 
perial demand,  as  the  property  tax 
was  mercilessly  applied  to  them  espe- 
cially in  emergencies.  And  in  the 
fourth  place,  the  moneyed  aristocracy, 
hankers,  gilds  and  other  wealthy 
groups  had  to  "vomit"  out  their  gold 
at  the  call  of  the  empire. 

Economically  speaking,  there  was 
Jio  class  discrimination.  The  empire 
maintained  no  pri\'ileged  class  on  any- 
thing like  an  appreciable  scale;  nor 
would  the  government  demands,  though 
hea\y,  appear  to  have  been  oppressive 
or  likely  to  sap  the  economic  founda- 
tions of  the  society.  On  the  contrary, 
there  were  certain  distinct  ser\aces  by 
which  the  state  sought  to  develop  the 
"staying  power"  and  taxable  capacity 
of  the  people.  "We  have  spoken  above 
of  the  socialistic  trend  of  Hindu  states 
iisdharma-siateH,  insofar  as  the  sphere  of 
their  activity  was  co-extensive  with  the 
range  of  human  interests.  It  is  necessary 
now  to  note  that  the  same  tendency 
is  noticeable  in  two  other  directions. 

In  the  first  place,  the  Maurya 
Empire  owned  several  industries  and 
controlled  the  production  of  wealth  in 
certain  lines.  Government  supe^^'i- 
sion  of  some  sort  or  other  brought  the 
economic  activities  of  the  people  within 
the  compass  of  partial  "public  owner- 
ship." The  consequent  abolition  of 
entrepreneurs  or  middlemen  in  a  few 
channels  of  business  was  a  positive 
advantage  to  tlie  community.  In  the 
second  place,  the  empire  sought  to 
regulate  by  legislation  the  more  im- 
portant branch  of  a  nation's  eco- 
nomic life;  namely,  distribution  and 
exchange  or  value.  The  maxinmm 
rate  of  interest  was  determined  by  the 
government.'^    The  market  was  pro- 

'-' The  rate  was  159c  P«r  year,  cf.  Law,  pp. 
171-177.  The  usual  rate  at  Athens  was  12%  to 
18%.     Vide  Schumann,  p.  435. 


tected  from  the  ravages  of "  profiteers." 
Reasonable  prices  and  fair  profits  were 
fixed  by  official  experts  after  calcidating 
the  legitimate  expenses  of  production 
(including  the  cost  of  marketing).'-^ 
The  goA'crnment  scheduled  also  the 
rates  of  w;jges  and  fees  for  laundiy 
men,  painters,  dramatists,  singers  and 
artists.^-^ 

Such  an  imperial  intervention  in 
economic  life,  or  what  is  tlie  same 
tiling,  such  "state  socialism"  under 
"enliglitened  despots,"  must  have 
been  appreciated  at  least  by  the  com- 
mon laborer.  The  rate  of  wages  in 
Maurya  India  was  5  -panas  a  month  or 
15  dollars  a  year.^-^  It  is  interesting 
to  observe  that  in  Chola  India  in  the 
eleventh  and  twelfth  centuries  a  temple 
janitor  earned  Rs.  8j  per  month;  that 
is,  30  dollars  a  year.'^^  These  rates 
were  much  above  the  Ricardian  "iron 
law  of  wages"  when  compared  with 
the  current  prices  and  the  purchasing 
power  of  money  during  the  two 
periods.'-^ 

As  for  the  salaries  paid  by  the  gov- 
ernment, they  were  liberal  enough  to 
satisfy  the  officers'  appetite.  They 
were,  humanly  speaking,  calculated  to 
prevent  the  desire  for  " squeeze. "'^'^ 
The  common  soldier  of  the  Maurya 
Empire  received  .300  punas  or  $125  per 
year.  The  highest  salary  in  the  third 
and  fourth  centuries  B.  C,  for  example, 
that  for  the  generalissimo  was  48,000 
panas  ($12,000)  a  year.  The  samd- 
hartd  (collector-general)  was  paid  at 
half    this    rate.     The    earning    of    a 

'-^  See  details  in  the  Indian  Antiquary,  1905, 
pp.  55,  50,  57. 

'26  Ibid.,  p.  59. 

'2"  Ibid.,  p.  53. 

'-'  Aiyangar,  p.  181. 

1-*  Indian  Antiquarij,  1905,  p.  53;  One  Rupee  in 
Maurya  India  bought  49j  .lers  (Madras)  of  rice. 
In  British  India  one  Rupee  buys  not  more  than 
C-7  aers.     Aiyangar,  p.  183. 

"'  Vide  the  list  of  salaries  in  the  Arthashastra, 
V,  iii,  Indian  Antiquary,  1909.  pp.  263-264. 
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middle  class  man  in  southern  India, 
for  instance,  an  accountant  under  the 
Cholas  was  Rs.  16f  per  month,  that  is, 
$60  a  year.^^"  Payments  were  eitlier 
in  kind  or  in  money.  The  Cholas  used 
to  pay  even  handicraftsmen  often  in 
land  for  customary  work.  Under  the 
Mauryas  payment  in  gold  miglit  be 
commuted  for  that  in  kind  at  fixed 
rates.i-"'! 

We  are  not  concerned  Iiere  witli 
"index  numbers  "or  with  statistics  of 
wages  and  prices  or  with  the  manner 
in  which  the  tariff,  if  it  was  really  pro- 
tective, may  have  affected  the  course  of 
industries  and  commerce.  The  stray 
figures  for  the  third  and  fourth  cen- 

'""  Aiyangar,  p.  181. 

'^^  Indian  Antiquary,  1909.  p.  '264.  For  5 
panas  one  obtained  165  sers  (Madras  standard). 
Indian  Antiquary,  1905,  p.  53. 


turies  B.  C.  and  the  eleventh  and 
twelfth  centuries  A.  D.  may  be  taken 
for  what  they  are  worth.  Only  it  is 
necessary  to  bear  in  mind  that  in 
British  India  the  average  per  capita  in- 
come is  Rs.  20  or  $6  per  annum.  On 
the  whole,  it  may  reasonably  be  con- 
cluded that  the  financial  burden  of 
]>ax  sdrra-hhaumica,  liowsoever  heavy 
it  miglit  be,  whether  absolutely  or 
relatively,  was  easily  borne  by  a  con- 
tented peasantry  and  working  class,  a 
prosperous  industrial  and  commercial 
aristocracy,  and  last,  but  not  least,  a 
well-paid  civil  service  and  army,  espe- 
cially in  view  of  the  fact  that  under 
Chandragupta  and  Asoka  (third  cen- 
tury B.C.)  the  people  of  India  had  the 
conscious  satisfaction  of  being  citizens 
of  the  first  and  greatest  power  of  the 
world. 


Have  American  Wages  Permitted  an  American 

Standard  of  Living?  *     .^^JL,  i^/ii 
A  Review  of  the  Important  Inquiries  and  Their  Findings,  1890-1920 

By  Abraham  Epstein 

Director,  Pennsylvania  Old  Age  Pension  Commission,  Harrisburg,  Pennsylvania 

AT  no  time  before,  probably,  has 
there  ever  been  greater  popular 
confusion  and  obscurity  as  to  what 
constitutes  an  American  standard  of 
living  and  what  is  the  relation  of  wages 
earned  and  the  standard  of  living 
necessary,  as  at  this  period.  Indeed, 
the  controversy  between  capital  aufl 
labor  in  regard  to  this  question  at  this 
tinu;  is  becoming  very  grave,  and  is 
fraught  with  the  utmost  danger.  In- 
dustrial concerns  and  railroad  com- 
panies are  daily  announcing  reductions 
in  wage  rates,  justifying  these  on  the 


*  The  material  for  this  article  is  reprinted 
from  a  chapter  in  Mr.  Epstein's  book.  Facing 
Old  Age,  to  be  published  by  Alfred  A.  Knopf, 
inc..  New  York. 


ground  that  prices  have  come  down 
so  much  during  the  past  year  that 
there  is  no  excuse  for  the  "high  war- 
time" wages.  On  the  other  hand,  the 
employes  are,  with  rare  exceptions, 
vehemently  and  vigorously  opposed  to 
the  i)resent  methods  of  arbitrary  wage 
cuts,  contending  that  there  has  as  yet 
been  no  substantial  decrease  in  the  cost 
of  living  which  would  justify  cutting 
the  rates  of  pay.  They  furthermore^ 
point  out  that  as  most  of  the  reductions 
at  this  time  are  made  in  the  rates  of  the 
unskilled  workers  it  will  reduce  these 
workers  again  to  the  prewar  level  of 
wages  which  were  found  in  many  in- 
stances to  have  been  below  the  Ameri- 
can standard  of  living.     They  demand 
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a  wage  compatible  with  the  subsistence 
standard  set  by  government  authorities 
and  competent  students  as  necessary  to 
support  a  family  consisting  of  the 
father,  mother  and  three  small  children, 
with  the  absolute  necessities  of  hfe. 

^^^lat  has  been  the  relation  of  the 
wages  earned  and  the  minimum  stand- 
ard of  subsistence  in  the  past?  Doubt- 
less this  question  has  often  been  asked 
before.  Unfortimately,  however,  while 
many  local  and  national  investigations 
ha^•e  been  made  of  costs  of  living  and 
wages  in  the  United  States,  the  great 
majority  of  these  have  covered  but 
short  periods.  Compilations  of  these 
studies  for  a  number  of  years  have  been 
few  in  number.  In  the  article  that 
follows,  an  effort  has  been  made  to 
present  a  summary  of  the  results  of 
official  and  authoritative  investigations 
on  standards  of  living  and  wages 
earned  covering  a  period  of  thirty 
years — from  1890  to  the  latter  part  of 
1920.  The  findings  of  these  investiga- 
tions and  the  relation  of  the  costs  of 
living  and  wages  earned  is  presented 
here  for  each  year.  It  is  hoped  that 
an  analysis  of  these  facts  may  help  to 
shed  some  light  upon  this  important 
and  very  much  mooted  question. 

Professor  John  A.  Ryan  in  his  book, 
A  Living  Wage,  made  an  exhaustive 
and  careful  study  of  the  Census  Re- 
ports of  1890  and  1900,  as  well  as  of 
mimerous  other  statistical  reports 
prepared  by  the  federal  and  various 
state  labor  bureaus,  regarding  wages 
and  the  cost  of  liA-ing  during  the  last 
decade  of  the  nineteenth  century  and 
the  beginning  of  tlie  twentieth  century. 
His  studies  of  the  cost  of  living  during 
that  decade  convinced  him  that: 

The  conclusions  that  seem  to  be  abun- 
dantly justified  by  the  facts  brought  out 
may,  therefore,  be  stated  as  follows:  first, 
anything  less  than  $600  per  year  is  not  a 
Living  Wage  in  any  of  the  cities  of  the 
United  States;  sfmnH,  this  ->ijni  is  prolinbly 


a  Living  Wage  in  those  cities  of  the  South' 
em  States  in  which  fuel,  clothing,  food  and 
some  other  items  of  expenditures  are  cheap- 
er than  in  the  North;  third,  it  is  possibly  a 
Living  Wage  in  the  moderately  sized  cities 
of  the  West,  North  and  East;  and  fourth, 
in  some  of  the  largest  cities  of  the  last- 
named  regions,  it  is  certainly  not  a  Living 
Wage.i 

In  addition  to  Professor  Ryan's  esti- 
mate, the  United  States  Bureau  of 
Labor  in  1901  studied  the  incomes  and 
expenditures  of  25,440  families  whose 
average  size  was  4.88  persons.  This 
investigation  showed  that  it  cost  at 
least  S700  on  the  average  to  support 
each  of  these  families.^ 

After  he  had  established  his  standard. 
Professor  Ryan  made  a  further  study 
of  wage  reports  and,  taking  his  estimate 
as  the  minimum  basis,  presented  the 
table  of  underpaid  workers  in  the  dif- 
ferent industries  on  page  171. 

The  important  feature  of  the  table, 
summarizes  Professor  Ryan, 

Is  the  percentages,  which  may  be  taken 
as  fairly  representative  of  average  wage 
conditions  in  manufacturing  and  railway 
industries.  And  the  general  level  of  re- 
muneration in  these  two  fields  is  undoubt- 
edly quite  as  high  as  the  average  of  the 
other  urban  occupations.  It  is  to  be  noted, 
moreover,  that  these  percentages  reflect  the 
conditions  of  1890  and  1900-1903,  wlien 
wages  were  about  as  high  as  they  are  at 
present  (1905)  fully  as  high  as  the  average 
of  the  last  fifteen  years,  and  higher  than 
that  of  the  last  twenty-five  years.' 

During  the  same  period,  according  to 
Streightoff,*  the  yearly  remuneration 
of  the  garment  makers  in  1894  in  New 
York  ranged  from  $249.94  for  knee- 
pants-makers  to  $402  for  cap-makers; 
and  the  male  machine  operators  and 

'  John  A.  Ryan,  A  Living  Wage,  p.  150. 

*  Maurice  Parmelee,  Poverty  and  Social  Prog- 
ress, p.  87. 

nhid.,  p.  161. 

*  The  Sinri'fnrri  of  Luing,  hy  F.  H.  SlrcightofT 
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Employes  and  Years 
Represented 
In  50  manufacturing  industries  in  1890  . 

In  iron  and  steel,  1891 

In  railway  occupations,  1889 

In  34  manufacturing  industries,  1890 .  .  . 
In  34  manufacturing  industries,  1900 .  .  . 
In  railway  occupations,  1900  and  1903 .  . 
In  manufacturing,  Mass.,  1890  and  1891 


In 
In 
In 
In 
In 
In 


Wis.,  1891 

Minn..  1899  and  1900.  . 
Mass.,  1899  and  1900.  . 
Wis.,  1899, 1900,  1901  . 
N.  J.,  1899, 1900,  1901. 
111.,  1900  and  1901 


handworkers  of  Chicago  earned,  on  the 
average,  $430  and  $325  respectively, 
the  average  recompense  of  all  male 
workers  in  the  cloak-making  trades  be- 
ing $330.42.  In  1900,  in  North  Da- 
kota, of  the  2,168  men  investigated, 
the  wages  averaged  $535;  Minnesota 
recorded  66,889  workmen  at  an  average 
of  $492 ;  and  Wisconsin  120,131 ,  at  $449. 
In  the  same  year  the  average  earnings 
of  male  cotton  operators  was  $405.69  in 
Massachusetts,  $243.34  in  Georgia, 
$216.39  in  North  Carolina,  and  $207.58 
in  South  Carolina. 

In  analyzing  the  labor  reports  of  the 
states  of  New  Jersey  and  Massachu- 
setts for  1901,  Streightoff  found  that 
64.75  per  cent  of  all  adult  male  factory 
■employes  in  the  manufacturing  indus- 
tries of  the  former  state  and  62.86  per 
cent  of  the  male  employes  in  similar 
industries  in  the  latter  state  earned  less 
than  $12  per  week,  or  approximately 
$600  per  year.« 

A  study  of  family  incomes  made  by 
the  Massachusetts  Bureau  of  Statistics 
of  Labor  in  1902  revealed  that  it  cost 
on  the  average  about  $800  to  support 
each  of  these  families,  whose  average 
size  was  4.8  persons.^  In  the  same  year 
also  the  New  York  Bureau  of  Labor 

'  A  Living  Wage,  p.  160. 

*  The  Standard  of  Living,  Appendices  A  and  B. 

^  Poverty  and  Social  Prngrem,  p.  87. 


Number  of  Adult 
Males  Represented 
757,865 

17,650 
206,604 

93,544 

142,638 

2,125,717 

367,311 

70,326 

99,872 
511,727 
217,522 
387,903 
135,890 


Per  Cent  of  Adult 
Males  Under-paid 

51 

81 

85 

66 

64 

72 

59 

61 

53 

64 

75 

60 

58» 


Statistics  estimated  that  an  income  of 
$10  a  week,  or  $520  a  year  was  inade- 
quate for  a  family  living  in  a  city.^ 

From  the  1902  reports  of  the  labor 
bureaus,  Streightoff^  found  that  62.51 
per  cent  of  the  male  employes  in  the 
manufacturing  industries  in  New  Jer- 
sey, and  61.35  per  cent  of  male  em- 
ployes in  Massachusetts  earned  less 
than  $12  a  week  or  approximately  $600 
per  year.  The  Indiana  returns  for  the 
same  year  showed  the  average  earnings 
of  pumpmen  as  $2.20  per  day,  while 
that  of  trappers  who  worked  only  215 
days  in  the  year  was  $1.13  per  day. 
Professor  Ryan  also  points  out  that  the 
Interstate  Commerce  Commission's 
reports  for  the  year  1903  revealed  that 
72  per  cent  of  the  more  than  two  million 
raihoad  employes  investigated  earned 
less  than  $600  per  year. 

In  1904  Robert  Hunter  stated  that: 

It  was  shown  by  the  Massachusetts 
Bureau  of  Statistics  that  it  takes  $754  a 
year  for  a  family  of  five  persons  to  live  on. 
John  Mitchell  has  said  that  a  minimum 
wage  of  $600  a  year  is  necessary  in  the 
anthracite  district  for  a  worker  with  a 
family  of  ordinary  size.  The  New  York 
Bureau  of  Labor  considers  that  $10  a  week 
or  $520  a  year  is  inadequate  for  city  work- 

8  Ibid.,  p.  88. 

*  The  Standard  of  Living,  Appendices  A  and 
B,  p.  61. 


m 


The  Annals  op  the  American  Academy 


men.  A  prominent  official  of  one  of  the 
largest  charities  in  New  York  City  thinks 
that  $'2  a  day,  or  about  $6'2-t  a  year,  is 
necessary  for  a  family  of  five  in  that  city."> 

From  these  estimates  Hunter  ex- 
pressed the  opinion  that  $6^4  was  not 
too  much  for  a  family  in  New  York  City. 
"When  one  gets  below  these  figures." 
he  declared,  "every  dollar  cut  ofl'  may 
mean  de])riving  a  family  of  a  necessity' 
of  life,  in  times  of  health  even,  and  un- 
questionably in  times  of  sickness." 
But  in  order  to  be  thoroughly  conserva- 
tive he  estimated  more  or  less  arbitra- 
rily, $460  a  year  as  essential  to  defray 
the  expenses  of  an  average  family, — a 
father,  a  mother,  and  three  children, — 
in  the  cities  and  industrial  communi- 
ties of  the  New  England  States,  of  New 
York,  Pennsylvania,  Indiana,  Ohio  and 
Illinois.  "This  estimate,"  he  con- 
cluded, "would  approach  very  nearly  a 
fair  standard  for  tlie  poverty  line;  that 
is  to  say,  if  any  working-class  family 
should  be  unable  to  obtain  this  wage, 
they  would  in  all  likelihood  be  unable 
to  obtain  the  necessaries  for  maintain- 
ing physical  efficiency."" 


One  of  the  most  extensive  investiga- 
tions of  wages  in  the  United  States  was 
made  during  1903-1904  by  the  United 
States  Census  Bureau.  This  investiga- 
tion covered  3, '■^97, 811  wage-earners  of 
whom  2,619,025  or  79.4  per  cent  were 
men;  588,599  or  17.9  per  cent  were 
women  and  90,167  or  2.7  ])er  cent  were 
children.  Tlie  Census  Bureau  gi\-es 
the  results  below. 

The  table  below  indicates  that  dur- 
ing the  period  studied,  over  one-quarter 
of  the  male  workers  were  earning  less 
than  $8  a  week  or  less  than  $420  a 
year;  46  per  cent  earned  less  than  $10  a 
week,  while  over  70  per  cent  or  nearly 
three-fourths  were  earning  less  than 
$15  a  week,  or  $780  a  year.  Ninety- 
eight  per  cent  of  all  wage-earners 
earned  less  than  $25  a  week.  The 
average  for  all  classes  is  $10.06,  or  a])- 
proximately  $520  per  year :  the  average 
for  men  being  $11.16,  for  women  $6.17, 
and  for  children  $3.46. 

In  the  same  year  Streightofif  made 
another  estimate  of  the  distributioi\ 
of  income  in  the  United  States  derived 
primarily  from  labor.'- 


Eakmxgs  of  Males,  Sixteen  Years  and  Over,  Engaged  in  Manufacture 

IN   THE   T^NITEn    StATES   IN    1904'^ 


Weekly  Wage  Number 

Under  $3 56,346 

$3    but  under  $4 57,597 

$4      "        "      $.5 87,739 

$.5      "        "      $() 10.^,429 

$G      "        "      $7 161,940 

$7      "        "      $8 196,981 

$8      "        "      $9 207,954 

$9      "        "      $10 343,812 

$10    "        "      $12 409,483 

$12    "        "      $15 450,568 

$15    "        "      $20 385,647 

$20    "        "      $25 100,046 

$25  and  over 51,511 

'"  Robert  Hunter,  Poverty,  -pp.  51-53. 

'^  Poverty,  pp.  51-53. 

^  Poverty  and  Social  Progress,  p.  68. 

^^  Report  of  Manufactures,  Census  Bureau  Part  IV,  pp.  645-8,  1905, 


Percentages 

Actual 

Cumulative 

2.2 

2.2 

2.2 

4.4 

3.4 

7.8 

4.0 

11.8 

6.2 

18.0 

7.5 

25.5 

7.9 

33.4 

13.1 

46.5 

15.6 

62.1 

17.2 

70.3 

14.7 

94.0 

4.0 

98.0 

2.0 

100.0 

American  Wages  and  Amkricax  Staxdard  of  Livixf;  IT.'J 

ApprDxiiimtc  iiumhor  of  males,  IG  years  old  or  over,  employed  in  1904 19,GJ8,00() 

Niunher  earning  under  $()00  yearly,  or  under  $12  weekly 12,738,000 

Number  earning  $(J00,  but  under  $1,000  yearly,  $12  but  under  $20  weekly .  .  .  5,315,000 

Number  earning  $1,000  or  more  yearly,  or  $20  or  more  weekly 1,605,000 


.On  the  basis  of  the  above  data, 
Streightoff  concluded  ihat  in  1904  over 
()()  |)er  cent  ol'  the  iii:iles,  ;it  least  1(> 
years  of  age,  employed  in  manufactiu-- 
ing,  mining,  trade,  transportation,  and 
a  few  other  occupations  were  earning 
less  than  $626  per  anmun,  or  less  than 
$l'-2  per  week  on  an  average.  Sum- 
marizing the  official  reports  which  he 
studied,  Streightoff  also  shows'*  that 
46..')  per  cent  of  the  Illinois  miners 
earned  less  than  $500  per  year.  He 
gives  the  percentages  of  adult  males, 
exclusive  of  officers,  clerks  and  salaried 
persons,  engaged  in  manufacturing  in 
the  same  year,  whose  earnings  were  less 
than  $12  per  week,  as  62.35  in  Massa- 
chusetts; 60.8  in  New  Jersey;  58.05  in 
Missouri;  31.15  in  Ilhnois,  and  67.95  in 
Wisconsin. 

From  an  intensive  study  of  the  bud- 
gets of  200  wage-earning  families  in 
New  York  City  during  the  years  1903 
and  1905,  ]\Irs.  More  concluded  as  a 
result  of  her  investigations  that  "a  fair 
living  wage  for  a  workingman's  family 
in  New  York  City  should  be  at  least 
$728  a  year  or  a  steady  income  of  $14  a 
week."'^ 

According  to  the  census  of  manu- 
factures, the  4,244,538  men  engaged  in 
manufacturing  in  1905  received  an 
average  income  of  $533.95.  Of  13,796 
railway  men  in  North  Carolina,  in  the 
same  year,  11,295  were  found  to  have 
averaged  less  than  $1.62  per  day  or 
$500  per  year.  In  thirty  Maine  cloth- 
ing factories  in  1905,  234  men  investi- 
gated received  wages  averaging  $10.82 
per  week,  while  1,078  women  earned  a 
mean  weekly  wage  of  $6.78.     Of  the 

'■•  The  Standard  of  Living,  pp.  60-64. 
•'  L.   B.   More,    Wage    Earner's  Ihtdgets,   pp. 
269-70. 


adult  males  engaged  in  manufacturing 
industries  during  the  same  year,  58.5 
]>er  cent  in  New  Jersey  :ind  57.09  in 
Massachusetts  earned  less  than  $12  per 
week.'^ 

In  concluding  his  estimates  of  what 
constitutes  a  living  wage  Professor 
Ryan  states: 

According  to  careful  s Indies  and  esti- 
mates made  by  several  groups  of  investiga- 
tors in  1900,  the  minimum  cost  of  decent 
living  for  a  family  of  moderate  size  was: 
In  New  York,  $950;  in  Chicago,  $900;  in 
Baltimore,  $750;  while  the  average  for 
these  and  several  other  large  cities  was  I 


Professor  Ryan  therefore  declares : 

The  conclusion  seems  justified  that  at 
least  sixty  per  cent  of  the  adult  male  work- 
ers in  the  cities  of  the  United  States  are  to- 
day (1905)  receiving  less  than  $600  an- 
nually.i' 

During  1906,  the  percentages  of 
adult  male  employes  engaged  in  manu- 
facturing industries  who  earned  less 
than  $12  per  week  were  as  follows:''' 
In  New  Jersey,  57.49;  in  Massachu- 
setts, 55.12,  while  in  San  Francisco, 
where  wages  have  always  been  higher, 
of  all  employes,  including  women  and 
children,  in  the  same  year  63.40  per 
cent  earned  less  than  $12  per  week. 
In  Indiana  during  the  same  year  the 
earnings  of  railway  workers  were  found 
as  follows:  1,870  conductors  earned  an 
average  of  $1,084.93;  2,287  engineers 
averaged  $1,284.69;  4,408  station  men 
averaged  $508.37,  and  88,967  track 
men  earned  $378.93  each  on  an  average 
that   year,'^     The   30,742   miners   in- 

1^  The  Standard  of  Lin'ng,  pp.  59-60-62,  .and 
Appendices  A  and  B. 

^'  A  Living  Ji'age,  pp.  150  and  162. 
1*  The  Standard  of  Living,  p.  64. 
1'  The  Standard  of  Living,  p.  60. 
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vestigated  in  Illinois  in  1906  worked 
only  189.6  days  during  that  year  and 
earned  on  an  average  of  $480.8''2.2"  Of 
9,679  men  at  work  in  cotton  factories  in 
New  Hampshire  during  the  same  year 
the  average  wage  amounted  to  $417.31. 

Little  improvement  occurred  the  fol- 
lowing year.  In  1907,  of  the  adult 
male  factory  employes  (exclusive  of 
officers,  clerks  and  salaried  men)  en- 
gaged in  manufacturing  industries  in 
New  Jersey,  54.5  per  cent  of  the  total 
earned  less  than  $12  per  week,  while  of 
those  engaged  in  the  same  industries  in 
Massachusetts,  51.64  per  cent  earned  a 
similar  wage.-^ 

Quite  a  large  number  of  investigations 
regarding  both  minimum  standards 
required  and  wages  actually  received 
were  carried  on  during  1908.  The 
United  States  Bureau  of  Labor  esti- 
mated that  in  Fall  River,  Massachu- 
setts, in  1908,  the  minimum  standard  of 
living  for  an  average  family  could  not 
be  less  than  $484.41  per  year.  This 
standard  the  bureau  defined  as  follows : 

If  the  family  live  upon  this  sum  without 
suffering,  wisdom  to  properly  apportion 
the  income  is  necessary.  There  can  be  no 
amusements  or  recreations  that  involve 
any  expense.  No  tobacco  can  be  used.  No 
newspapers  can  be  purchased.  The  chil- 
dren cannot  go  to  school  because  there  will 
be  no  money  to  buy  their  books.  Household 
articles  that  are  worn  out  or  destroyed  can 
not  be  replaced.  The  above  sum  provides 
for  neither  birth  nor  death  nor  any  illness 
that  demands  a  doctor's  attention  or  calls 
for  medicine.  Even  though  all  of  these 
things  are  eliminated,  if  the  family  is  not  to 
sufiFer,  the  mother  must  be  a  woman  of  rare 
ability.  She  must  know  how  to  make  her 
own  and  her  children's  clothing;  she  must 
be  physically  able  to  do  all  the  household 
work,  including  the  washing.  And  she 
must  know  enough  to  purchase  with  her  al- 
lowance food  that  has  the  proper  nutritive 
value.** 

"  The  Standard  Living,  p.  61. 

-1  Ibid.,  Appendices  A  and  B. 

2*  Poverty  and  Social  Progress,  p.  89. 


The  bureau  estimated  that  a  fairer 
standard  of  living  for  Portuguese, 
Polish  and  Italian  families  required  at 
least  $690.95,  and  $731.99  for  English, 
Irish  and  Canadian-French  families. 
This  higher  standard,  the  bureau  said: 

^Vill  enable  him  (the  father)  to  furnish 
tlu'iu  (his  family)  good  nourishing  food  and 
sufficient  clothing.  He  can  send  his  chil- 
dren to  school.  Unless  a  prolonged  or 
serious  illness  befall  the  family,  he  can  pay 
for  medical  attention.  If  a  death  should 
occur,  insurance  will  meet  the  expense.  He 
can  provide  some  simple  recreation  for  his 
family,  the  cost  not  to  be  over  $15.60  for  the 
year.  If  this  cotton-mill  father  is  given 
employment  300  days  out  of  the  year,  he 
must  earn  $2  per  day  to  maintain  this 
standard.  As  the  children  grow  older  and 
the  family  increases  in  size,  the  cost  of  liv- 
ing will  naturally  increase.  The  father 
must  either  earn  more  himself  or  be  as- 
sisted by  his  younger  children. 

But  even  this  standard  is  by  no  means  an 
ideal  one.  It  does  not  allow  savings  to 
meet  the  contingency  of  any  unusual  event, 
such  as  lack  of  employment  or  accident  to 
the  father.  It  makes  no  provision  for  old 
age.  It  provides  for  culture  wants  only  in 
the  most  limited  manner,  viz.,  one  paper 
costing  $1  a  year.  It  provides  elementary 
schooling  for  the  children  up  to  their  twelfth 
year  only.^^ 

The  jNIassachusctts  Bureau  of  Statis- 
tics' investigations  during  the  same 
year  showed  that  the  average  wage  of 
all  cotton-mill  employes  in  Fall  River 
was  only  $447.40,  quite  below  even  the 
minimum  standard  set  for  the  same 
city.^^  The  average  remuneration  of 
all  the  176,377  anthracite  miners  in 
Pennsylvania  in  that  year  was  $496.13. 
just  above  the  lowest  standard;  that  of 
bituminous  miners  averaged  only  $447; 
while  the  average  for  all  the  employes 
amounted  only  to  $458.29,^^  consider- 
ably less  than  the  minimum  required. 
Of    the    male     employes  engaged  in 

"  Ibid.,  p.  89. 
^  Ibid.,  p.  60. 
**  The  Standard  of  Living,  p.  61. 
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factories,  56.7  per  cent  in  New  Jersey 
and  51.70  in  Massachusetts  earned  less 
than  $12  per  week.^* 

In  1908  the  railroads  of  the  United 
States  employed  61,215  firemen  at  an  aver- 
age per  diem  compensation  of  $2.64;  57,668 
enginemen  at  $4.45;  43,322  conductors  at 
$3.81;  114,580  other  trainmen  at  $2.60; 
41,419  section  foremen  at  $1.95;  299,448 
other  trackmen  at  $1.45;  and  46,221  switch 
tenders  and  crossing  watchmen  at  $1.78.-" 

In  the  same  year,  the  New  Jersey 
roads  employed  some  42,514  men  at  an 
average  annual  wage  of  $657.22,  con- 
siderably below  the  fair  standard  set 
for  Fall  River. 

On  the  basis  of  numerous  statistical 
reports  of  wages  in  Massachusetts  dur- 
ing 1908  furnished  by  the  different  state 
bureaus,  Nearing  concluded  that: 

It  may  be  fairly  stated  that  no  more  than 
one  adult  male  wage-earner  in  every  twenty 
employed  in  the  industries  of  Massachusetts 
receives,  in  annual  earnings,  for  a  normally 
prosperous  year,  more  than  $1,000.  On  the 
other  hand,  more  than  one-third  of  all  the 
adult  males  are  paid  wages  under  $500; 
more  than  one-half  receive  wages  under 
$600;  while  nearly  three-quarters  receive 
less  than  $700  annually.** 

In  cotton  goods,  the  leading  Massa- 
chusetts industry,  Nearing  found  that 
^vages  were  very  much  lower  than  in 
the  state  at  large,  nearly  three-fifths  of 
all  the  adult  male  employes  having 
received  less  than  $459  in  1908. 

From  budget  studies  made  by  Dr. 
R.  C.  Chapin  in  1909,  the  New  York 
State  Conference  of  Charities  and  Cor- 
rections concluded  that: 

It  is  fairly  conser«/ative  to  estimate  that 
$825  is  sufficient  for  the  average  family  of 
5  individuals,  comprising  the  father,  mother 
find  three  children  under  14  years  of  age  to 

2*  The  Standard  Living.,  Appendices  A  and  B. 
2"  Ibid.,  -p.  61. 

""  Scott   Neariug,   Wage^  in  the  United  States, 
57-58.  ■ 


maintain  a  fairly  proper  standard  of  living 
in  the  Borough  of  Manhattan.*' 

In  1909,  Nearing  made  a  study  of 
wages  in  New  Jersey,  similar  to  that 
which  he  had  made  the  year  before  of 
wages  in  Massachusetts,  and  found 
that: 

For  the  state  of  New  Jersey  at  large,  and 
for  the  five  industries  employing  the  largest 
numbers  of  persons,  it  appears  that  after 
deducting  the  known  unemployment,  be- 
tween one-third  and  one-half  of  the  adult 
males  received  less  than  $500  in  1909;  that 
from  one-half  to  three-fifths  received  less 
than  $600;  that  about  three-quarters  were 
paid  less  than  $750;  nine-tenths  received 
less  than  $950;  while  from  one-twentieth  to 
one-tenth  received  $950  or  over.  The 
wages  of  adult  females  were  very  much 
lower.  From  three-quarters  to  four-fifths 
received  less  than  $400;  nine-tenths  were 
paid  less  than  $500,  while  a  vanishiug  small 
percentage  received  an  annual  wage  of 
more  than  $750.3" 

A  study  of  wages  in  Kansas  and  of  its 
leading  industries  in  1909,  by  the  same 
\^Titer,  showed  that  while  the  industrial 
conditions  in  Kansas  differ  from  those 
in  Massachusetts  and  New  Jersey, 
about  one-third  of  the  male  employes 
in  the  car  and  shop  construction,  and 
in  the  slaughtering  industries,  received 
less  than  $500,  one-half  less  than  $600 
and  three-fourths  received  less  than 
$750  per  year.  The  proportion  of 
females  earning  less  than  $520  was 
exactly  twice  that  of  males  .^^ 

Nearing's  conclusions  are  fully  borne 
out  by  official  investigators.  The  1910 
census  reports  give  the  average  number 
of  wage-earners  engaged  in  manufactur- 
ing in  1909  as  6,631,931.  The  total 
amount  spent  in  wages  in  those  in- 
dustries during  that  year  was  $3,434,- 
734,000.     When  this  total  is  divided  by 

-^  R.  C.  Chapin,  The  Standard  of  Living  Among 
Workingmen's  Families,  in  New  York  City,  p.  281. 
•■"'  Wages  in  the  United  States,  p.  72. 
^1  Wages  in  the  United  States,  pp.  85-87. 
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the  average  number  of  wage-earners  ber  of  workers  is  $554.42,  or  $10.60  per 

the  quotient  is  $517.91,  which  was  the  week. 

average  wage   during   that  year   and  From  the  exhaustive  studies  made  by 

which  is  below  $10  per  week.  Streightoff  of  incomes  and  actual  ex- 

Tlie   United   States   Dejiartmcnt  of  pciidituros    in    different   parts   of   the 

Agriculture  also  gave  the  farm  wages  country,    he   ])resented    for    1911    the 

(luring  the  year  1909.     Farm  hibor  l)y  following    mijiimum    of    expenditures 

the  day  in  the   lowest  type  of  A\x)rk  necessary  for  a  family  consisting  of  u 

averaged  $1.71  in  1909,  outdoor  farm  husband,  a  wife,  a  boy  between  11  and 

Ia]K)r  with  ])oard  averaged  $1.43  a  day,  14,  a  child  bctwccu  7  and  10,  and   :i 

Avhile   the  average   monthly  wage   for  baby  under  three.     These  expenditures 

outdoor  farui  labor  quoted  for  the  year  obviously  include  only  a  minimum  of 

without  l)oard  was  $'^5.40  or  $305.5'-2  the  most'csscntial  necessities: 

peryear."^-  Food $i><J7 

In    1910,    after    a    most   exhaustive      Rout 100 

study  of  wealth  possessions.  Dr.  Will-      Clothing 120 

ford  I.  King  estimated  that  95  per  cent      Fuel 40 

of  the  families  of  th3  United  States  had      Church  and  other  organizations 20 

incomes  of  less  than  $2,000  a  vear:  82      Medical  attention 12 

per  cent  had  incomes  of  less  than  $1 .-      Amusement 20 

200;  while  69  per  cent  were  living  on      M..s<-ellaneous ^ 

less  than  $1,000."  ^^,y^ 

An  elaborate  Congressional  investi- 
gation of  the  iron  and  steel  industry  in  ^Ir.  Streightoff  concludes  that: 
the  United  States,  covering  172,706  The  above  would  show  that  it  is  con- 
employes,  found  the  wage  rates  per  servative  to  set  $(550  as  the  extreme  low 
year  as  per  May,  1910  as  follows :  8  per  limit  of  a  Living  Wage  in  cities  of  the  Nortli, 
cent  earned  under  $500,  60  per  cent  East,  and  West.  Trobably  $G00  is  higli 
under  $750.  85  per  cent  under  $1,000,  enough  for  the  cities  of  the  South.  At  this 
and   97  per  cent  under   $1,500.     The  wage  there  can  be  no  saving  and  a  minimun. 

separate  rates  of  the  employes  of  the  ^  P^^'^'^''^-  ^V^  ^'^^^.^  ^":  »f  ^}'^'  ,^  "'*',"' 
r,  .,  ,  ,  c<.  1  /-  1  •  T  htates  at  least  nve  milnon  industrial  work- 
Bethlehem  Steel  Company  durmg  Jan-  ,                    .    .U!/-An       I 

,    ,                             Pill  nif^n  wlio  are  earning  $000  or  less  a  year, 
uary  of  that  year  were  found  to  be  less 

than  $500  per  year  in  one-third  of  the  Streightoff"  then  calls  attention  to  the 

cases;   less    than   $625    in   two-thirds,  fact  that: 

while  only  8  per  cent  averaged  $1,000  j^  ^-^^  ,,^  remembered   that  1,116,19!) 

and  over.'  jjj^^,j  engaged  in  manufacturing  alone  arc 

The  census  re])orts  also  show  that  in  earning  no  more  than  $400  per  annum,  and 

1910    the    average    number    of    wage-  2,009,914  are  rereiving  no  more  than  $;'iOO. 

earners  engaged   in  mining  industries  11"  ail  industrial  occupations  are  considered, 

was  1 ,09.'J.28(».      The  total  wages  earjied  prohaMy  lour  million  men  are  not  enjoying' 

by   Ihem  was  $60(M:!5,2.'{K.   The  aver-  '""I'lal  incomes  ol"  $000." 

age  wage  .secured  whet,  the  total  sun,  During  the  period  of  1911-12.  a  num 

earned  is  rlivided  by  the  total  num-  j^^^.  ^f  ^,^^^  ^^^^-^^  ^^,^^^  brought  out 

^  United  States  Dept.  of  Agriculture,  Bureau  by   the   United   States  Department  of 

of  Statistics,  Bulletin  09,  1912.  Labor.     In  the  cigar  industry  studied 

~  \V.  I.  King.  n>«//A  and  Income  of  ihc  People  jn  that  period,  of  .'},615  males  investi- 
oflhe  United  filaln,,  pp.  214-2.'{0. 

"'  Scott  N'ciirintr,  Inrome,  p.  f»(».  ■^  The  Slnndnrd  of  Lirimj,  p.  \iji. 
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gated,  tliree-tcntlis  rec-eivcd  a  wage  of  more  tlian  four-fifths  earned  less  than 

less   than   $750,    while   half    of   these;  $500,  while  94  per  cent  received  less 

studied  earned  wages  under  $1,000  per  than  $600.^^ 

^•ear.     Four-fifths  of  the  7,551  females  The  United  States  Labor  Depart- 

iuvestigated   received   a  wage  of  less  ment  in  its  investigations  in  the  textile 

than  $750  per  year.'"'  industry  brought  out   similar  results. 

The  Tariff  Hoard  made  extensive  in-  In  the  cotton  industry  three-fifths  of 

vestigations  during  the  same  period  oi"  the  males  and  four-fifths  of  the  females 

wage    rates    in    the    cotton    industiy.  received  wages  of  less  than  $500  per 

These    studies    disclosed    that    in    the  year,  while  !)0  ])er  cent  of  the  females 

North,  5  per  cent  and  in  the  South, '-2'2  and  97  per  cent  of  the  males  earned 

per  cent  of  the  males  1(5  years  of  age  less  than  $750  per  year.''" 

andover  in  the  cotton  industry  received  In  1911-1!;?  the  Oklalioma  Depart - 

a  wage  rate  of  less  than  $250  per  year,  ment  of  Labor  reported  that  of  608 

Half  of  the  employes  in  the  North  and  male  wage-earners  in  the  telephone  and 

more  tluui  four-fifths  of  those  employed  telegraph  industry  27  per  cent  received 

in  the  South  were  paid  at  the  rate  of  less  than  $500;  78  per  cent  less  than 

less  than  $500  per  year.     The  figures  JJ5750  and  95  per  cent  less  than  $1,000 

for  women  range  much  lower  than  those  p^^  yg^r.     Of  the  1 ,  143  female  workers 

tor  men.  employed  in  the  same  industry  17  per 

Por  the  dyeing  and  finishing  woolens  ^^^^^  ^.^^^  ^.^^^^-^^^  ,„^^j^^  j^250,  96  per 

and  worsted  industry  the  1  arm  lioard  .        ,      c.~iu\        i  ,u\  t        i 

.,     ,     ,.  *'  ,         „    .,  ,        cent  under  $oOO  and  99  per  cent  under 

reports    that   tour-fitths   ot    the    male      a-r-ro  n 

dyers  earned  less  than  $500  and  nine-  '        '                              m    1  1      ii      i-«- 

tenths  less  than  $700  per  vear.^«  »^^'0"^  ^^i'^^*^  compiled  by  the  difter- 

The  wages  of  employes  engaged  in  ^^^  ^^'-^^6  Bureaus  of  Labor,  Nearing 

woolen,   worsted  and  cotton  mills   of  ^^^^d  the  percentages  of  wages  durini? 

Lawrence,  Massachusetts,  in  191 1  were  the  years  1911-12  as  recorded  below, 

similar  to  those  found  by  the  Tarif?  In  1913,  Nearing,  in  his  book  Fmanc- 

Board.     In  that  city  half  of  the  men  ?'"</  the  Wage  Earne/s  Family  (p.  97), 

studied    received    wages    below    $500  concluded    from    his    examination    of 

while    seven-eighths   earned  less  than  numerous    reports    and    wage    studies 

$600.     In  the  case  of  female  employes  that: 

Percent  Earned    Percent  Earned 

State                                     Year                  Less  than  Less  than 

$500  8750 

California 1!)11                            7.7  30 

Iowa 1912-13                   12.  61 

jMassachusclts 1012                          28.  67 

New  Jersey 1  !H  I                          36 .  7 1 

Oklahoma |!)ll                           17.  68'" 

■•''  IjLComr,   ji.   !).;. 

*^  Report  of  the  Tariff  Board  on  Cotton  Manufadi'res.  62ncl  Congress,  2nd  S^ession,  House  Docu- 
ment 643.  Government  Printing  Office,  1912,  Vol.  II,  637-651. 

^*  Income,  pp.  91-92. 

^^  Report  on  The  Strike  of  Textile  Workers  in  Lawrence,  Mass.,  Cliarles  P.  Xeil,  Senate  Document 
870.  62nd  Session,  1912,  p.  74. 

*"  Income,  p.  9.'J. 

"  Annual  Report  of  thr  Deparlwrnt  of  Liil/or,  Oklohoina,  191 1-12,  />.  2f;2. 

■•-  fvrnmc,  p.  100. 
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The  available  data  indicate  that  a  man, 
wife,  and  three  children  under  fourteen  can 
not  maintain  a  fair  standard  of  living  in  the 
industrial  towns  of  Eastern  United  States 
on  an  amount  less  tlian  $700  a  year  in  the 
Southern,  and  $750  a  year  in  the  Northern 
states.  In  the  large  cities  where  rents  arc 
higher,  this  amount  must  be  increased  by  at 
least  $100. 

A  joint  investigation  carried  on 
during  that  year  by  the  Consumers' 
I  .eague  of  Eastern  Pennsylvania  and  the 
Department  of  Labor  and  Industry  of 
that  state,  showed  that  the  wages  of 
women  in  Philadelphia  department 
stores  were  as  follows:  16.5  per  cent  re- 
ceived less  than  $5  per  week,  63.8  per 
cent  more  earned  between  $5  and  $10 
and  only  3.2  per  cent  received  $15  or 
over  per  week. 

The  year  follo"v\'ing.  Professor  J.  H. 
Hollander  of  Johns  Hopkins  Univer- 
sity, estimated : 

That  in  order  to  maintain  a  decent  stand- 
ard of  living  in  the  United  States  for  an 
average  family  of  five,  an  annual  income  of 
$600  to  $700  is  insufficient;  that  $700  to 
$800  requires  exceptional  management  and 
escape  from  extraordinary  disbursements 
consequent  upon  illness  or  death;  and  that 
$8'-25  permits  the  maintenance  of  a  fairly 
proper  standard. ^^ 

An  even  higher  estimate  during  the 
same  year  (1914)  was  set  by  the  Bureau 
of  Personal  Service  of  the  Board  of 
Estimate  and  Apportionment  of  New 
^'ork  City,  which  declared  $845  as  the 
least  minimum  of  subsistence  for  fami- 
lies of  unskilled  laborers  in  that  city. 
The  New  York  Factory  Investigating 
Commission  declared  that  $876  was  the 
lowest  minimum  wage  possible  for  the 
year  1914. 

The  actual  earnings  during  this  pe- 
riod were  found  by  the  Pennsylvania 
Department  of  Labor  and  Industry  in 
a  study  of  over  20,000   industrial  es- 

*  J.  IT.  Hnllnndcr.  Tin  Ahnlitimi  nf  Pnrrrty. 
,.    0 


tablishments  to  have  averaged  $720  a 
year  or  $14.40  a  week  for  all  males — 
quite  below  the  minimum  standard  set. 
The  average  annual  wage  for  all  females 
was  $335  or  slightly  over  $6  a  week. 

The  total  amount  paid  in  wages  in 
the  states  of  Massachusetts  and  Penn- 
sylvania in  the  year  1914  amounted  to 
$869,262,517.  The  number  of  em- 
ployes in  these  two  states  was  1,531,- 
176  and  the  average  wage  per  worker 
amounted  to  $568  per  year.^*  The 
New  York  State  Industrial  Commis- 
sion, which  in  that  year  began  to  com- 
})ile  figures  of  nearly  600,000  factory 
and  ofiice  workers,  found  that  the 
average  weekly  wage  for  the  last  six 
months  of  1914  amounted  to  $12.48, 
which  would  give  an  annual  wage  of 
$648.96  if  employed  fifty-two  weeks  in 
the  year. 

In  1915  Lauck  and  Sydenstricker 
after  a  comprehensive  study  of  wages 
and  costs  of  living  stated  that  four- 
fifths  of  the  heads  of  families  obtained 
less  than  $800  per  year,  while  two- 
thirds  of  the  female  wage-earners  were 
paid  less  than  $400  per  year.  Ac- 
cording to  a  statement  of  the  Chamber 
of  Commerce  of  Akron,  Ohio,  the  30,- 
511  workers  engaged  in  the  rubber  in- 
dustry in  that  city  received  an  average 
annual  wage  of  $628  during  the  year  of 
1915."*^  In  the  same  year  the  Pennsyl- 
vania Department  of  Internal  Affairs, 
which  keeps  records  of  the  total  pay- 
roll amounts  and  the  number  of  work- 
ers employed  in  that  state,  found  that 
the  average  weekly  wage  per  wage- 
earner  (exclusive  of  salaried  and  of- 
fice workers)  amounted  to  $581.68. 
The  New  York  Industrial  Commission 
gave  the  average  weekly  wage  received 
in  that  state  during  the  year  1915  as 
$12.85,  or  $668.20  per  year. 

The  weekly  wages  received  during 

**  David   Friday,    Profits,    Wages   and   Prices, 
1020,  J).  102. 
*^  Ibid.,  p.  105. 
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the  year  1915  throughout  the  United 
States  in  the  various  industries  have 
been  compiled  by  the  Bureau  of  Ap- 
pHed  Economics  from  the  published 
surveys  of  the  United  States  Bureau  of 
Labor  Statistics.  These  were  found  as 
follows  in  the  different  industries^®: 

Per  Capita 

Industry  earnings  per 

week — 1915 

Boots  and  Shoes $12. 12 

Cotton  finishing 10.54 

Cotton  manufacturing 8.31 

Hosiery  and  underwear 7 .  75 

Iron  and  steel 11.76 

Men's  ready-made  clothing .  .         11.92 

Silk  manufacturing 8 .  99 

Woolen  manufacturing 9 .  70 

Car  building  and  repairing ...         13 .  20 

Cigar  manufacturing 9 .  33 

Automobile  manufacturing . .         17 .  23 

Leather  manufacturing 11.76 

Paper  making 13 .  20 

An  analysis  of  the  standard  of 
living  in  the  District  of  Columbia  by 
Professor  Ogburn,  for  the  Bureau  of 
Labor  Statistics  in  1916,  led  him  to 
conclude  that: 

An  average  family  of  man,  wife  and  three 
children,  of  ages  4,  6  and  8  years,  in  the 
District  of  Columbia  in  1916  was  in  debt  if 
the  annual  income  was  less  than  $1,155.'" 

During  1915-16,  the  average  daily 
wage  for  males  in  many  Pennsylvania 
estabUshments  reported  by  the  Depart- 
ment of  Labor  and  Industry  as  working 
on  war  contracts  was  found  to  be  only 
slightly  higher  in  1916  than  in  1914, 
$2.76  in  the  latter  year  as  against  $2.40 
in  1914.  For  females  the  rise  reported 
was  from  $1.11  to  $1.30.  The  average 
daily  wage  of  males  engaged  in  public 
service  industries,  such  as  street  and 
steam  railways,  etc.,  was  $2.55.^*    The 

*^  Wages  in  Various  Inlustries,  1919,  p.  60, 
Bureau  of  Applied  Economics,  Washington. 

*'  Quarterly  Publication  of  the  American  Statis- 
tical Association,  June,  1919,  p.  16. 

**  Pennsylvania  Health  Insurance  Commission 
Report,  p.  91. 


average  wage  received  by  all  wage- 
earners  in  Pennsylvania  as  given  by  the 
Department  of  Internal  Affairs  was 
$737.96  in  the  year  1916.  Salaried  and 
office  workers  were  not  included  in  this 
tabulation.  In  the  rubber  industry  of 
Akron,  Ohio,  the  average  annual  wage 
according  to  the  Chamber  of  Com- 
merce of  that  city  amounted  to  $759  in 
1916.  The  wages  for  that  year  as 
foimd  by  the  New  York  State  Indus- 
trial Commission  were  very  similar. 
The  average  weekly  wage  was  $14.43, 
or,  if  worked  for  fifty-two  weeks  in  the 
year,  $750.36  per  year. 

The  j'ear  1914  may  be  considered  a 
landmark  for  both  wages  and  costs  of 
living.  Since  then  m'oney  wages  have 
increased  in  all  industries.  Even 
greater,  however,  has  been  the  rise  in 
the  cost  of  li\'ing.  Standards  of  liAang 
in  terms  of  money  wages  need  therefore 
considerable  adjustment  and  a  revalua- 
tion in  purchasing  power.  According 
to  the  Pennsylvania  Health  Insurance 
Commission,  the  standard  "minimum 
of  subsistence"  budget  was  estimated 
in  1914  as  $845  by  the  Bureau  of  Per- 
sonal Service  of  the  Board  of  Estimate 
and  Apportionment  of  New  York  City 
for  unskilled  laborer's  families;  $875 
was  the  estimate  made  by  the  New 
York  Factory  Investigation  Commis- 
sion in  1914,  and  the  $900  estimate  by 
Dr.  Chapin  for  a  family  of  five  in  1907 
became  in  June,  1918,  $1,320,  $1,360 
and  $1,390  respectively.  Similar  es- 
timates for  1918  were  made  by  the 
Commission  of  the  Interchurch  World 
Movement  in  its  Report  on  the  Steel 
Strike. 

The  Philadelphia  Bureau  of  Munici- 
pal Research  stated  in  December,  1917, 
that  the  necessary  minimum  cost  of 
healthful  living  for  a  family  of  two 
adults  and  three  children  was  $1,200  a 
year.  But  in  the  autumn  of  1918  it 
found  $1,636.79  as  necessary-  for  a 
similar  standard  of  living. 
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In  XoNoinher,  1918,  llic  I'liitcd 
States  Bureau  of  Labor  Statistics  esti- 
mated that  the  minimum  necessary'  for 
subsistence  for  an  average  family  in  a 
h\Tge  eastern  city  was  about  $1,500. 
In  the  same  year,  the  National  War 
l^abor  Board  drew  up  a  "mininnim 
comfort"  budget  which  amounted  lo 
!>^1,760  ]ier  year  for  a  family  of  five/^ 

It  is  interesting  to  note  that  the 
above  estimates  regarding  the  mini- 
mum budget  necessarj'  for  subsistence, 
although  sho\Nang  some  variation  as 
would  be  expected,  do  not  show  con- 
siderable differences.  However,  in 
1918  the  United  States  Bureau  of  Labor 
Statistics  made  an  investigation  of  the 
budgets  of  working  families  in  a  num- 
l)er  of  cities.  The  average  actual  ex- 
penditures of  these  families  per  year  in 
the  different  cities  investigated  follows 
l>elow. 

In  summarizing  the  data,  the  bureau 
foimd   that  of   12,096  white  families 


investigated  in  92  iiulustrial  centers 
scattered  throughout  the  country  com- 
prising 4.9  average  persons,  the  aver- 
age yearly  expenses  per  family  was 
$1,434.36  in  1918.*° 

In  the  1918  investigations  of  the 
l*('iMisyl\aiiia  ( "uniinission  on  Health 
Jiisinancc  the  following  data  is  given: 

In  llu-  IMiihuh'Iijliia  Survey  wliich  coverod 
l,8.j()  families  in  seven  distrieLs  in  Philadel- 
phia the  average  family  income  was  hut 
$21. (iO  a  week,  and  almost  a  third  of  these 
families  contained  over  five  persons — the 
normal  standard. 

In  the  Visiting  Nnrse  Study,  80.6  per  cent 
of  the  4'J8  families  had  incomes  of  less  than 
$30.00  a  week.  In  the  Sickness  aufl  De- 
pendency Study  94.3  per  cent  of  the  families 
had  incomes  of  less  than  this  amount. 

Wages  for  women,  proverbially  lower 
than  those  for  men,  proved  in  the  Working 
Women's  study  to  be  in  93.1  per  cent  of  the 
cases  under  $2o.00  a  week;  in  92  per  cent 
of  the  cases,  under  $20.00. 


Total  Average 

City  Number  of  Faiiii-     Arerage  Persons      YearU/ Expense 

lies  Investigated  in  Famihj  per  Familji 

Baltimore  (WLile) 19.:i  4.8      \  $1,260. 90 ' 

Boston 407  0.3  1.438. 13 

Bridgeport,  Conn 143  4.6  1 ,540 .  24 

Buffalo 256  4.6  1,460.00 

Chambersbnrg,  Pa 77  4.9  1 .241 .  90 

Dover,  X.J 74  5.3    '  1,608.92 

Fall  River,  Mass 158  5.4  1,320.84 

Johnstown,  X.  Y 78  4.5  1,308.51 

ba%\Tence,  Ma-ss 109  5.3  1,504.67 

Manchester,  X.  H 112  5.2  1,.370.83 

Newark 147  4.7  1,445.41 

New  York 518  4.9  1,525.66 

Philadelphia  and  Camden,  X.  J.  .  301  4.9  1,469.40 

Pittsburgh,  Pa.  (white) 254  5.1  1,412.10 

Portland,  Me 97  4.9  1,412.84 

Providence,  R.  1 158  5.3  1.303.18 

Rutland,  Vt 80  5.1  1.264.29 

Scranton 151  5.2  1.344.99 

Syracuse,  N.  Y 158  4.9  1,407.03 

Trenton.  X.J 100  4.4  1,418.50 

Westfield,  Mass 74  5.2  1,494 .84 

Wilmington,  Del 98  4.6  1,640.50 

*^  Pennsylvania  Health  Insurance  Commission  Report,  p.  94. 
"  Labor  Review,  .\ugust,  1919,  p.  118. 
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In  llie  Pillsburgh  Factory  Investigation, 
uiade  in  August-November,  1918,  covering 
the  work  places  of  over  9,000  women,  it  was 
found  that  in  70  per  cent  of  the  operations 
the  wages  were  between  $5.00  and  $15.00 
per  week.  In  only  two  processes  were  the 
weekly  wages  over  $25.00. 

In  a  study  made  by  the  Consumers' 
League  in  New  York  in  191(i-17  among  117 
women  working  in  steam  laundries,  it  was 
found  that  IH.'J  jx-r  cent  earned  less  than 
$10.00  a  week,  and  almost  half  earned  less 
than  $8.00. 

The  Kensington  Survey,  which  covered 
the  most  represejitative  industrial  group, 
.showed  that  more  than  half — 56.6  per  cent 
of  the  608  families — had  incomes  under 
$"0.00  a  week.  Forty-two  per  cent  were 
living  on  less  than  $25.00  a  week.''' 

From  July  1,  1914,  to  April  1,  1918, 
the  wholesale  prices  of  46  essential 
commodities  given  in  Bradstreet's 
Trade  Journal  showed  a  rise  of  115  per 
cent.  According  to  the  Bureau  of 
Labor  Statistics,  its  study  of  the  in- 
crease in  the  cost  of  li\'ing  in  shipbuild- 
ing centers  in  1918  showed  that  the 
cost  of  living  for  white  families  had 
risen  67.17  per  cent  in  August,  1918, 
over  the  cost  in  December,  1914,  in 
Philadelphia;  in  New  York  it  was  62.07 
per  cent  in  December,  1918,  over  De- 
cember, 1914. 

While  the  cost  of  living  and  prices 
have  thus  increased  from  60  to  115 
per  cent,  a  study  of  the  rise  in  wages 
made  by  H.  S.  Hanna  and  W.  J.  Lauck, 
led  them  to  conclude'-: 

That  the  rise  in  wages  between  1914-15 
and  December,  1917,  or  January,  1918,  was 
only  18  per  cent  for  anthracite  miners;  26 
per  cent  for  machinists  in  the  Philadelphia 
Navy  Yard;  30  per  cent  for  bituminous 
miners  working  by  hand,  and  34,  36  and  37 
per  cent  respectively  for  shipbuilders,  and 
pipe  fitters  in  the  Philadelphia  Navy  Yard. 
The  rise  in  the  building  trades  was  12  to  20 
per  cent.     The  wages  in  some  industries 

^'  Health  Insurance  Report,  pp.  91-92. 
^-  Wages  and  the  J]'ar,  p.  G. 


had    actually    decre;ised,    while    some    re- 
mained stationary. 

During  1918  in  a  study  of  four 
blocks  in  Manhattan,  wage  figures  for 
377  families  were  obtained.  The  in- 
comes of  these  families  in  40  per  cent 
of  the  cjises  showed  increases  between 
1917  and  January,  1918.  la  another 
40  i)er  cent  no  increase  had  come  and  in 
!^0  j>er  cent  an  actual  decrease  had  been 
suttered.  There  were  574  wage-earn- 
ers in  these  families;  the  wages  of  31 
per  cent  of  these  had  increased;  57  per 
cent  had  had  no  increase  and  1:2  per 
cent  had  had  their  wages  decreased. ^^ 

The  Thirty-Third  Annual  Report  of 
Massachusetts  on  Statistics  of  Manu- 
facture states  that  during  the  year  1918 
the  total  disbursements  in  wages  paid 
to  labor  amounted  to  $679,401,273. 
When  compared  with  the  year  1913  the 
increase  in  the  total  wages  disbursed 
amounted  to  93.4  per  cent.  However, 
the  average  yearly  earnings  for  all 
wage-earners  without  distinction  as  to 
the  age,  sex  or  skill  which  in  1917  were 
$758.23  per  capita,  rose  only  to  $944.65 
per  capita  in  1918.  Compared  with 
1913,  when  the  per  capita  wage  in 
manufacturing  industries  was  $569.43, 
the  increase  amounts  to  65.9  per  cent.^ 
During  the  year  1918,  the  average 
wage  in  Pennsylvania  was  $1,213.54. 
In  the  rubber  industries  in  Akron, 
Ohio,  it  was  $1,173  and  in  New  York 
State  $1,058.20 — quite  far  below  the 
actual  family  expenditures  during  that 
year  as  found  by  the  United  States 
Bureau  of  Labor  Statistics  in  the  dif- 
ferent cities. 

The  administrative  committee  of  the 
National  Catholic  War  Council  in  its 
social  reconstruction  program  in  1919 
reached  the  conclusion  that  the  average 
rate  of  pay  has  not  increased  as  fast  as 

^Pennsylvania  Health  Insurance  Commission 
Report,  pp.  91-92. 

'^  Thirty-Third  Annual  Repor'  Statistics  of 
Manufactures,  1920,  p.  11. 
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the  cost  of  living.     That  this  conclu-  standard    necessary    foi*    the    mainte- 

sion  is  fully  justified  and  that  aconsider-  nance  of  a  family  of  five  in  that  city 

able  number  of  wage-earners,  both  men  at  $2,262.47. 

and  -women,  have  not  been  receiving  The  extent  to  which  wages  have  in- 

what  is  generally  considered  a  living  creased    during    the    same    period    is 

wage,even  during  the  time  when  money  significant.     The   National   Industrial 

wages  were  at  their  highest  peak,  is  Conference  Board  has  recently  pub- 

clearly    indicated    by    the    following  lished   a   report   analyzing   the   wage 

recent     investigations,     which     throw  changes  in  several  important  industries 

some  additional  light  upon  the  contin-  from     1914     to     lOlJ).     The    average 

uous  chase  and  struggle  between  in-  weekly  earnings  of  male  employes  in 

creased  prices  and  increased  earning  the  specified  industries  from  1914  to 

power.  1919  are  given  below.''*' 

In    1919,    the    National    Industrial  The    figures    in    several    instances 

Conference    Board,    an    organization  show  actual   decreases   between   Sep- 

composed  of  employers  of  labor,  in  an  tember,  1918  and  March,  1919,  and  not 

investigation  of  the  cost  of  maintaining  a  single  group  earned  the  minimum 

a  minimum  standard  of  living  for  a  wage  necessary  for  the  support  of  a 

representative  wage-earner's  family  of  family  with  the  most  necessary  com- 

five,   reached  the  conclusion  that  in  forts,  as  conservatively  estimated  by 

Lawrence,  Massachusetts,  in  order  to  the  employers'  organization  itself, 

maintain  the  lowest  standard,  $1,385.79  Earh^    in    1919    the    United    States 

was  required,  or  an  average  weekly  in-  Bureau  of  Labor  Statistics  conducted 

come   of   $26. 6o    the   year   round.     A  extensive  wage  studies  in  a  number  of 

more    liberal    standard    which    would  industries    throughout    the    country, 

make  no  provision  for  sa\angs  except  Some    of    its    findings    are   presented 

such  as  were  secured  through  insurance  on  page  183.'^^ 

was  found  to  require  a  yearly  expendi-  It  is  of  interest   to  note  that   the 

ture  of  $1,658.04,  or  a  steady  income  of  figures  here  show  that  a  living  wage 

$31.88  per  week.^''                                      '  was  obtained  in  only  one  industr3%  the 

In  August,  1919,  the  United  States  women's  clothing  industry,  which   is 

Bureau  of  Labor  Statistics,  in  a  study  now  thoroughly  organized,  and  which 

of  budgets  of  government  employes'  only  a  few  years  ago  was  one  of  the 

families  in  Washington,  D.  C,  set  the  most  underpaid  industries. 

Sept.  Sept.        Sept.       Sept.        Sept.       March 

Industry                           19U  1915        1916        1917        191S        1919 

Boots  and  shoes $14.70     $15.33     $16.60     $19.36     $^24.04     $25.90 

Chemical  manufacturing 12 .  85  ;  13 .  20       16.10       20 .50       26 .  80       26 .  20 

Cotton                  "             10.00.  10.05       11.85       14.22       20.60       17.10 

Metal                    "             13.18'  14.90       17.22       20.09       26.80       24.75 

Paper                    "             12.75  12.75       15.03       19.03       22.40       22.40 

Rubber                 "             14.00  14.95       18.60       22.80       22.60       29.35 

Silk                        "             11.77  i  12.66       14.10       15.50       21.54       22.69 

Wool                     "             11.52  11.05       13.51       16.97       23.21       18.61 

"  The  Cost  of  Living  Among  Wage-Earners,  LawTcnce,  Massachusetts,  1919;  National  Industrial 
Conference  Board,  Boston. 

*•  War  Time  Changes  in  Wages,  Sept.,  1914,  March,  1919,  National  Indu-strial  Conference  Board, 
1919. 

'"''  Labor  Reviews,  April,  1920,  jyp.  100-104;  March.  1920,  pp.  8.3-86;  Feb.,  1920,  pp.  106-113;  May, 
1920,  pp.  92-107;  and  June,  1920,  pp.  82-84. 
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Average  Actual  Earnings 
Industry  and  Occupatioji  per  Week  for  Male 

Employes 

Paper  Box  manufacturiBg $19.40 

Women's  Clothing  manufacturing  ....  35 .  11 

Confectionery  manufacturing 18.45 

Overall  manufacturing 25 .  02 

Cigar  Industry 20.84 

Men's  Clothing  Industry 24 .  79 

Hosiery  and  Underwear 20 .  80 

Silk  manufacturing 22 .  79 

Brick  manufacturing 20 .  00 

Chemicals  manufacturing 20 .  90 

Glass  manufacturing 22 .  66 

Leather  manufacturing 26 .  03 

Paper  and  pulp  manufacturing  ......  26.47 

Pottery  manufacturing 26 .  60 

Rubber  manufacturing 27 .  04 

Automobile  manufacturing 25 .  87 

Car  manuf  actiu-ing 26 .  79 

Electrical  Apparatus  manufacturing .  .  25 .  53 

Foundry  manufacturing 26 .  28 

Machine  manufacturing 26 .  95 

Machine  Tool  manufacturing 26 .  74 

Typewriter  manufacturing 26 .  77 


Average  Actual  Earnings 

per  Week  for  Female 

Employes 

$11.05 

15.95 

10.08 

12.06 

15.54 

14.75 

12.98 

15.29 


12.35 
19.38 
13.40 
13.44 
13.37 
14.95 
16.98 

15.30 
12.66 
12.90 
16.62 
14.67 


The  1919  Industrial  Survey  made  by 
the  United  States  Bureau  of  Labor 
Statistics  covered  2,365  establishments, 
28  industries  scattered  through  43 
states,  780  different  occupations,  in- 
cluding a  total  of  404,758  employes. 
These  investigations-^^  disclosed  that  of 
the  318,946  men  workers  151,725,  or 
47.5  per  cent,  earned  less  than  50  cents 
an  hour.  As  the  average  number  of 
hours  per  day  was  found  to  have  been 
7.6,  at  least  half  of  the  male  workers 
earned  less  than  $22.80  per  week.  The 
average  weekly  wage  for  all  was  $25.58. 
In  the  case  of  the  women  workers,  of 
the  85,812  persons  investigated,  47,917 
or  54.75  per  cent  earned  less  than  30 
cents  per  hour.  The  average  number 
of  hours  here  was  7.5  per  day,  which 
means  that  more  than  half  of  the  female 
workers  earned  less  than  $13.50  per 

^'  Industrial  Survey  in  Selected  Industries  in  the 
United  States  in  1019,  Bulletin  No.  865,  p.  37- 
ns.  May.  1920.  United  States  Bureau  of  Labor 
Statistics. 


week.     The  average  weekly  wage  for 
all  was  $13.54. 

The  1919  minimum  wage  standards 
for  women  workers  in  the  states  that 
have  established  such  were  as  follows: 
District  of  Columbia  (mercantile  trade) 
$16.50;  California  $13.50;  AYashington 
$13.20;. Massachusetts  (candy  occupa- 
tions) $12.50;  and  Kansas  $11.00.  In 
1918-19  the  wage  investigations  of 
the  Massachusetts  Minimum  Wage 
Commission  showed  that  from  57  to  98 
per  cent  of  the  women  workers  in- 
vestigated in  five  industries  in  that 
state  earned  less  than  811.00  per  week. 
In  New  York  the  minimum  v.eekly 
budget  set  for  a  single  working  woman 
in  1919  was  $16.13.  Studies  of  500 
working  girls  chosen  at  random  by  the 
New  York  State  and  City  Consumers' 
Leagues  early  in  1920  showed  that  443 
or  88  per  cent  of  the  girls  investigated 
received  less  than  $16.00  per  week. 
"While  the  cost  of  living  in  1919  in- 
creased about  83  per  cent,  20  per  cent 
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of  the  Nvomen  iiivestiguted  reported  no 
A\  age  increase  during  the  same  year.^^ 

In  December,  1919,  the  Bureau  of 
Labor  Statistics  published  a  com])lete 
study  of  wages  and  hours  of  labor  in 
the  coal  mining  industry  as  found  in 
the  early  ])art  of  that  year.  This  study 
included  .■).>l,t>4(»  workers  throughout 
the  United  States.  The  actual  earn- 
ings of  these  miners  in  the  bituminous 
fields  as  studied  during  one-half  month 
]jay  roll  by  states  is  given  as  follows*^": 


Commission  in  1920,  and  which  were 
greatly  disputed  by  the  representatives 
of  the  miners,  showed  that  the  average 
wage  of  68,416  miners  examined  in 
1918  was  $1,422,  but  declined  to  $1,- 
234.44  in  1919.  The  miners  presented 
figures  of  much  loAver  averages. 

The  Bureau  of  Labor  Statistics  also 
keeps  records  of  the  changes  in  union 
wage  .scales.  The  year  191.3  is  taken 
as  the  basis  of  the  index  and  set  at 
100.     Accordingly  the  rates  of  wages 


.\vtR.vtiE  Actual  Earnings  in  Bituminous  Minks  in  One-Half  Month  Pay-Roll  Period  by 

States 

State  Hand  Miners       Machine  Miners  Loaders 

Alabama $40.41                      $45.88 

Colorado.  .. 47.42  $73.73  50.65 

Illinois 47.72  61.02  51.03 

Indiana 36.47  55.79  40.02 

Iowa 43.37  52.55  34.17 

Kansas 42 .  75                    

Kentucky 34.3!)  58.62  40.42 

Maryland 50 .  57                      

Missouri 36.42  43.27  42.86 

Xew  Mexico 52.12  36.45  50.80 

Ohio 63.56  86.86  58.40 

Oklahoma 53.82  50.66  48.53 

Penn.svlvania 57.49  72.02  55.21 

Tennessee 34.08  26.25  33.36 

Utah 57.66  92.07  57.95 

Virginia 52.60  38.93 

West  Virginia 52.58  71 .90  47.53 

Wyoming 57.09                     45.85 

Total 47.12  67.58  50.51 


In  the  ca.se  of  the  anthracite  miners, 
the  average  earnings  made  in  one-half 
month  pay-roll  period  in  1919  arc  given 
as  follows:  Inside  occupations  aver- 
aged ^Hr».]7  while  those  engaged  in 
outside  occupalion.s  averaged  $').'>.'M 
per  two  weeks  pay  roll.*^'  The  figures 
presented  by  the  operators  to  the  Coal 

^nVomens  Wages  Today,  Feb.,  1920.  Con- 
.sumer'.s  League  of  New  York  State  and  New 
York  City. 

*"  Lfihor  Rcririi,  Dcf.,  inif>,  j>]>.  2()7-22T». 

"'  Uhor  llcricu:.  Da..  1910.  pp.  207   i^H. 


per    full-time  week  are  presented  as 
follows''- : 

1913 100 

1914 lO'i 

lfM5 \i)'l 

I'JIG 106 

1917 112 

1918 130 

1919 148 

1920 189 


'■-  Lnhor    Rrricii'.i,    FcUrtiar;. 
M;ir(Ii,   ID'-'l.  j>.  (ii- 


in20,     p.     117; 
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is:. 


Further  compilations  of  increases  in 
union  rates  of  pay  per  hour  from  1914 
to  1919  in  the  building  trades  in  about 
thirty  cities  in  the  United  States  were 
made  by  the  Bureau  of  Applied  Ec- 
onomics.''' The  increases  experienced 
;is  given  by  the  international  unions 
concerned  were  as  follows: 


"American  standard  of  living,"  it  follows 
that  nearly  three-quarters  of  the  steel  work- 
ers could  not  earn  enough  for  an  American 
standard  of  living.  The  bulk  of  unskilled 
steel  labor  earned  less  than  enough  for  the 
average  family's  minimum  subsistence;  the 
bulk  of  semi-skilled  lal)or  earned  less  than 
enough  for  the  average  family's  minimum 
comfort. 


Per  Cent  of  Increase 

Occupation  from  19U  to  1919 

Bricklayers 30.9 

Carpenters 53 . 9 

Cement  workers  and  finishers 36 . 3 

Inside  wiremen 51.4 

Painters 60-8 

Plasterers 32.2 

Plumbers 50.0 

Sheet  metal  workers 56 . 2 

Steam  fitters 51 .  (5 

Structural  iron  workers 51.7 


In  the  case  of  the  dress  and  waist  in- 
dustry the  increase  in  wage  rates 
amounted  to  52.8  per  cent  from  1916  to 
1919,*^^  while  in  the  case  of  linotj^je 
operators  the  increase  from  1914  to 
1019  constituted  only  24.2  per  cent, 
and  for  compositors,  both  newspaper, 
book  and  job  work,  the  increase 
amounted  to  approximately  32  and  33 
per  cent  respectively.^'' 

The  Interchurch  World  jNIovement 
Report  on  the  steel  strike  concludes 
thai : 

The  annual  earnings  of  over  one-third  of 
all  productive  iron  and  steel  workers  were, 
and  had  been  for  years,  below  the  level  set 
by  government  experts«as  the  minimum  of 
subsistence  standard  for  families  of  five. 

The  annual  earnings  of  72  per  cent  of  aU 
workers  were,  and  had  been  for  years,  below 
the  level  set  by  government  experts  as  the 
minimum  of  comfort  level  for  families  of 
five. 

This  second  standard  being  the  lowest 
which    scientists    are    willing    to    term    an 


''•*  Wages  in   Various  Industries,   p. 
Bureau  of  Applied  Economics. 
6^  Ibid.,  p.  30. 
•■''  Ibid.,  p.  47-48. 


1.3,   1919, 


In  1918,  the  unskilled  worker's  annual 
earnings  were  more  than  $121  below  the 
minimum  of  subsistence  level  and  more  than 
$495  below  the  "American  standard  of 
living"  for  families. 

In  1919,  the  unskilled  worker's  annual 
earnings  were  more  than  $109  below  the 
minimum  of  subsistence  level  and  more 
than  $558  below  the  "American  standard  of 
living. ""^^ 

In  January,  1920,  Professor  Ogborn 
presented  to  the  Bituminous  Coal 
Commission,  a  minimum  budget  neces- 
sary for  a  miner's  family,  at  $2,118.94 
a  year.  About  the  same  time  the 
United  States  Bureau  of  Labor  Statis- 
tics, at  the  request  of  the  Bituminous 
Coal  Commission,  in  a  study  of  a  num- 
ber of  mining  towns  in  Pennsylvania, 
West  Virginia,  Ohio,  Indiana,  and  Ill- 
inois found  the  budget  varying  from 
$2,044.39  to  $2,162.65.  According  to 
the  same  bureau  the  index  of  wholesale 
prices  for  all  commodities  in  the  United 
States  when  taken  at  100  for  January, 

•«  Report  of  the  Steel  Strike  of  1910.  Commis. 
sion  of  Inquiry  Interchurch  World  Movement, 
pp.  12-13-14. 
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1913,  had  risen  to  272  in  May,  1920, 
an  increase  of  almost  200  per  cent. 

On  the  basis  of  these  budgets  and  in- 
crease in  prices,  Mr.  W.  Jett  Lauck,  a 
competent  authority,  declared  in  iSIay, 
1920,  before  the  United  States  Railway 
Labor  Board  that  "not  a  penny  less 
than  $2,500  a  year  was  the  minimum 
necessary  for  a  family  of  five  to  main- 
tain itself,  even  in  decent  poverty." 

The  National  Industrial  Conference 
Board  declared  recently  that  the  cost 
of  living  of  American  wage-earners  has 
increased  10^.5  per  cent  between  July, 
1914  and  July,  1920.  The  United 
States  Bureau  of  Labor  Statistics  states 
that  its  investigations  in  a  number  of 
industrial  centers  show  that  the  prices 
of  the  essential  items  making  up  the 
family  budget  have  increased  from 
December,  1914  to  June,  1920,  as  fol- 
lows": 

Baltimore 114.3 

Boston 110.7 

Buffalo 121.5 

Chicago 114 . 6 

Cleveland 116.8 

Detroit 136.0 

Houston 112.2 

Jacksonville 116.5 

Los  Angeles 101 . 7 

Mobile 107.0 

New  York  City 119.2 

Norfolk 122.2 

Philadelphia 113.5 

Portland,  Maine 107.6 

Portland,  Oregon 100.4 

San  Francisco  and  Oakland 90 . 0 

Savannah 109.4 

Seattle 110.5 

Average  for  all  cities 112.7 

Thus  taking  the  various  estimates 
into  consideration,  it  would  seem  most 
conservative  to  state  that  during  the 
first  six  months  of  1920,  at  which  time 
prices  reached  their  peak,  it  required  at 
least  between  $1,800  and  $2,000  a  year, 
or  approximately  between  $35  and  $40 

"  Labor  Review;  .September,  1920,  pp.  75-80. 


a  week  the  year  round  to  support  a 
family  of  five  with  the  necessities 
of  life. 

In  view  of  this  it  may  be  of  value  to 
examine  a  few  more  wage  statistics 
collected  during  the  year  1920. 

In  a  recent  report  issued  by  the  New 
York  City  Board  of  Estimate  and  Ap- 
portionment, the  comparative  rates  of 
wages  paid  by  New  York  City  are 
given  from  January  1,  1916  to  January 
1,  1920.  Of  the  57  trades  enumerated, 
only  one — the  painters — show  an  in- 
crease of  100  per  cent  on  the  last  date. 
In  25  more  trades  the  increase  amounts 
to  50  per  cent  or  over,  while  in  31  of  the 
trades  the  increase  amounts  to  less  than 
50  per  cent. 

The  Massachusetts  Commission  on 
the  necessaries  of  life  found  that  in 
June,  1920,  the  cost  of  living  in  Massa- 
chusetts when  based  on  corresponding 
prices  in  1913,  had  increased  99.7  per 
cent.  At  the  same  time  a  comparison  of 
the  hourly  rates  of  wages  in  213  trades 
in  Boston,  at  the  close  of  June,  1914, 
•v\dth  those  at  the  close  of  June  in  1920, 
showed  that  the  average  hourly  rates 
in  these  trades  had  increased  only  83.5 
per  cent  during  the  six-year  period.^* 
It  must  be  noted,  however,  that  in 
many  of  these  trades  there  was  found  a 
reduction  in  the  basic  number  of  hours 
worked  per  week,  with  a  consequent 
reduction  in  the  weekly  rates  of  wages. 
When  these  were  taken  into  considera- 
tion, the  Massachusetts  Department  of 
Labor  and  Industries  found  that  the 
average  weekly  wages  had  actually  in- 
creased only  72.7  per  cent  as  against 
99.7  per  cent  increase  in  the  cost  of 
living  during  the  same  period. 

The  October,  1920  Review  published 
by  the  United  States  Bureau  of  Labor 
Statistics  presents  a  detailed  study  of 
the  union  scales  of  hourly  wage  rates 
throughout  the  country.     These  cover 

^*  Massachusetts  Industrial  Review,  Vol.  I, 
No.  2,  p.  4,  July,  1920. 
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many   industries    and    their   rates   of  road  employes  is  presented.     (1)  As  of 

wages  paid  are  given  for  each  year  from  December,  1917  (under  private  control) ; 

1913  to  1920.     A  comparison  of  the  (2)  January,  1920  (under  the  United 

hourly  wage  rates  paid  in  May,  1914  States  Railroad  Administration);  and 

and  May,  1920  in  the  nineteen  cities  for  (3)  July,  1920  (under  the  last  decision  of 

which  the  rise  in  the  cost  of  living  has  the  United  States  Labor  Board) .    The 

been  given  in  the  preceding  page  is  number  of  employes  and   the  actual 

herewith  presented*^:  wagesearnedaretabulatedonpage  188. 

Per  Cent  Increase  from. 
Occupation  May,  19H  to  May,  1920 

Blacksmiths 102.2 

Boiler  makers 112.2 

Bricklayers ". 69.0 

Building  laborers 136 . 2 

Carpenters 94 . 5 

Cement  finishers 84 . 8 

Compositors,  book  and  job 87 . 6 

Compositors,  newspapers 57 . 0 

Electrotypers,  finishers 79 . 3 

Electrotypers,  molders 78 . 3 

Granite  cutters 92.0 

Hod  carriers 128 . 7 

Inside  wiremen 98 . 3 

Linotj-pe  operators,  book  and  job 63 . 9 

Linotype  operators,  newspaper 54 . 0 

Machinists 112.4 

Molders,  iron 130 . 6 

Painters 106.6 

Plasterers 70.2 

Plasterer's  laborers ■••••• 106 . 2 

Plumbers 70 .5 

Sheet-metal  workers 95 .5 

Stone  cutters 84 . 7 

Structural,  iron  workers 79 . 0 

Average  of  all  Trades 99 . 7 


In  March,  1920  the  respective  earn- 
ings of  anthracite  miners,  incljiding 
both  inside  and  outside  occupations 
during  a  one-half  month  pay-roll,  was 
$68.56  and  $55.81.^0 

In  a  recent  report  published  by  the 
United  States  Labor  Board^^  a  com- 
parison   of    the    average    daily    and 
monthly  earnings  of  all  classes  of  rail- 
s' Monthly  Labor  Review,  Oct.,  1920,  p.  79-92. 
"  Labor  Review,  Dec.  1919,  p.  207-229. 
'1  Average  daily  and  monthly  Wage  Rates  of 
Railroad  Employes  on  Class  1  carriers.     Wage 
Series  Report  1,  August,  1920. 


The  average  weekly  wage  of  factory 
workers  in  New  York  State  reported  by 
the  New  York  State  Industrial  Com- 
mission, amounted  to  $24.41  per  week 
in  October,  1919,  $27.87  in  April,  and 
$28.73  in  September,  1920,— nearly  $10 
per  week  less  than  was  conservatively 
considered  the  minimum  necessary  for 
the  maintenance  of  an  American  stand-- 
ard  of  living. 

Taking  the  most  conservative  esti- 
mate given  for  1919  as  that  of  $1,500, 
this  means  $28.85  per  week  or  practi- 
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AvERAGK  Wagi;  Ratls  kok  Railroad  Employes 

Number  of        Average  Wage     Average  Wage     Average  Wage 
Occupation  Employes       December,  1917    Jaimary,1920      July,  1920 

Supervisory  forces Vl,<aZ\  $148.57               $230.21               $^^a9.03 

Maintenance  of  way  and 

unskilled  labor  forces  .        585,625  54.92                   84.08                 103.53 

Shop  employes 455,776  89 .  87                 128 .  64                 154 .  78 

Telegraphers,  telephones 

and  agents 77,646  67.57                 115.87                 135.66 

Engine  service  employes        136,952  124.52                 180.98                 218.80 

Train  service  employes..        189,905  108.66                 160.07                 199.52 

Stationary      department 

employes 8,000  55.59                   97.00                 122.40 

Signal    department    em- 
ployes            15,000  84.15                 130.27                 155.77 

Marine  department  em- 
ployes                834  127.65                 166.01                 194.46 

Clerical       and       station 

forces 354,400  66  04                   98.53                 121.89 

Grand  total 1,836,772  $77.93               $115.82               $141.28 

cally  $5.00  a  day  every  working  day  in  ness.    But  suppose  a  small  accident  occurs. 

the  year  as  the  minimum  wage  neces-  or  a  sudden  need  arises,— the  kitchen  stove 

sarv  to  maintain  John  Doe,  his  wife  and  S'^es  out  and  a  new  one  is  necessary;  the 

three  Httle  Does.     The  Survey'^  gives  ^V"*'''  '"""^  '^''°''''.  '''''!  ^^^^^""^  "^^^  ""! 

.,     rr  11       •              1     •      i!  4.U    ™        •         e  shoes  must  be  purchased  m  one  week  and 

t he  followmg  analysis  or  the  meanmg  01  r\      ,  •       ip     ^  i                          xi  rn 

.  .                  c          ^                                 o  jjQg  himselt  must  have  an  overcoat!    Ihe 

^  ^  o  ■  temptation  becomes  overwlielming  to  turn 
Suppose  John  Doe  pays  $3.50  weekly  for  to  the  ever-ready  credit  companies  and 
r<'nt — certainly  not  a  high  rate;  at  least  mortgage  the  future  for  the  relief  of  the 
$13.00  will  Vjc  required  for  food — an  al-  present.  It  is  fairly  well  understood  that 
lowance  adequate  only  with  the  most  care-  the  credit  companies  offer  goods  which,  if 
fill  management  on  the  part  of  Mrs.  Doe.  of  good  quality,  are  .sold  at  high  prices,  and 
For  clothing  at  least  $6.75  weekly  will  be  that  trading  with  them  is  conducive  to 
needed;  light  and  fuel  with  only  the  kitchen  extravagant  purchases;  and  yet  it  is  hard 
stove  will  cost  at  least  $1.50  weekly  on  an  to  see  how  many  families  like  the  Doe.s 
average  throughout  the  year;  carfares  if  would  manage  an  extra  expenditure  of 
Doe  has  to  ride  to  work,  will  cost  at  least  $25.00  or  more  were  it  not  for  some  sucli 
$1.20  weekly;  miscellaneous  articles  for  the  expenditure.  As  a  matter  of  fact,  there 
household  $1.15,  a  total  of  $27.10.  This  are  comparatively  few  of  the  families  corn- 
leaves  a  balance  of  $1.75  for  church,  news-  i,ig  [^^  ^\^^.  fjrst  time  to  the  charities  for  a.s- 
pajM-rs,  ice-cream  cones,  hair-cuts,  etc.,  for  sistance,  who  are  not  involvetl  in  some  way 
five  persons;  and  the  list  will  probably  in-  ^.j^j^  credit  companies  or  are  not  struggling 
elude  insurance  as  well,  for  most  families  ^^^  ,„j.pt  weekly  pavments  on  debts, 
like  the  Does  will  buy  mdustrial  insurance.  ^^^  suppose  a  real  calamity  befalls  the 
If  everything  goes  on  smoothly,  and  if  Y>i>Qs;  for  example,  little  John  falls  ill, 
Mrs.  Doe  is  a  careful  planner,  it  may  be  showing  signs  of  tubercular  infection.  Any 
possible  for  the  Does  to  get  on  with  this  ^^.^^^j^  ^^^^^  ^^^^  expenses  as  are  noted 
budget.  The  allowance  for  food  and  cloth-  ^^^^^  ^^j^  ^^^  ^^  j,^^  j^  ^^^^^j,^g  ^,^^  ^^^^^^_ 
ing  IS  scant,  however;  the  margin  for  recrea-  ^^^^  ^^  ^^^      .^^^  physician,  although  the 

tion  and  sundries  is  painfullv  small,  and  ■■      -i                              •  i     •        •              „u-  u 

.,                            •  ■       ,            -'i     ^          -I  tamily   we  are  considermg   is   one   wriicn 

there  is  no  provision  for  accident  or  sick-  i      i  ,  i      •    i          i     .     -ir  lU             i    * 

'  should  hv.  independent;  if  they  seek  free 

"  The  Simry,  Marcli  27,  1920,  pp.  801-802.  merliral  service  they  make  their  first  appeal 


American  Wages  and  American  Stanuakd  of  Kivinc 


ISO 


to  charity — and  then,  to«j,  expenses  pres- 
ently increase.  Carfares  for  mother  and 
Johnnie  to  the  dispensary  are  forty  cents  a 
trip,  admission  to  the  cHnic  ten  cents  more. 
Suppose  they  have  to  go  twice  weekly,  one 
dollar  is  gone.  Medicines  may  easily  cost 
another  dollar.  The  doctor  prescribes 
milk  and  eggs,  oranges,  green  vegetables, 
warmer  coverings,  etc.  As  a  result  Mr. 
John  must  try  to  cut  down  somewhere, 
though  cutting  seems  impossible,  and  father, 
mother  and  the  well  children  all  suffer  that 
the  invalid  may  have  extra  nourishment. 

Of  course,  the  natural  increase  of  the 
family  lias  the  same  results,  for  the  extra 
cost  of  pregnancy  and  confinement  and  an 
additional  member  of  the  family,  are  seldom 
accompanied  by  an  increase  of  wages. 
Perhaps  the  Does  should  realize  they  can't 
afford  to  have  any  more  children — but 
somehow  they  don't  realize  it;  and  then 
there  are  many  reasons  why  they  are  not 
deterred  from  adding  to  their  little  brood. 
Indeed,  are  there  not  certain  prevailing 
notions  abroad  that  it  is  a  work  of  good 
citizenship  and  service  to  the  state  for 
normal  people  in  good  health  to  rear  good- 
sized  families.''  Moreover  the  statistician 
tells  us  that  "The  average  number  of  chil- 
dren per  family  which  must  be  born  in  order 
that  the  stock  may  maintain  itself  with- 
out increase  or  decrease,  is  close  to  four." 

Those  who  are  not  Morking  by  the  day 
are  apt  to  overlook  certain  differences  be- 
tween their  lot  and  that  of  the  lower  paid 
workman  on  piece  work  or  a  daily  wage. 
If  the  salaried  man  falls  ill  or  meets  with  an 
accident  his  income,  as  a  rule,  goes  on  to  a 
greater  or  less  extent,  but  with  the  wage- 
earner  the  tendency  is  otherwise;  he  is  usu- 
ally paid  only  when  actually  at  work.  In 
case  of  accident  or  occupational  disease, 
workmen's  compensation  will,  it  is  true, 
give  him  two-thirds  of  his  pay;  but  he  has 
to  wait  ten  days  before  compensation  begins 
and  another  week  before  the  first  payment 
comes,  and  many  families  haven't  even 
that  margin.  Moreover,  when  full  wages 
barely  suffice,  how  long  can  the  family  sub- 
sist on  two-thirds.^  Sometimes  there  is  a 
benefit  association  which  assures  weekly 
payments  for  a  time,  but  often  there  are  no 
such  resources.  Relatives  are  not  to  be 
counted  on.  for  fheir  margin,  if  thev  have 


any,  is  slender.  Landlords  are  less  lenient 
than  formerly,  and  grocers  are  wary  of  ex- 
tending credit  which  tends  to  become  a  thing 
of  the  past.  Under  stress,  therefore,  John 
Doe's  family  and  others  like  them  are  forced, 
though  perhaps  much  against  their  will,  to 
the  first  step  towards  dependency. 

It  should  be  remembered  that  the  John 
Does  are  an  average,  respectable  family, — a 
healthy,  industrious  man  without  bad 
habits;  a  frugal,  healthy  woman;  children  in 
number  no  more  than  a  couple  having  or- 
dinarily felt  that  they  should  be  able  to 
rear;  none  of  them  with  marked  physical 
weakness.  And  yet  actual  experience 
shows  that  any  one  of  the  accidents  to 
which  they  are  liable,  often  throws  such 
people,  within  a  week  or  two,  on  charity. 
Moreover,  it  should  be  noted  that  their 
budget  offers  no  opportunity  for  savings 
and  that  no  provision  for  old  age  is  feasible; 
such  people  face  at  all  times  the  possibility, 
even  the  probability,  of  becoming  a  burden 
on  the  community  when  their  working  days 
are  over.  Such  are  the  ordinary  hazards  in 
the  life  of  a  normal  family  of  five  living  on 
daily  wages  of  five  dollars. 

The  wage  investigations  discussed  in 
the  preceding  pages  are  significant.   It  I 
is  patent  that  despite  the  tremendous 
increase  in  wages  experienced  during  the 
last  six  years,  only  few  classes  of  wage- 
earners  have  succeeded  in  keeping  pac( 
with  the  increased  cost  of  living.     In 
the  case  of  many  workers,  especially! 
the  skilled  ones,  the  purchasing  power ) 
of  their  increased  wages  for  a  full-time  | 
week  in  1920  was  considerably  less  than 
it  was  in  the  prewar  days.     And  if  the  i 
great  mass  of  workers,  as  was  seen  in  j 
the  early  part  of  this  article,  did  not! 
receive  what  is  authoritatively  consid-| 
ered  an  American  living  wage  before  the' 
I>resent  advance  in  prices  had  begun  J 
their  standards  at  the  present  time  are 
necessarily  lower. 

As  this  article  is  in  preparation,  the 
newspapers  are  filled  with  announce- 
ments of  wage  reductions  from  all  parts 
of  the  country,  ranging  from  20  to  over 
W  per  cent.     No  definite  estimate  of 
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the  cost  of  living  at  this  time  (Decem- 
ber, 1920)  is  available."  While  the 
Bm-eau  of  Labor  Statistics  reports  that 
the  index  of  wholesale  prices  in  the 
United  States,  which,  when  taken  at 
100  in  1913,  reached  272  in  May,  1920, 
its  high  water  mark,  declined  to  242  in 
September,  1920,  the  latest  date  for 
which  figures  are  available,  it  also 
states  that  from  September,  1919  to 
September,  1920  only  farm  products  and 
clothing  witnessed  decreases  of  seven 
and  nine  per  cent  respectively.  "  In  all 
other  groups,"  declares  the  bureau, 
"there  was  an  increase  between  these 
two  dates, — food  advancing  approxi- 
mately of  per  cent,  miscellaneous  com- 
modities 10  per  cent,  metals  20  per 
cent,  chemicals  and  drugs  28  per  cent, 
building  materials  40  per  cent,  house- 
furnishing-goods  42  per  cent,  and  fuel 
57  per  cent  in  average  price.  All 
commodities,  considered  in  the  aggre- 
gate, increased  10  per  cent.^^ 

"  The  most  recent  figiires  as  to  what  constitutes 
a  minimum  "  health  and  decency  budget "  for  a 
family  of  five  have  just  been  made  public  by  the 
Labor  Bureau,  Inc.,  New  York  City.  As  a  result 
of  cost  of  living  surveys  conducted  in  1921  in 
New  York  City  and  Philadelphia,  the  above 
bureau  estimates  the  annual  minimum  standard 
necessarj'  for  a  family  of  five  as  $2,233.99  in  New 
York  City,  and  $2,338.20  in  Philadelphia. 

The  bureau's  estimate  is  based  on  the  "  quan- 
tity budget,"  used  by  the  United  States  Bureau 
of  Labor  Statistics.  They  estimate  that  $698 
a  year  is  needed  for  food,  $398  for  clothing,  $443 


The  significance  of  the  above  dis- 
closures needs  no  further  comment. 
Diu-ing  the  last  six  years  the  workers 
in  the  United  States  were  in  as  favor- 
able a  position  as  they  are  not  likely, 
from  present  indications,  to  enjoy  in 
many  years.  The  war  years  witnessed 
a  period  of  the  most  intense  industrial 
acti^'^ty.  Great  numbers  of  workers 
were  withdrawn  into  the  military  serv- 
ice and  immigi'ation  was  practically 
suspended.  Everywhere  there  were 
more  jobs  than  men  to  fill  them.  In 
spite  of  these  favorable  conditions,  the 
above  statistics  seem  to  indicate  that 
the  lot  of  the  wage-earners  witnessed 
little  material  improvement  regarding 
the  relation  between  the  cost  of  living 
and  wages.  The  facts  available  seem 
to  bear  out  the  contention  that  wages 
are  last  to  follow  the  rise  in  prices  and 
are  first  to  come  down  when  the  slump 
begins. 

for  rent,  $83  for  light  and  heat,  $59  for  house- 
hold equipment  and  $650  for  miscellaneous 
expenses. 

"The  family  is  allowed  no  expenditures  for 
books  and  magazines,"  says  the  bureau's  state- 
ment, "  only  one  daily  paper  is  included.  The 
doctor's  bill  cannot  exceed  $80  a  year  for  the 
whole  family,  and  the  boy  of  12  can  get  but  eight 
hair-cuts  a  year.  The  husband  is  allowed  one- 
half  and  the  wife  one-third  of  an  overcoat  each 
year.  The  only  amusements  permitted  are  an 
occasional  cheap  movie  show.  No  allowance  i.'; 
made  for  a  trip  or  vacation  outside  the  city." 

'*  Labor  Review.  Nov.,  1920.  p.  49. 
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Locket,  Joseph  Byrne.  Pan-American- 
ism-Its Beginnings.  Pp.  503,  Price, 
$4.00.  New  York:  The  Macmillan 
Company,  1921. 

In  preparing  this  volume.  Professor 
Lockey  has  done  a  real  service  to  the  stu- 
dents of  American  affairs.  He  has  set  forth 
in  greater  detail  than  has  been  done  hereto- 
fore, the  establishment  of  the  continental 
policy  of  the  United  States.  This  volume 
brings  the  analysis  of  American  foreign  pol- 
icy down  to  the  year  1830,  thus  coAcring  an 
important  epoch  of  the  formulation  of  the 
jMonroe  Doctrine.  The  author  has  done 
his  work  thoroughly,  with  a  wealth  of  docu- 
mentation that  will  make  this  volume  in- 
dispensable to  every  student  of  foreign 
relations. 

Professor  Lockey's  method  of  treatment 
is  especially  illuminating  in  dealing  with  the 
period  of  Hispanic-American  independence. 
Many  of  the  circumstances  attending  this 
movement,  which  have  heretofore  seemed 
vague  and  uncertain,  are  cleared  up  by  the 
author  who,  in  doing  so,  shows  a  grasp  of 
principle  and  a  mastery  of  detail  wliich  set 
a  standard  in  historical  writing. 

L.  S.  RowE. 

Pan  American  Union. 

Chafee,  Zechakiah,  Jr.  Freedom  of 
Speech.  Pp  vii,  431.  New  York: 
Harcourt,  Brace  and  Co.  Price,  $3.50 
net,  by  mail  $3.64.     1920. 

In  an  authoritative  manner  well  sup- 
ported by  citations  and  footnotes,  this  book 
discusses  such  topics  as:  The  Espionage 
Acts  of  1917  and  1918;  the  machinery  of  the 
Espionage  Acts;  the  court  decisions  there- 
under: the  State  Espionage  Acts;  The 
United  States  v.  Jacob  Abrams  as  a  t^TDical 
contemporary  state  trial;  the  normal  law 
against  violence  and  revolution;  peace  time 
sedition  laws;  the  deportations;  John  Wilkes 
and  his  successors ;  and  freedom  and  initia- 
tive in  the  schools.  In  the  appendix  is  a 
good  bibliography  on  freedom  of  speech,  an 
index  of  reported  cases,  the  text  and  con- 
struction of  the  Espionage  Act  of  1918,  and 


the  state,  war  and  peace  statutes  affecting 
freedom  of  speech. 

The  invigorating  fact  about  this  volume 
is  that  a  professor  in  a  leading  American 
University  should  take  the  time  necessary 
to  ^Tite  such  a  book.  Freedom  of  discus- 
sion is  not  solely  freedom  from  negative 
prohibitions.  The  test  of  freedom  of  dis- 
cussion is  discussion.  Academic  freedom 
particularly  must  have  as  its  proof,  not 
academic  silence  but  a  free  discussion  of 
timely  issues  by  those  in  academic  circles. 
The  greatest  single  tribute  that  can  be  paid 
to  Harvard,  greater  than  that  of  its  high 
standards  of  scholarship  and  of  research,  is 
that  the  Harvard  environment  itself  is 
such  that  a  professor  can  feel  at  home  in 
making  researches  into  such  matters  as  rep- 
resented by  this  book.  President  Lowell 
stands  out  as  one  of  the  greatest  of  our  uni- 
versity presidents  just  because  he  has 
throughout  his  administration,  an  adminis- 
tration vexed  with  years  of  domestic  and 
international  turmoil,  preserved  not  only 
the  technicalities  of  academic  freedom  but 
has  kept  for  his  institution,  as  so  many 
universities  the  world  over  have  not,  an 
atmosphere  wherein  his  faculty  may  feel  at 
home  in  discussing  important  contemporary 
problems  freed  from  the  untoward  influence 
of  over-wrought  individuals,  whether  they 
be  alumni  or  others. 

Clyde  L.  Kixg. 

University  of  Pennsylvania. 

Bkmax,  LAM.tR  T.  The  Closed  Shop.  Pp. 
xlvii,  197.  Price,  $1.80.  New  York: 
The  H.  ^Y.  Wilson  Compantt.     1921. 

This  volume  of  the  "Handbook  Series" 
of  the  above  company  is  a  compilation  of 
material  on  the  "open"  and  "closed 
shop"  controversy.  It  was  prepared  for 
debaters  and  contains  a  bibliography  of 
books,  pamphlets,  briefs,  debates  and  peri- 
odical references.  The  material,  which  con- 
sists largely  of  pamphlet  and  periodical  ex- 
cerpts, is  arranged  under  an  affirmative  and 
negative  discussion. 

A.   H.   Williams. 

University  of  Pennsylvania. 
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Sheffer-Mam,  Nathan  W.  Employment 
Methods.    Pp.    XX,  573.    Price,  $5.00. 

Kelly,  Roy  W.  Training  Industrial 
Workers.   Pp.  xxl,  457.     Price,  $5.00. 

Bloomfield,  David.  Labor  Maintenance. 
Pp.  xvll.  530.  Price,  $5.00.  New 
York:  The  l^oiialil  Press  Company, 
18i>l. 

To  quote  the  })ublisher,  these  books  are 
planned  to  "give  a  comprehensive  unified 
jjresentiition  of  the  three  aspects  of  labor 
management:  securing  workers,  training 
them,  and  hokling  them  by  maintaming 
satisfactory  working  conditions."  Such  a 
division  of  the  subject  is  functional  rather 
than  administrative  and,  as  worked  out  by 
the  authors,  involves  some  duplication. 

The  first  volume  treats  of  that  portion  of 
the  fiehl  of  personnel  administration  usually 
included  under  the  employment  function. 
It  is  divided  into  five  parLs,  the  first  three  of 
which  cover  the  place  and  scope  of  the  em- 
ployment department,  sources  of  supply,  se- 
lection and  placement  methods,  and  trans- 
fers and  promotions.  Part  Four  deals  with 
the  same  phases  for  oflBces,  stores  and  banks. 
Part  Five  is  a  duplication  of  the  field 
covered  by  jNIr.  Bloomfield's  book. 

jMt.  Kelly's  work  covers  the  subject  of 
industrial  training  in  its  broadest  aspects. 
.\n  introductory  discussion  of  the  need  for 
training  and  the  inadequacy  of  present-day 
methods  is  followefl  bv  an  historical  treat- 


ment of  the  development  of  these  methods. 
The  technical  and  vocational  training  pro- 
grams of  secondary  public  schools  are  next 
discusseil  aud  evaluated.  Training  within 
the  factory  is  covered  by  chapters  dealing 
with  modern  appn-nticeship  plans,  vesti- 
bule schools,  and  courses  for  minor  execu- 
tives and  rorcmen.  Finally,  the  relation- 
ship of  training  to  systematic  plans  for  trans- 
fers and  promotions  and  the  educational 
value  of  shop  committees  and  collective 
bargaining  is  developed.  A  discussion  of 
the  possibilities  of  and  responsibility  for 
adequate  industrial  education  concludes 
the  work. 

Labor  Maintenance  is  a  survey  of  those 
phases  of  personnel  administration  included 
under  the  broad  term,  "service  works." 
The  need  and  proper  basis  for  the  develop- 
ment of  such  work,  as  well  as  the  internal 
organization  and  relative  place  of  the  serv- 
ice department,  is  presented.  Health  and 
safety  work,  recreational  activities,  plant 
publications,  cafeteria  management,  in- 
dustrial housing,  training  plans,  mutual 
benefit  and  group  insurance  plans,  and 
profit  sharing  form  the  bulk  of  the  subject 
matter  of  the  book. 

The  material  in  Training  Industrial 
Workers  is  not  well  arranged  and  all  three 
books  contain  too  many  imenlightening  de- 
tails concerning  the  specific  plans  of  vari- 
ous companies. 
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American  Trends  in  Foreign  Trade.  F.  E. 
St.  Austell,  9-15. 

American  Wages  Permitted  an  American 
Standard  of  Living,  Have?  Abraham 
Epstein,  169-190. 

Automobile:  in  afn'icultural  districts,  116;  aver- 
age life  of,  113;  family  income  and,  111-11.'{; 
Ford,  111,  116;  gasoline  cost,  122;  mileage, 
110,  111,  116,  119,  121;  the  over-expensive, 
117;  pas.senger  cars,  113,  114,  127;  relation  to 
manufactured  products,  116;  replacement, 
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Automotive  Industry,  The:  A  Study  of  the 
Facts  of  Automobile  Production  and  Con- 
sumption IN  the  United  States.  F.  R. 
Pleasonton, 107-127. 

Banks:  bank  credit,  29;  banking  and  building, 
XXIV,  134;  failure  to  advance  for  building  pur- 
poses, 134;  profits,  national,  32;  rates,  32. 
See  Federal  Reserve  Banks. 

Britain;  center  international  trade,  25;  control 
of  gold  output,  26;  world's  banker,  23. 

Budgets,  112,  173,  175,  180,  182,  186,  190. 

Building  Complex,  The.  A.  D.  Welton,  128- 
135. 

Building:  analyses  of,  situation,  128;  banking 
and,  xxv,  134;  coal  and,  129;  credit  element 
in,  135;  the  Federal  Reserve  Act  and,  135; 
shortage  of,  129-132;  wages  and,  129.  See 
Housing  Shortage. 

Bureau  of  Labor,  United  States,  174,  177,  179, 
180,  183. 

Business  Revival,  The  Meaning  and  Man- 
ner OF.     C.  H.  Crennan,  i-xxviii. 

Capital — Shall  We  Export  It  or  Use  It  for 
American  Business?  George  M.  Reynolds, 
1-9. 

Capital:  America's  need  of,  6;  as  affecting  in- 
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for  new  enterprises,  33;  export  of  American, 
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mtiltiplicity  of  design,  52-56;  need  of  perform- 
ance standards,  48;  need  of  jjroduction  records, 
49;  need  for  standardization  of  mechanics  of, 
46;  seasonal  feature  of,  50,  60;  "standardized 
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Committee  on  Elimination  of  Waste  in  Industry, 
XVIII,  36;  report  of,  38-42. 

Consortiums,  138,  140,  144. 

Cotton  Growers,  The  Way  Out  for.  W. 
Arthur  Shelton,  103-107. 
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temporary  solution,  105;  more,  for  world  con- 
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Editorial   Foreword 


By  James  H.  S.  Bossard,  Ph.D. 

Assistant  Professor  in  Sociology,  University  of  Pennsylvania 


THE  child  has  been  called  the  last 
serf  of  civdlization.  Instead  of 
the  earliest  objective  of  the  efforts  for 
human  betterment,  as  one  might  expect 
because  of  the  fundamental  character 
of  the  parental  instinct — the  root  of  all 
tenderness — he  has  been  the  most 
recent.  For  centuries,  instinct  and 
reason  failed  to  develop  an  adequate 
regard  for  childliood.  From  St.  Augus- 
tine to  Jonathan  Edwards,  the  doctrine 
of  child  depravity  was  held  and  prac- 
tised, leading  to  insidious  cruelty,  or 
abnormal  repression,  or  indifference  at 
best — this,  despite  the  lofty  concep- 
tions of  childhood  proclaimed  by  the 
Great  Galilean.^ 

Evolution  of  the  Social  Better- 
ment Movement 

Each  succeeding  stage  in  the  evolu- 
tion of  the  modern  movement  for  social 
betterment  has  carried  the  emphasis 
nearer  to  the  inception  of  life.  This 
may  be  seen  best  in  a  review  of  its 
development  in  England,  where  it 
first  became  an  organized  movement, 
definite  and  self-conscious.  Springing 
out  of  a  new  recognition  of  the  eternal 
worth  of  individuality,  which  made  its 
appearance  almost  co-incident  with 
modern  industry,  naturally  such  a 
movement  concerned  itself  with  the 
immediate  task  in  hand,  which  it  found 
in  the  conditions  obtaining  in  the  newly 
created  industrial  centers.  Thus  it  be- 
gan largely  as  a  sanitary  effort  to  clear 
away  the  filth  in  city  streets,  to  look 
after  their  lighting,  cleaning  and  polic- 

'  Arnold  and  Beatrice  Gesell,  The  Normal 
Child  and  Primary  Education,  Ginn  and  Com- 
pany, New  York,  1912,  p.  1. 


ing,  and  to  create  proper  drainage 
systems.^ 

The  next  step  followed  speedily  as 
social  intelligence  appreciated  the  hu- 
man problem  beyond  the  processes  of 
sanitation.  The  era  of  factory  legisla- 
tion followed.  Hours  of  labor  were 
regulated,  especially  for  women  and 
children;  certain  dangerous  and  un- 
healthy occupations  were  forbidden; 
and  many  similar  matters  were  brought 
under  state  inspection. 

Valuable  as  such  gains  were,  they 
were  negative  and  perhaps,  it  began  to 
be  suspected,  too  late.  A  further  ad- 
vance was  seen  to  be  necessary.  The 
requirements  of  the  experiment  in 
modern  democracy  came,  too,  to  em- 
phasize the  necessity  of  an  earlier  and 
more  positive  program.  The  training 
and  education  of  future  citizens  began 
to  be  recognized  as  imperative.  The 
last  third  of  the  nineteenth  century 
saw,  throughout  western  civilization, 
the  acceptance  of  the  theory  of  public 
education  for  children.  The  twentieth 
centm-y  is  witnessing  the  actual  appli- 
cation of  this  theory  and  the  working 
out  of  its  details  and  implications. 

No  sooner  were  children  gathered 
together  in  large  numbers,  at  public 
command  and  under  public  auspices, 
than  a  host  of  problems,  ever  increasing 
in  number  and  recognized  importance, 
forced  themselves  upon  the  social  at- 
tention, until  gradually,  out  of  this 
consideration  of  countless  children  and 
their  needs,  there  emerged  childhood  as 
the  chief  concern  and  the  main  empha- 

^  Havelock  Ellis,  The  Task  of  Social  Hygiene, 
Houghton  Mifflin  Company,  New  York,  1913, 
p.  4. 
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sis  in  the  j)roscnt  day  social  welfare 
movement.  In  fact,  this  emphasis  has 
taken  many  social  students  and  work- 
ers to  a  point  where  adnlts  are  consid- 
ered of  significance  largely  as  a  means 
to  an  end.  And  that  end  is  better, 
healthier,  happier  children.  The  twen- 
tieth century  is  the  centm-y  of  the  child. 

Factors    in   the   Emancipation    of 
THE  Child 

Among  the  factors  that  have  com- 
bined to  elevate  the  child  to  the  pedes- 
tal of  its  present  importance,  two  may 
be  considered  to  be  of  primary  im- 
portance. They  are  the  rise  of  modern 
humanitarianism  and  the  development 
of  modern  science. 

1.  The  Modern  Humanitarian  Move- 
ment. It  is  impossible,  of  course,  to 
fix  upon  any  year,  epoch  or  century  for 
the  birth  of  humanitarianism.  It  is  as 
old  as  man's  inhumanity.  There  seems 
to  be,  however,  considerable  agreement 
that  humanitarianism  has  extended 
greatly  in  its  range  during  the  last 
century,  an  extension  paralleled,  sug- 
gestively enough,  by  a  marked  increase 
in  human  interdependence  in  the  course 
of  social  evolution.  Witness  the  de- 
crease in  severity  in  the  treatment  of 
criminals,  the  abolition  of  human 
slavery,  increased  interest  in  the  wel- 
fare of  the  poor,  the  improved  status  of 
women,  protection  of  animals  from 
cruelty — a  somewhat  arbitrary  miscel- 
lany of  illustrations  to  be  sure.  The 
interesting  fact  in  this  connection  is 
not  that  the  modern  humanitarian 
movement  should  have  reacted  favor- 
ably upon  the  conditions  of  childhood, 
but  that  such  reactions  were  so  slow  in 
making  themselves  manifest.  Societies 
for  the  prevention  of  cruelty  to  children 
develoi>ed  subsequent  to,  and  in  many 
cases  quite  incidental  to,  societies  for 
the  prevention  of  cruelty  to  animals! 

2.  The  Development  of  Modern 
Science.      More    vital    than    modern 


humanitarianism  to  a  true  appreciation 
of  the  importance  of  the  child  has  been 
the  development  of  modern  science. 
The  history  of  science  is  the  story  of 
its  progressive  application  to  an  ever 
wider  range  of  phenomena.  In  time, 
following  its  application  to  the  inorganic 
world,  it  entered  the  field  of  organic 
activities,  not  without  opposition  how- 
ever, and  the  biological  sciences  devel- 
oped— Zoology,  Botany,  Physiology, 
Anatomy,  Biology  and  Psychology. 
The  development  of  the  science  of 
Psychology,  particularly  in  its  genetic 
aspects,  meant  much  for  a  better  ap- 
preciation and  understanding  of  the 
importance  of  childhood,  due  very 
largely  to  the  leadership  and  the  in- 
fluence of  G.  Stanley  Hall,  President 
and  Professor  in  Psychology  at  Clark 
University.  Still  later,  as  the  nine- 
teenth century  was  drawing  to  a  close, 
came  the  application  of  science  to  the 
field  of  human  relationships,  and  the 
social  sciences  appeared  to  claim  mem- 
bership in  the  scientific  guild. 

Social  science  has  brought  about  a 
new  recognition  of  the  child  chiefly  as 
a  result  of  the  new  ideal  in  social  work 
which  it  evolved.  Professor  Ross,  of 
the  University  of  Wisconsin,  ^Titing 
more  than  a  decade  ago,  aptly  sum- 
marized this  ideal  as  well  as  the  back- 
ground of  its  development  in  the 
following  words: 

Within  ten  years  a  wonderful  hopefulness 
has  entered  the  hearts  of  social  workers. 
They  have  not  been  giving  all  their  time  to 
helping  the  human  wrecks  that  file  in  end- 
less procession  before  them.  They  have 
done  a  little  exploring.  They  have  followed 
up  the  feeders  of  this  river  of  human  misery, 
the  origin  of  which  has  been  as  much 
shrouded  in  darkness  as  the  sources  of  the 
Nile.  They  have  located  some  of  the  prin- 
cipal springs  of  evil  and,  to  their  wonder, 
they  are  not  defects  of  human  nature  at  all 
but  "adverse  conditions" — that  can  be  re- 
moved. Hence  they  are  beginning  to  tell 
us  that  poverty  is  as  curable  as  tuberculosis. 
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They  insist  that  most  of  the  sources  of 
crime  can  be  stopped  up.  There  is  growing 
enthusiasm  for  constructive  poHcies.  One 
of  the  great  organizations  possessed  by  tlie 
new  idea  has  taken  as  its  motto,  "Better  a 
fence  at  the  top  of  the  precipice  than  an 
ambulance  at  the  bottom. "  ^ 

The  development  of  the  ideal  of  pre- 
vention inevitably  caused  social  work- 
ers to  turn  to  the  child.  The  "  fence  at 
the  top  of  the  precipice"  must  needs  be 
built  as  early  in  life  as  possible.  Man- 
gold in  his  book  on  child  welfare,  pub- 
lished seven  years  ago,  emphasizes  the 
significance  of  this  ideal  for  social  work 
in  these  words: 

In  modern  social  work  the  emphasis  has 
been  shifted  from  the  parent  to  the  child. 
The  fact  tliat  this  is  so  is  due  largely  to  the 
belief  in  the  principle,  "iVn  ounce  of  pre- 
vention is  worth  a  pound  of  cure. "  Not 
relief  but  prevention  is  the  slogan  of  mod- 
ern social  work;  not  palliatives  but  funda- 
mental social  reforms  are  demanded  today. 
It  is  w^ell  then  to  begin  with  the  child,  for 
he  presages  the  coming  man.  He  is  the 
plastic  material  that  can  be  molded  ill  or 
well;  he  is  gigantic  in  possibilities,  but 
dwarfed  if  without  opportunity.  We  are 
beginning  to  realize  that  the  more  time  and 
energy  that  are  spent  on  the  child,  the  more 
lasting  and  profitable  is  the  investment. 
.  .  .  Childhood  is  the  time  of  prepara- 
tion; afterwards  little  can  be  accomplished. 
Let  society  concentrate  more  of  its  energies 
on  the  child,  mstead  of  scattering  them  as  it 
does  today,  and  then  with  an  equal  expendi- 
ture of  effort  it  will  accomplish  more  good 
than  can  be  realized  in  any  other  way.* 

Emergence  of  the  Present  Child 
Welfare  Movement 

Not  only  has  the  emphasis  in  the 
social  welfare  movement  been  shifting 
from  the  parent  to  the  child,  but  an 
equally  significant  change  in  emphasis 

'  Edward  Alsworth  Ross,  Latter  Day  Saints  and 
Sinners,  B.  W.  Heubsch,  New  York,  1910,  p.  46. 

*  George  B.  Mangold,  Problems  of  Child  Wel- 
fare, The  Macmillan  Company,  New  York,  1914, 
p.  1. 


has  been  takijig  ])lacc  in  the  child  car- 
ing movement  itself.  The  child  saving 
movement  of  the  nineteenth  century 
has  been  transformed  Into  the  child 
welfare  movement  of  the  twentieth 
century. 

In  a  report  of  the  committee  of  the 
Division  on  Children  of  the  National 
Conference  of  Social  Work,  made  at 
the  annual  meeting  at  Kansas  City 
in  1918,  Mr.  Henry  Thurston,  of  the 
staff  of  the  New  York  School  for 
Social  Work,  summarized  the  impor- 
tant things  done  for  children  during 
the  nineteenth  century.  The  report 
includes:  (1)  The  establishment  and 
maintenance  of  separate  institutions 
for  the  care  of  the  separate  classes  of 
handicapped  children  found  in  mixed 
almshouses  and  jails,  in  inadequate 
homes  and  in  streets  or  alleys — exam- 
ples being  found  in  the  establishment 
of  institutions  for  orphans,  for  the 
blind,  the  deaf,  the  crippled,  the  low 
grade  feeble-minded  and  the  epileptic, 
and  in  reformatories  and  industrial 
schools  for  delinquents;  (2)  the  substi- 
tution, to  a  slight  extent  at  least,  of 
placing-oul  and  hoarding-oul  of  various 
groups  of  handicapped  children  for  the 
old  indenture  and  apprenticeship  sys- 
tems; (3)  the  beginnings  of  separate 
parts  of  our  present  juvenile  court  sys- 
tem, in  the  form  of  probation  and  the 
separation  of  children  from  adults  in 
courts  and  jails;  (4)  the  establishment 
of  societies  for  the  prevention  of  cruelty 
to  children;  (5)  the  beginnings  of  com- 
pulsory school  attendance;  and  (6)  the 
beginnings  of  child  labor  legislation. 

"In  other  words,"  concludes  the 
committee's  report,  "the  public  or 
social  work  for  children  for  a  large  part 
of  the  nineteenth  century  was  chiefly 
confined  to  the  separation  from  the 
community  of  class  after  class  of  the 
children  who  were  specially  afilicted 
by    some    outstanding    handicap    like 
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homelessncss,  neglect,  blindness,  deaf- 
ness, crippled  bodies,  imbecile  minds, 
delinquency,  etc."^ 

Workers  engaged  with  these  groups 
of  handicapped  children  came  in  time, 
as  did  their  fellow  workers  with  adults, 
to  an  aj^jireciation  of  the  economy  of 
preventive  work.  This  led  somewhat 
naturally  to  a  consideration  of  the 
essentials  of  welfare  upon  which  chil- 
dren of  normal  opportunity  thrive,  and 
this,  in  turn,  to  a  consideration  of  such 
essentials  for  all  children.  "This 
progress  has  been  symbolized  by  our 
changing  emphasis  in  the  use  of  terms. 
Child  Saving  had  to  yield  a  large  place 
to  prevention,  and  now  both  child  saving 
and  'prevention  are  giving  way  to  a 
larger  and  newer  conception  of  child 
welfare.''^ 

Child  welfare  is  coming  to  compre- 
hend, then,  the  welfare  of  all  children, 
whether  specially  handicapped  or  not. 
It  means  that  "there  is  a  child  welfare 
minimum  in  our  democracy  that  wall 
make  that  democracy  w'orth  saving 
by  insisting  that  every  child  must  have 
his  full  individuahzed  chance."^  It  is 
this  interpretation  of  the  term  "child 
welfare"  which  was  uppermost  in  the 
minds  of  the  men  and  w^omen  who 
participated  in  the  regional  conferences 
held  in  1919  under  the  auspices  of  the 
Federal  Children's  Bureau,  and  drew^ 
up  the  first  national  statement  of  those 
"irreducible  minimum  standards  for 
the  health,  education  and  work  of  the 
American  child,"  which  Miss  Lathrop, 
w'hose  name  during  the  years  of  her 
tenure  as  chief  of  the  Federal  Children's 
Bureau  came  to  be  synonymous  with 
child  welfare  in  the  United  States,  sets 

■''Henry  W.  Thvirston,  "Profocrlinps  of  tlie 
National  Conference  of  Social  Work,"  formerly 
National  Conference  of  Charities  and  Correction, 
45th  Annual  Meetings,  Kansas  City,  1918,  pp. 
48,  49. 

« Ibid.,  p.  5.S. 

^  Ibid.,  p.  52. 


forth  SO  admirably  in  the  opening  con- 
tribution to  this  volume. 

It  is  this  meaning  of  the  term  w^hich 
is  being  ^^Titten  into  the  children's 
codes  now  in  process  of  crystallization 
in  various  of  om-  states,  for,  as  Mr. 
Clopper  reminds  us:  "The  real  chil- 
dren's code  is  democratic  and  recog- 
nizes no  class  distinction."^ 

The  first  part  of  this  volume  is  de- 
voted to  problems  of  welfare  involving 
all  children — life,  health,  nutrition,  den- 
tal hygiene  and  mental  hygiene.  Par- 
ticular attention  is  called  to  the  articles 
dealing  w'ith  the  various  aspects  of  the 
mental  hygiene  movement  in  its  rela- 
tion to  child  welfare,  representing,  as  it 
does,  an  emphasis  upon  one  very  im- 
portant aspect  of  the  child  welfare 
movement,  largely  neglected  in  former 
years,  but  now  in  process  of  receiving 
merited  recognition.  In  connection 
wath  the  various  aspects  of  child  wel- 
fare considered,  it  is  to  be  noted  that 
there  is  developing  a  new  appreciation 
of  the  possibilities  of  the  public  school 
as  a  social  agency.  Accordingly,  three 
articles  dealing  wath  suggestive  aspects 
of  this  project  have  been  included. 

Part  II  deals  with  the  more  time- 
worn  problems  of  socially  handicapped 
children.  Although  the  problems  pre- 
sented may  be  somewhat  time-worn, 
their  treatment  most  assuredly  is  not. 
The  reader  vn\\  find  much  that  is  new, 
suggestive  and  valuable  in  their  dis- 
cussion by  the  various  experts  who  have 
given  generously  of  their  time  and 
efforts  to  make  these  contributions. 

Part  III  includes  two  articles  devoted 
to  the  legal  and  administrative  aspects 
of  the  child  welfare  movement.  The 
first  of  these  articles  deals  with  the 
development  of  the  children's  code, 
setting  forth  the  })rogress  that  has  been 
made  thus  far  in  the  re-consideration, 

'  Cf .  "The  Development  of  the  Children's 
Code"  in  this  volume. 
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revision  and  coordination  of  legislation 
relating  to  the  protection,  care  and  wel- 
fare of  children,  and  emphasizing  the 
necessity  of  the  preparation  of  a  state- 
wide and  coordinated  program  in  the 
interests  of  our  future  citizens,  such  as 
the  term  "code"  implies.  The  final 
article  in  the  volume,  by  the  able  sec- 
retary of  the  Minnesota  State  Child 
Welfare  Commission,  presents  the 
status  of  the  child  welfare  movement 
in  one  state  which  has  made  note- 
worthy progress  in  the  creation  and 
application  of  such  a  state-wide  and 
coordinated  program. 

The  editor  in  charge  is  fully  aware  of 
certain  gross  errors,  particularly  of 
omission,  in  the  preparation  of  the  out- 
line of  this  volume.  A  discussion  of 
the  transition  in  the  modern  family  and 
the  effects  of  modern  industry  upon  the 
home,  together  with  a  consideration  of 
their  reaction  upon  the  general  prob- 
lem of  child  welfare,  would  have  been  of 


value.  The  omission  of  the  entire  sub- 
ject of  recreation  as  a  separate  division 
for  discussion  is  well-nigh  unpardon- 
able. Several  articles  dealing  with  the 
problems  of  the  rural  child  would  have 
been  very  pertinent.  Consideration  of 
the  philosophy  of  the  state  and  its  in- 
terrelations with  child  welfare  work 
would  have  been  exceedingly  interest- 
ing. All  of  these  topics  were  considered, 
but  various  circumstances,  spatial  and 
otherwise,  combined  to  make  their  in- 
clusion inexpedient  or  impossible.  Un- 
fortunately, those  articles  dealing  with 
the  problems  of  juvenile  delinquency, 
which  were  scheduled  to  appear  in  this 
volume,  were  not  received  in  time  for 
publication.  Despite  these  and  other 
shortcomings  of  editorial  architecture, 
it  is  hoped  that  the  final  result  has  been 
a  volume  not  only  of  interest  to  the 
general  reader  but  also,  perhaps,  of 
some  value  to  the  busy,  skilled  workers 
in  actual  grip  with  the  problems  involv- 
ing the  welfare  of  the  child. 
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By  Julia  C.  Lathrop 

Formerly  Chief,  Children's  Bureau,  United  States  Department  of  Labor 


AS  a  singular  by-product  of  the 
Great  War  it  is  possible  to  set 
forth  with  some  precision  the  standards 
of  child  welfare  generally  accepted  in 
the  United  States  at  the  end  of  the  sec- 
ond decade  of  the  twentieth  century. 
This  does  not  mean  standards  uni- 
formly in  operation  in  the  forty-eight 
states.  But  it  is  fair  to  say  that  they 
sum  up  the  judgment  of  acknowledged 
students  and  practical  authorities 
throughout  the  United  States,  and  that 
examples  exist  of  states  or  communi- 
ties or  voluntary  organizations  which 
have  attained  or  exceeded  any  stand- 
ards set  forth  in  the  statement  which  is 
the  basis  of  this  paper.  I  refer  to  the 
Minimum  Standards  for  Child  Welfare 
adopted  by  the  Washington  and  Re- 
gional Conferences  on  Child  Welfare  in 
1919. 

In  the  spring  of  1919  a  series  of  con- 
ferences on  standards  of  child  welfare 
concluded  the  popular  program  of 
"Children's  Year" — that  second  year 
after  our  entrance  into  the  War  when 
many  millions  of  civilians  added  to  all 
possible  service  for  our  soldiers,  a  fur- 
ther work  of  patriotism  in  carrying 
through  a  nationally  organized  plan  of 
demonstrating  and  publishing  the 
needs  and  rights  of  children.  "Chil- 
dren's Year"  was  undertaken  by  the 
Children's  Bureau  of  the  Department 
of  Labor  by  means  of  an  allotment  of 
$150,000  from  the  President's  War 
Fund,  an  allotment  which  was  accom- 
panied by  a  letter  from  President  Wil- 
son in  which  he  said:  "Next  to  the 
duty  of  doing  everything  possible  for 
the  soldiers  at  the  front,  there  could  be, 
it  seems  to  me,  no  more  patriotic  duty 


than  that  of  protecting  the  children, 
who  constitute  one-third  of  our  popu- 
lation. ...  I  trust  .  .  .  that 
the  work  may  so  successfully  develop  as 
to  set  up  certain  irreducible  minimum 
standards  for  the  health,  education, 
and  work  of  the  American  child."  The 
Woman's  Committee  of  the  Council  of 
National  Defense  joined  at  once  with 
the  bureau  and  set  in  motion  its  vast 
network  of  agencies  throughout  Con- 
tinental United  States  and  the  Island 
Possessions. 

Children's  Year  Activities  and 
Results 

A  series  of  observances  was  con- 
tinued throughout  the  year  beginning 
April  6,  1918,  and  the  child  welfare 
conferences  of  May  and  June,  1919, 
followed  as  a  conclusion. 

The  first  activity  was  a  weighing  and 
measuring  test  of  children  under  six 
years  of  age.  Upon  authorized  re- 
quests of  local  committees,  over 
7,000,000  record  cards  were  provided 
by  the  bureau,  most  of  which  were 
used.  The  card  showed  a  scale  of 
height  and  weight  in  relation  to  age  and 
was  in  two  parts,  one  to  be  kept  by  the 
parents  so  that  they  might  in  each  case 
preserve  a  record  of  the  child's  relation 
to  the  normal  standard.  In  certain 
communities  the  testing  was  done  with 
scientific  precision  and  the  records  gave 
new  and  valuable  data  regarding 
weight  and  height  of  children  accord- 
ing to  nationality  of  parents,  geograph- 
ical location  and  other  conditions. 
From  the  forms  returned  to  the  Chil- 
dren's Bureau,  records  of  167,024 
white  children  were  selected  with  the 
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advice  of  consulting  authorities  on 
pediatrics,  anthropology  and  statis- 
tics, and  new  tables  of  stature  and 
and  weight  of  boys  and  girls  by  month 
of  age  up  to  six  years  have  been  pre- 
pared and  published  in  a  report  includ- 
ing other  significant  data  derived  from 
the  record  cards. 

Many  children,  also,  received  com- 
plete physical  examinations  by  compe- 
tent physicians,  and  unsuspected  de- 
fects were  discovered  and  corrected. 
But  whether  the  child  was  weighed  on 
the  farm  scales  by  his  own  parents  who 
themselves  sent  to  the  bureau  for  a 
record  form,  or  was  carefully  examined 
by  a  distinguished  pediatrist  who  gave 
his  services  to  the  cause,  each  child's 
record  was  an  unforgettable  object  les- 
son to  all  the  surrounding  adults, 
showing  a  definite  relation  between  age 
and  normal  growi;h,  and  warning  that 
marked  divergence  calls  for  attention. 

Further  results  of  this  activity  have 
been  the  addition  of  child  hygiene  divi- 
sions to  state  health  departments  in  a 
largely  increased  number  of  states,  a 
marked  nation-wide  increase  in  the  de- 
velopment of  local  child-health  centers, 
and  the  growing  unsatisfied  demand  for 
trained  public  health  nurses  for  rural 
as  well  as  urban  areas.  Although  not 
an  outgrowth  of  Children's  Year,  the 
effort  to  develop  and  standardize  the 
training  of  public  health  nurses  is  of 
great  importance  to  the  effectiveness 
of  child  hygiene  standards,  and  the 
study  of  nurses'  training  schools  now 
under  way  by  the  Rockefeller  Founda- 
tion is  pertinent  to  this  discussion.  It 
will  undoubtedly  aid  in  standardizing 
the  training  of  public  health  nurses  and 
will  tend  to  improve  the  efficiency  of 
all  child-health  agencies. 

I  have  dwelt  upon  the  Children's 
Year  activity  for  infants  and  young 
children  because  its  standardizing  ef- 
fect was  obvious  and  its  reach  far  wider 
than  that  of  the  other  activities  of  the 


year.  It  is  to  be  regretted  that  funds 
were  not  available  to  develop  demon- 
strations for  all  the  groups  of  children 
with  the  same  individual  attention 
given  those  under  six. 

A  recreation  program  w'as  also  car- 
ried out,  with  special  reference  to  rural 
children.  In  this  the  Playground  and 
Recreation  Association  of  America  and 
the  club  and  demonstration  directors 
of  the  Department  of  Agriculture  gave 
much  help  and  an  admirable  pageant 
was  written  for  the  program  by  the 
Drama  League  of  America.  The  influ- 
ence of  the  recreation  drive  was  wide- 
spread. It  emphasized  the  importance 
of  vigorous,  active  sports,  team  play 
whether  in  dramatic  production  or  on 
the  athletic  field,  well-equipped  play- 
grounds in  rural  centers  and  in  connec- 
tion with  rural  schools,  and  the  aid  to 
health  afforded  by  athletic  play  proj)- 
erly  supervised. 

The  year  concluded  with  a  Back-To- 
School  drive  which  was  especially 
needed  because  the  high  pay  in  war  in- 
dustries had  drawn  many  children  from 
school.  The  value  of  schooling,  at  least 
to  the  age  of  sixteen,  as  a  fairly  certain 
guarantee  of  better  earning  power 
throughout  life,  was  shown  in  popular 
addresses,  in  a  series  of  printed  state- 
ments widely  distributed  and  by  the 
work  of  local  committees  in  cooperation 
with  school  authorities.  In  localities 
where  visits  were  made  to  absentees 
under  sixteen  with  the  purpose  of  dis- 
covering if  they  could  return  to  school, 
a  largely  increased  attendance,  espe- 
cially in  the  higher  grammar  and  high 
school  grades,  was  reported. 

Conferences  on  Child  Welfare 
Standards 

Fragmentary  as  the  year's  activities, 
of  necessity,  were,  they  reached  out 
over  the  country  to  a  degree  entirely 
new  and  indeed  unexpected,  and 
greatly  strengthened  a  nation-wide  un- 
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derstanding  of  the  importance  of  child 
welfare  as  a  national  issue.  It  was, 
therefore,  natural  to  conclude  the  year 
by  a  summing  up  of  national  oi)inion  on 
standards  of  child  welfare,  in  accord- 
ance with  President  Wilson's  letter. 

Because  of  the  crowded  living  con- 
ditions due  to  the  War  the  calling  of 
large  assemblies  in  Washington  was  not 
permitted.  Hence,  a  small  meeting  of 
specialists  in  Washington  was  followed 
by  a  series  of  regional  conferences. 
This,  in  fact,  was  an  advantage,  since 
the  regional  conferences  extending 
from  Boston  to  San  Francisco  resulted 
in  wide  discussion  and  valuable  criti- 
cism of  the  standards  tentatively  sub- 
mitted at  the  Capital.  A  special  com- 
mittee of  five  met  later  in  Washington 
to  consider  all  suggestions  and  the 
standards  were  published  as  approved 
by  this  committee.  All  the  meetings  of 
the  successive  conferences  were  given 
great  inspiration  by  the  presence  and 
counsel  of  authorities  on  child  welfare 
from  the  countries  of  our  principal 
allies  who  came  as  guests  of  the  gov- 
ernment. Under  unspeakable  war 
hardships,  these  men  and  women  had 
devoted  themselves  to  the  protection 
of  the  young  of  their  nations  and  had 
demonstrated  the  effectiveness  of  in- 
telligent care  in  saving  life  and  protect- 
ing children  as  far  as  possible  from  the 
effects  of  war.  Their  influence  could 
not  fail  to  emphasize  the  public  respon- 
sibility of  any  modern  nation  for  child 
welfare  standards.' 

In  the  final  report  of  the  conferences, 
the  standards  are  set  forth  under  three 
heads : 

Public  protection  of  the  health  of 
mothers  and  children; 

^  Printed  copies  of  the  Minimum  Standards  for 
Child  Welfare  and  a  limited  number  of  copies  of 
the  proceedings  of  the  1919  conferences  are  avail- 
able for  free  distribution  upon  application  to  the 
Children's  Bureau,  U.  S.  Department  of  Labor, 
Washington. 


Children  entering  employment; 
Children  in  need  of  special  care. 

Protection  of  the  Health  of 
Mothers  and  Children 

The  conditions  stated  as  essential  to 
the  protection  of  maternity,  infancy 
and  childhood  arc  as  follows: 

First,  as  to  maternity: 

Maternity  or  prenatal  centers  suffi- 
cient to  provide  for  all  cases  not  receiv- 
ing prenatal  supervision  from  private 
physicians ;  the  work  of  such  centers  to 
include  adequate  medical  examination, 
instruction  in  the  hygiene  of  maternity 
and  infancy,  adequate  instruction  and 
care  in  the  home  afforded  by  visiting 
public-health  nurses  and  adequate  med- 
ical and  nursing  care  at  confinement, 
whether  in  the  home  or  in  the  hospital, 
with  sufficient  household  service  for 
four  or  six  weeks  to  allow  the  mother  to 
recuperate. 

Clinics  for  needed  treatment  during 
pregnancy. 

Hospitals  sufficient  to  provide  for  all 
complicated  cases  and  for  all  women 
wishing  hospital  care;  free  or  part- 
payment  obstetrical  care  in  every  ne- 
cessitous case. 

Licensing  and  supervision  of  all  mid- 
wives. 

Adequate  income  to  allow  the  moth- 
er to  remain  in  the  home  through  the 
nursing  period. 

Education  of  the  general  public  as  to 
the  problems  presented  by  maternal 
and  infant  mortality  and  their  solu- 
tion. 

Second,  as  to  infants  and  pre-school 
age  children: 

Complete  birth  registration. 

Prevention  of  infantile  blindness. 

Children's  health  centers  to  give 
health  instruction,  under  medical  su- 
pervision, for  the  care  of  all  infants  and 
children  not  under  care  of  a  private 
physician,  including  instruction  in 
breast  feeding  and  in  all  matters  of 
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home  care  and  hygiene  of  infancy  and 
childhood,  and  to  provide  or  to  coop- 
erate with  sufficient  numbers  of  pubUc- 
liealth  nurses  to  make  home  visits  to 
all  infants  and  children  of  pre-school 
age  needing  care. 

Dental  and  other  clinics. 
Children's  hospitals  or  hospital  beds 
and  provision  for  medical  and  nursing 
care  at  home  sufficient  to  care  for  all 
sick  infants  and  young  children. 

State  licensing  and  supervision  of  all 
child-caring  institutions  in  which  in- 
fants or  young  children  are  cared  for. 
General  educational  work  in  pre- 
vention of  communicable  disease  and 
in  hygiene  and  feeding  of  infants  and 
young  children. 

Third,  as  to  school  children: 
Proper   location,    construction,    hy- 
giene,   ventilation    and    sanitation    of 
school  house;  no  over-crowding. 

Adequate  playground  and  recrea- 
tional facilities,  physical  training  and 
supervised  recreation. 

Adequate  medical  and  nursing  school 
service;  full-time  school  nurse  to  give 
instruction  in  personal  hygiene  and 
diet,  to  make  home  visits,  advising  and 
instructing  mothers  in  principles  of 
hygiene,  and  to  take  children  to  clinics 
with  permission  of  parents. 

Complete  standardized  basic  physi- 
cal examination  by  physicians  once  a 
year,  with  determination  of  weight  and 
height  at  beginning  and  end  of  each 
school  year;  monthly  weighing  w^here- 
ever  possible. 

Continuous  health  record  for  each 
child  to  be  kept  on  file  with  other  rec- 
ords of  7)upil;  this  should  be  a  continu- 
ation of  the  pre-school  health  record 
which  should  accompany  the  child  to 
school. 

Supervision  to  control  communica- 
ble disease,  available  clinics  for  den- 
tistry, nose,  throat,  eye,  ear,  skin  and 
orthopedic  work,  and  free  vaccination 
against  smallpox. 


Open-air  classes  w'ith  rest  periods 
and  supplementary  feedings  for  pre- 
tuberculous  and  certain  tuberculous 
children  and  children  wnth  grave  mal- 
nutrition; nutrition  classes;  examina- 
tions by  specialist  of  retarded  or  atypi- 
cal children. 

Education  of  the  school  child  in 
health  habits,  including  hygiene  and 
care  of  young  children. 

General  educational  work  in  health 
and  hygiene,  including  education  of 
parent  and  teacher  to  secure  full  coop- 
eration in  health  program. 

Fourth,  as  to  adolescent  children: 

Complete  standardized  basic  physi- 
cal examination  by  physician,  includ- 
ing weight  and  height,  at  least  once  a 
year,  and  recommendations  for  treat- 
ment if  needed. 

Clinics  for  treatment  of  defect  and 
disease. 

Supervision  and  instruction  to  in- 
sure ample  diet,  with  special  attention 
to  growth-producing  foods;  sufficient 
sleep,  rest,  and  fresh  air;  adequate  and 
suitable  clothing;  proper  exercise  for 
physical  development;  knowledge  of 
sex  hygiene  and  reproduction. 

Full-time,  compulsory  education  to 
at  least  sixteen  years  of  age,  adapted  to 
meet  the  needs  and  interest  of  the 
adolescent  mind,  with  vocational  guid- 
ance and  training. 

Clean,  ample  recreational  opportu- 
nities to  meet  social  needs,  with  super- 
vision of  commercial  amusements. 

Legal  protection  from  exploitation, 
vice,  drug  habits,  etc. 

Thus  far,  the  standards  are  those  of 
medical  and  health  authorities  who  ap- 
proach the  problem  of  safeguarding 
childhood  on  the  health  side,  and  the 
full  statement  strongly  emphasizes  the 
necessity  for  the  education  of  the  gen- 
eral public,  of  parent  and  teacher,  and 
of  the  adolescent  child  in  those  matters 
which  he  is  by  that  time  considering 
for  himself.     A  decent  home  and  decent 
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income  are  plainly  assumed  as  basic  to 
effective  health  protection. 

Standards  for  Children  Entering 
Employment 

The  Minimum  Standards  for  Chil- 
dren Entering  Employment  require  an 
age  minimum  of  16  for  employment  in 
any  occupation,  save  that  children  be- 
tween 14  and  16  may  be  employed  in 
agriculture  and  domestic  service  during 
vacation  periods. 

The  educational  minimum  would  re- 
quire all  children  between  7  and  16 
years  of  age  to  attend  school  for  at 
least  nine  months  each  year,  continua- 
tion schools  to  be  provided  for  all  be- 
tween 16  and  18  who  are  regularly 
and  legally  employed  and  who  have 
not  completed  the  high-school  grade, 
and  vacation  schools  to  be  provided 
for  all. 

The  physical  minimum  would  re- 
quire: That  a  child  shall  not  go  to 
work  until  a  physical  examination  by 
an  authorized  medical  officer  has 
shown  him  to  be  of  normal  develop- 
ment for  his  age  and  physically  fit  for 
the  work  he  is  to  perform. 

It  is  further  recommended: 

That  all  working  children  under  the 
age  of  18  years  have  an  annual  physi- 
cal examination. 

That  hours  of  employment  be  not 
more  than  eight  hours  a  day  or  forty- 
four  hours  a  week  for  all  minors. 

That  the  hours  spent  at  continua- 
tion schools  by  children  under  18  years 
of  age  be  counted  as  part  of  the  work- 
ing day. 

That  night  work  for  minors  be  pro- 
hibited between  6  p.  m.  and  7  a.  m. 

That  employment  certificates  be  is- 
sued to  all  entering  employment  who 
are  under  18  years  of  age,  the  issuance 
to  be  under  state  supervision  and  only 
after  the  issuing  officer  has  received 
and  filed  satisfactory  evidence  of  age, 
physical  fitness,  completion  of  eighth 


grade  of  school  and  promise  of  em- 
ployment. 

The  laws  of  no  state  have  yet  em- 
braced all  the  standards  here  set  forth; 
the  extent  to  which  they  are  approxi- 
mated is  indicated  by  the  following 
statement  of  general  requirements  in 
force  January  1,  1921  (some  of  which 
are  subject  to  qualification  and  ex- 
emption) : 

Seven  states  have  an  age  minimum 
of  15  years  or  over;  29  provide  an 
eight-hour  day  for  children  under  16, 
and  41  prohibit  their  work  at  night 
(the  eight-hour  day  and  the  night-work 
provisions  are  also  found  in  the  Federal 
child  labor  tax  law);  all  states  have 
compulsory  school  attendance  laws, 
effective  to  varying  ages ;  22  states  have 
continuation  school  laws  containing 
compulsory  provisions;  19  require 
every  child  applying  for  a  regular  em- 
ployment certificate  to  be  examined  by 
a  physician. 

As  a  result  of  action  taken  during  the 
child  welfare  conferences,  a  committee 
of  eleven  physicians  was  appointed  by 
the  Children's  Bureau  to  formulate 
definite  standards  of  normal  develop- 
ment and  sound  health,  for  the  use  of 
physicians  in  examining  children  ap- 
plying for  work  permits.  The  pre- 
liminary report  of  this  committee  has 
been  published  by  the  bureau;  it  con- 
tains general  recommendations,  de- 
tailed minimum  standards  of  physical 
fitness,  and  a  discussion  of  methods  to 
be  employed  in  making  physical  exam- 
inations. 

Standards  Relating  to  Children 
in  Need  of  Special  Care 

These  standards  begin  by  aflSrming, 
in  all  essentials,  the  conclusions  of  the 
^\^^ite  House  Conference  of  1909  on  the 
care  of  dependent  children.^    Then  fol- 

^  The  first  instance  of  a  Presidential  conference 
on  child  welfare  was  that  called  by  President 
Roosevelt  in  1909  to  consider  a  single  phase  of 
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lows  a  statement  from  which  the  fol- 
lowing paraj^raphs  are  quoted: 

The  fundamental  rights  of  childhood  are 
normal  home  life,  opportunities  for  educa- 
tion, recreation,  vocational  preparation  for 
life,  and  moral,  religious,  and  physical  de- 
velopment in  harmony  with  American 
ideals  and  the  educational  and  spiritual 
agencies  by  which  these  rights  of  the  child 
are  normally  safeguarded. 

Upon  the  state  devolves  the  ultimate  re- 
sponsibility for  children  who  are  in  need  of 
special  care  by  reason  of  unfortunate  home 
conditions,  physical  or  mental  handicap,  or 
delinquency.  Particular  legislation  is  re- 
quired to  insure  for  such  children  the  near- 
est possible  approach  to  normal  develop- 
ment. 

Home  life  which  is,  in  the  words  of  the 
conclusions  of  the  ^Miite  House  Conference, 
"the  highest  and  finest  product  of  civiliza- 
tion," cannot  be  provided  except  upon  the 
basis  of  an  adequate  income  for  each 
family. 

The  policy  of  assistance  to  mothers  who 
are  competent  to  care  for  their  own  chil- 
dren is  now  well  established.  It  is  generally 
recognized  that  the  amount  provided 
should  be  sufficient  to  enable  the  mother  to 
maintain  her  children  suitably  in  her  own 
home,  without  resorting  to  such  outside 
employment  as  will  necessitate  leaving  her 
children  without  proper  care  and  oversight; 
but  in  many  states  the  allowances  are  still 
entirely  inadequate  to  secure  this  result 
under  present  living  costs.  The  amount 
required  can  be  determined  only  by  careful 
and  competent  case  study,  which  must  be 
renewed  from  time  to  time  to  meet  chang- 
ing conditions. 

The  statement  emphasizes  the  im- 
portance of  a  responsible  state  super- 
vising body  to  inspect  and  license  every 
institution,  agency  or  association  which 
receives  or  cares  for  mothers  with  chil- 
dren, or  children  who  are  delinquent, 
dependent  or  without  suitable  parental 

the  subject — the  care  of  dependent  children. 
This  is  known  as  the  White  House  Conference, 
and  the  permanent  value  of  its  formulations  is 
unquestioned. 


care — ^with  authority  to  revoke  li- 
censes for  cause  and  to  prescribe  forms 
of  registration  and  report.  The  state 
agency  should  further  maintain  such 
visiting  of  children  in  institutions  or 
placed  in  family  homes  as  will  insure 
their  proper  care,  training  and  pro- 
tection. 

No  child  should  be  permanently  re- 
moved from  his  own  home  unless  it  is 
impossible  to  make  the  home  safe  for 
the  child  or  his  continuance  in  the 
home  safe  for  the  community. 

The  aim  of  all  provision  for  children 
who  must  be  removed  from  their  own 
homes  should  be  to  secure  for  each 
child,  home  life  as  nearly  normal  as 
possible.  "To  a  much  larger  degree 
than  at  present,  family  homes  may  be 
used  to  advantage  in  the  care  of  such 
children." 

The  principles  which  should  govern 
all  placing  of  children  in  foster  homes 
and  the  supervision  of  children  placed 
in  institutions  are  given  in  considera- 
ble detail. 

Modern  principles  for  the  care  of 
illegitimate  children  are  stated  with  the 
special  attention  which  is  needed  if  the 
handicaps  of  children  born  out  of  wed- 
lock are  in  any  degree  to  be  counter- 
balanced. A  series  of  special  confer- 
ences on  the  legal  protection  of  illegiti- 
mate children,  held  in  1920,  resulted  in 
the  adoption  of  certain  concliLsions, 
most  of  which  have  since  been  em- 
bodied in  the  draft  of  a  model  law  pre- 
pared by  a  committee  of  the  National 
Conference  of  Commissioners  on  Uni- 
form State  Laws. 

The  care  of  physically  and  mentally 
defective  children  is  discussed  with  two 
guiding  principles:  First,  unceasing 
study  of  the  children  themselves,  their 
environment  and  background;  second, 
the  greatest  practicable  degree  of  indi- 
vidual development  and  freedom  com- 
patible with  safety  for  the  child  and  for 
the  community. 


Standards  of  Child  Welfare 


Perhaps  at  no  point  do  tlie  standards 
indicate  a  more  truly  scientific  advance 
in  method  than  in  considering  feeble- 
minded children.  Although  recogniz- 
ing the  necessity  of  adequate  institu- 
tional provisiofi  for  the  feeble-minded, 
differentiation  of  treatment  based  on 
intensive  study  of  individuals  and 
types  is  also  advised. 

Although  the  principle  of  the  juve- 
nile court  is  accepted  throughout  the 
country,  the  standards  require  condi- 
tions some  of  which  may  be  found  in 
most  courts,  though,  unfortunately, 
few  courts  will  be  found  in  which  all 
are  observed:  i.e.,  separate  hearings  of 
children's  cases,  special  detention  apart 
from  adults,  adequate  investigation  for 
every  case,  provision  for  physical  and 
mental  examinations,  trained  proba- 
tion officers,  women  officers  for  girls' 
cases,  the  recording  and  filing  of  social 
as  well  as  legal  information,  procedure 
under  chancery  jurisdiction  and  juve- 
nile records  not  to  stand  as  criminal 
records.  Wherever  possible,  adminis- 
trative duties,  such  as  child-placing 
and  relief,  should  not  be  required  of 
juvenile  courts.  Adult  sex  offenders 
against  children  should  be  dealt  with  in 
juvenile  courts  to  the  end  that  victims 
may  be  spared  "publicity  and  further 
corruption."  Followinga  juvenile  court 
conference  held  in  June,  1921,  under 
the  auspices  of  the  Children's  Bureau 
and  the  National  Probation  Associa- 
tion, a  committee  has  been  appointed 
by  the  biu^eau  to  consider  standards  of 
juvenile  court  organization  and  pro- 
cedure. 

The  application  of  all  the  above 
standards  to  rural  children  in  need  of 
special  care  is  pointed  out,  as  well  as 
the  need  for  increased  social  service  in 
rural  areas,  and  the  statement  closes 
with  the  following  appeal  for  scientific 
method : 

There  is  urgent  need  of  a  more  adequate 
body  of  scientific  literature  dealing  with 
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principles  and  practice  in  the  children's 
field  of  social  work,  and  the  meeting  of  this 
need  is  a  responsibility  resting  on  those  so 
engaged.  Careful  interpretation  and  analy- 
sis of  methods  and  results  of  care  and  the 
publishing  of  these  findings  must  precede 
the  correcting  of  many  present  evils  in 
practice.  Boards  of  directors,  trustees,  and 
managers  should  particularly  consider  par- 
ticipation in  the  preparation  of  such  a  body 
of  facts  and  experience  as  being  a  vital  part 
of  the  work  of  their  staff  members. 

The  Scientific  Approach  to  Child 

W^ELFARE 

At  the  end  of  the  whole  statement 
of  standards  are  placed  three  para- 
graphs which  indicate  the  spirit  in 
which  they  were  framed  and  the  recog- 
nition of  constant  study  and  research 
as  the  only  method  of  making  experi- 
ence fruitful: 

Economic  and  social  standards. 

At  the  general  session  of  the  Washington 
conference  the  economic  and  social  aspects 
of  child  welfare  standards  were  discussed. 
^Vhile  detailed  standards  were  not  formu- 
lated in  this  wide  field,  it  was  recognized 
that  an  adequate  wage  for  the  father,  whole- 
some and  pleasant  housing  and  living  con- 
ditions, and  the  abolition  of  racial  dis- 
crimination are  fundamental  to  the  realiza- 
tion of  any  child  welfare  program. 

Recreation. 

The  desire  for  recreation  and  amusement 
is  a  normal  expression  of  every  child,  which 
must  be  considered  in  any  program  for  the 
physical  and  moral  education  of  children. 
Parents  and  others  charged  with  their  care 
should  be  educated  as  to  the  importance  of 
recreation.  Public  provision  should  be 
made  for  wholesome  play  and  recreation, 
both  indoor  and  outdoor,  under  trained 
leadership,  and  especially  adapted  to  the 
different  age  periods  of  the  child. 

Commercialized  amusements  should  be 
safeguarded  by  official  supervisors  having  a 
scientific  knowledge  of  recreation. 

Child  welfare  legislation. 

The  child  welfare  legislation  of  every 
state  requires  careful  reconsideration  as  a 
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whole  at  reasonable  intervals,  in  order  that 
necessary  revision  and  coordination  may  be 
made  and  that  new  provisions  may  be  in- 
corporated in  harmony  with  the  best  expe- 
rience of  the  day.  In  states  where  chil- 
dren's laws  have  not  had  careful  revision  as 
a  whole  within  recent  years,  a  child  welfare 
committee  or  commission  should  be  created 
for  this  purpose.  Laws  enacted  by  the  sev- 
eral states  should  be  in  line  with  national 
ideals  and  uniform  so  far  as  desirable  in 
view  of  diverse  conditions  in  the  several 
states. 

Child  welfare  legislation  should  be 
framed  by  those  who  are  thoroughly  familiar 
witli  tlie  conditions  and  needs  of  children 
and  with  administrative  difficulties.  It 
should  be  drafted  by  a  competent  lawyer  in 
such  form  as  to  accomplish  the  end  desired 
by  child  welfare  experts  and  at  the  same 
time  be  consistent  with  existing  laws. 

It  must  be  recognized  that  in  our  day 
no  complete  child  welfare  standards 
will  be  WTitten;  they  must  be  subject 
to  review  and  alteration  according  to 
the  discoveries  of  physical  and  social 
science.  These  standards  are  incom- 
plete, uneven  and  in  some  respects  su- 
perficial, bearing  witness  to  our  frag- 
mentary knowledge  of  child  welfare 
and  our  imperfect  view  of  the  essentials 
of  sound  society.  But  they  are  inval- 
uable becaase  they  are  the  first  nation- 
wide attempt  to  deal  with  the  welfare 
of  all  children  as  a  single  problem  in  the 
social  field,  requiring  in  its  working- 
out,  the  coordinated  efforts  of  physi- 
cians, teachers,  students  of  many 
sciences  and  practical  social  workers. 

The  committees  who  prepared  the 
standards  have  reiterated  under  the 
different  headings  the  necessity  for  a 
scientific  approach  to  every  problem  of 
child  welfare,  whether  of  universal  or 
special  application.  Indeed,  it  is  im- 
possible to  avoid  the  conclusion  that 
adequate  support  of  research  in  the 
various  interwoven  problems  of  child 
welfare    would    prove    of    immediate 


practical  value  to  general  social  prog- 
ress in  our  country.  Without  con- 
stant observation  of  actual  experience 
reported  intelligibly  to  the  public  we 
must  continue  to  waste  life,  vigor  and 
money  to  an  unnecessary  degree. 
Lavish  gifts  and  bequests  to  answer 
imaginary  needs  will  continue,  and 
money  will  be  withheld  where  it  should 
be  expended. 

However,  encouraging  proofs  are  to 
be  seen  of  the  growth  of  the  method  of 
scientific  research  in  the  child  welfare 
field.  None  is  more  significant  than 
the  comparatively  recent  interest  in  the 
study  of  child  welfare  legislation  in  the 
states.  Twenty-four  states  and  the 
District  of  Columbia,  by  special  com- 
missions, have  reviewed  or  are  now 
reviewing  their  laws,  comparing  them 
with  those  of  other  states,  studying  the 
existing  needs  of  children  in  their  own 
states,  and  formulating  coherent  pro- 
grams to  meet  their  legislative  prob- 
lems of  child  welfare;  the  advance  in 
wise  legislation  is  already  marked. 
Plainly  the  task  begun  by  such  com- 
missions cannot  end.  Laws  once  se- 
cured must  be  watched  in  operation 
and  amended,  repealed,  superseded,  as 
experience  indicates.  Another  en- 
couraging sign  is  the  present  tendency 
to  discuss  special  problems  through 
nationally  representative  scientific 
committees  and  to  publish  results  or 
conclusions  which  may  serve  as  a  basis 
for  needed  legislation,  or  for  voluntary 
activity,  or  as  a  contribution  toward 
the  solution  of  a  baffling  problem. 

This  scientific  method  is  slow  but  it 
is  also  revolutionary.  It  ends  the  easy 
indifference  of  the  fatalist;  it  destroys 
the  respectability  of  giving  money 
without  knowing  life.  It  invites  the 
indispensable  service  of  able  and 
highly-trained  students  to  examine  and 
standardize  progressively  the  child  wel- 
fare aspects  of  applied  social  science. 


Fundamental  Factors  in  Infant  Mortality 

By  Richard  Arthur  Bolt,  M.D.,  Gr.P.H. 
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INFANT  mortality  has  come  to 
mean  infinitely  more  than  the 
deaths  of  so  many  babies  under  one 
year  of  age.  It  is  true  that  the  infant 
mortality  rate  is  most  conveniently  ex- 
pressed as  the  number  of  deaths  under 
one  year  of  age  per  one  thousand  live 
births  during  the  year  under  considera- 
tion, but  its  factors  are  diverse  and 
permeate  the  basic  strata  of  our  social 
structure.  Infant  mortality  must  now 
be  looked  upon  as  a  socio-economic 
complex  whose  finer  ramifications  can 
be  traced  to  hereditary,  congenital, 
neonatal  and  environmental  roots.  It 
reveals  not  only  the  sanitary  status  of 
a  community,  but  its  social,  economic 
and  moral  aspects  as  well.  It  has, 
therefore,  to  be  regarded  as  the  most 
sensitive  index  we  have  of  social  and 
sanitary  progress.  Its  marked  reduc- 
tion during  the  past  decade  is  one  of 
the  outstanding  phenomena  of  the 
new  public  health  movement  and  a 
prime  factor  in  lowering  the  general 
death  rate. 


talities  of  infancy  can  largely  be  con- 
trolled and  the  infant  mortality  rate 
considerably  reduced.  We  can  no 
longer  defend  ourselves  behind  the 
mediaeval  fallacy  that  God  sets  the 
infant  mortality  rate. 

In  giving  consideration  to  the  fmi- 
damental  factors  which  enter  into  the 
mortalities  of  infancy  we  soon  dis- 
cover that  a  number  of  the  unfavorable 
conditions  which  determine  a  high  in- 
fant mortality  are  also  detrimental  to 
life  at  all  ages,  although  acting  with 
diminishing  force  as  age  advances. 
Improvements  in  sanitation  and  hy- 
giene, better  social  and  economic  cir- 
cumstances and  more  intelligent  un- 
derstanding of  mothers  in  the  care  of 
their  babies,  have  had  a  decided  effect 
in  creating  more  wholesome  conditions 
under  which  the  older  children  may  be 
reared.  Future  offspring  are  thus  as- 
sured a  better  chance  of  surviving. 
Thus  infant  mortality  is  at  once  a  re- 
flection upon  the  past  and  a  prophecy 
of  the  future. 


Infant  Mortality  Controllable       Infant  Mortality  and  Pre-School 


From  the  humanitarian  standpoint, 
the  study  and  prevention  of  infant 
mortality  has  drawTi  the  attention  of 
philanthropic  individuals  for  many 
years.  It  is  only  since  the  opening  of 
the  twentieth  century,  however,  that  a 
scientific  study  of  the  causes  and  re- 
sults of  infant  mortality  has  been  made 
and  the  findings  applied  to  public 
health.  The  experience  gained  thus 
far  in  practical  methods  of  community 
sanitation  and  infant  hygiene  has 
brought  home  convincing  proof  that 
the  main  factors  entering  into  the  mor- 


Years 

In  seeking  to  prevent  infant  mortal- 
ity we  are  laying  the  foundation  for  a 
healthier  and  more  resistant  childhood. 
Our  statistical  studies  have  progressed 
far  enough  to  indicate  that  there  is  a 
high  correlation  between  infant  mor- 
tahty  and  of  mortality  at  ages  from  one 
to  five  years.  It  has  been  sho^\Ti  by  Sir 
Arthur  Newsholme  in  England  and  by 
Dr.  S.  Josephine  Baker  in  New  York 
City,  that  a  high  infant  mortality  rate 
goes  hand  in  hand  with  a  high  death 
rate  at  ages  one  to  five,  and,  conversely. 
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that  when  the  infant  mortaUty  rate  is 
reduced  the  rate  at  higher  ages  also 
conies  down. 

We  must  not  overlook  the  additional 
fact  that  an  excessive  infant  mortality 
predisposes  those  who  survive  to  more 
damage  than  is  the  case  with  a  low 
mortality.  While  it  is  recognized  that 
the  mortality  in  the  years  following  in- 
fancy is  surprisingly  low,  it  is  not  so 
generally  realized  that  the  damage  rate 
during  those  years  is  exceedingly  high. 
In  the  pre-school  period  the  child  ac- 
quires most  of  the  defects  which  are  dis- 
covered later  at  school,  and  from  which 
he  suffers  more  or  less  throughout  his 
entire  life.  The  paramount  importance 
of  the  ])rc-school  years  in  determining 
the  health-destiny  of  the  child  is  just 
beginning  to  be  recognized,  and  for 
these  we  must  make  as  ample  provi- 
sions as  we  have  for  the  baby  in  arms. 

Reduction  of  Mortality  During 
First  Year 

The  reduction  of  infant  mortality 
thus  far  effected  has  taken  place  largely 
in  the  latter  half  of  the  first  year  of 
life.  This  has  been  brought  about 
mainly  by  a  reduction  of  the  deaths 
from  gastro-intestinal  diseases,  the  re- 
sult of  greater  insistence  upon  breast 
feeding,  better  milk  and  more  intelli- 
gent modification  of  milk  under  the  di- 
rection of  physicians,  and  supervision 
and  instruction  of  the  nurses  in  the 
homes.  Infant  welfare  centers  and 
general  campaigns  of  education  have 
also  played  a  large  part. 

Neonatal  Deaths  Preventable 

With  all  this  intensive  effort  in  in- 
fant hygiene,  very  little  if  any  prog- 
ress has  been  made,  outside  of  a  few 
centers  where  special  prenatal  work  has 
been  carried  on,  in  limiting  deaths  in 
the  neonatal  period.  In  this  country 
upwards  of  40  per  cent  of  the  deaths 
during  the  first  year  of  life  occur  in  the 


first  month.  In  some  places  it  reaches 
as  high  as  50  per  cent  and  above.  It  is 
conservatively  estimated  that  40  per 
cent  of  the  neonatal  deaths  could  have 
been  prevented  by  proper  prenatal  and 
obstetrical  care.  The  intensive  prena- 
tal services  which  have  been  organized 
in  New  York  City,  Boston  and  other 
cities  in  this  country  give  promise  of 
what  we  may  hope  to  accomplish  on  a 
broader  scale  when  the  Federal  Gov- 
ernment and  the  states  assume  their 
full  responsibility  for  the  protection  of 
maternity  and  infancy. 

Maternal  Mortality  Shocking 

The  maternal  mortality  in  this  coun- 
try is  still  shockingly  high,  and  has 
been  advancing  to  an  alarming  extent 
in  recent  years.  The  maternal  mortal- 
ity rates  in  the  United  States  are  uni- 
formly higher  than  those  in  a  number 
of  foreign  countries.  This  evidently  is 
one  of  the  factors  which  must  be  con- 
sidered in  any  infant  mortality  study. 
The  number  of  stillbirths  and  abor- 
tions, accidental  and  induced,  are  also 
abnormally  high.  While  general  sani- 
tation and  infant  hygiene  have  had  a 
marked  effect  in  reducing  infant  mor- 
tality in  the  sixth,  seventh  and  eighth 
months  of  life,  they  have  scarcely  made 
a  dent  upon  the  birth  mortalities  and 
apparently  have  not  influenced  in  the 
least  the  number  of  stillbirths  and 
abortions.  For  any  further  considera- 
ble reduction  in  infant  mortality  we 
must  look  to  well  organized  prenatal  and 
obstetrical  service  made  available  to 
every  mother.  In  this  the  Federal 
Government  and  the  states  must  coop- 
erate with  the  local  health  authorities 
and  voluntary  organizations. 

Variability  of  Infant  Mortality 

The  most  outstanding  feature  of  in- 
fant mortality  is  its  variability.  It 
exhibits  marked  geographical,  social, 
racial  and  seasonal  fluctuations.     The 
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infant  mortality  rate  not  only  differs 
markedly  throughout  the  same  coun- 
try, but  in  neighboring  cities  and  even 
adjacent  wards  of  the  same  city. 
From  month  to  month  it  shows  inter- 
esting variations,  and  year  after  year 
may  exhibit  changes  which  are  difficult 
to  explain. 

To  gain  any  fair  estimate  of  the 
trend  of  infant  mortality,  then,  we 
must  study  it  under  varying  conditions 
over  a  series  of  years.  The  factors  en- 
tering into  it  are  so  complex  and  in- 
terdependent that  no  one  formula  can 
be  applied  for  its  complete  solution. 
Each  factor  must  be  separately  weighed 
and  its  proper  relation  to  others  deter- 
mined. From  such  study  intensive 
methods  may  be  evolved  to  reduce  the 
mortality  factor  by  factor  until  the 
lowest  possible  denominator  is  reached. 
At  the  same  time  we  should  never  lose 
sight  of  the  fact  that  infant  hygiene  is 
an  integral  part  of  preventive  medi- 
cine. General  public  health  measures 
may  have  considerable  bearing  upon 
the  reduction  of  infant  mortality. 

Direct  Causes  of  Infant  Mortality 

In  considering  the  fundamental  fac- 
tors in  infant  mortality  it  will  be  con- 
venient to  think  of  them  as  both  direct 
and  contributing.  In  this  brief  sum- 
mary it  will  not  be  possible  to  go  into 
a  statistical  study  of  these  factors  to 
show  their  exact  or  relative  importance. 
They  will,  therefore,  be  given  in  a 
broad  classification  only. 

The  direct  causes  of  infant  mortality 
may  be  grouped  as  follows : 

Prenatal,  Natal,  and  Neonatal. 

Congenital  defects.     Malformations. 
Congenital  diseases  (infectious   diseases 

acquired    from    the    mother,    syphilis 

being  the  most  important). 
Prematurity    (often   due   to   congenital 

syphilis). 
Indefinite   causes   listed   as    "atrophy," 

"congenital    debility,"     "marasmus" 


and   "inanition,"   very   often   due   to 
syphilis. 

Atelectasis,  Asphyxia  ("cyanosis"). 

Diseases  of  tbe  mother.  Diseases  of  the 
heart,  kidneys  or  lungs;  the  acute  in- 
fectious diseases.  Alcoholism,  lead 
poisoning  and  malaria.  The  toxaemias 
of  pregnancy  resulting  in  eclampsia  may 
cause  premature  death  of  the  foetus. 

Injuries  at  birth. 
Gastro-Intestinal  Diseases. 

Diarrhoea  and  enteritis. 

Diseases  of  the  stomach. 

Dysentery. 

"Convulsions"  are  often  one  of  the 
symptoms  of  gastro-intestinal  dis- 
turbance. Thej'^  may  also  be  due  to 
head  injuries  at  birth.  In  the  latter 
months  of  infancy  convulsions  may 
suggest  a  tuberculous  meningitis.  Con- 
vulsions may  also  usher  in  one  of  the 
acute  infectious  diseases  of  infancy  and 
childhood. 
Respiratory  Diseases. 

Pneumonia,  broncho-  or  lobar. 

Bronchitis. 

These  may  be  primary,  but  are  fre- 
quently secondary  to  the  acute  infec- 
tious diseases   as   measles,  whooping- 
cough,  influenza,  etc. 
Infectious  Diseases. 

Syphilis  (usually  congenital). 

Tuberculosis,  generahzed  or  tuberculous 
meniugitis,  usually  acquired  in  the 
home  environment;  sometimes  from 
tuberculous  cow's  milk. 

Whooping-cough.  Serious  in  early  in- 
fancy with  unfavorable  sequelae. 

Measles.  Serious  in  infancy.  Highest 
death  rate  from  measles  occurs  in  sec- 
ond year  of  life. 

Influenza.  During  epidemics  may  be  an 
important  cause  of  death. 

Scarlet  fever  (rarely  a  cause  of  death  in 
infancy). 

Diphtheria.  High  immunity  in  early 
infancy. 

The  prenatal  and  neonatal  factors 
bulk  largest  in  our  present  infant  mor- 
talities. The  problems  of  ante-natal 
and  neonatal  pathology  are  beset  with 
many  difficulties,  but  an  excellent  be- 
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giniiiiiU  in  their  solution  has  been  made 
by  Balhuityne  and  his  co-workers.  It 
is  of  great  importance  to  realize  that 
the  welfare  of  the  mother  has  both  a 
direct  and  an  indirect  bearing  upon  the 
health  of  her  unborn  child.  Prenatal 
care  is  synonymous  with  maternity 
welfare.  The  nutrition  of  the  mother 
is  reflected  in  the  nutrition  and  growth 
of  the  foetus.  The  quality  of  the  food 
even  more  than  its  quantity  has  been 
shown  to  have  a  marked  influence  on 
the  unborn  infant.  Infectious  diseases, 
notably  s\']ihilis,  have  a  prejudicial  ef- 
fect upon  the  foetus. 

The  employment  of  the  mother  in 
the  latter  months  of  pregnancy  in  in- 
dustry which  calls  for  considerable  ex- 
ertion affects  unfavorably  the  out- 
come for  the  child.  Hence,  steps  have 
been  taken  in  most  of  the  European 
countries  to  throw  about  pregnant 
women  in  industry  certain  safeguards 
and  to  make  provisions  for  them  both 
before  and  after  confinement.  The 
tendency  in  those  countries  has  been  to 
extend  maternity  benefits  in  medical 
and  nursing  service  and  to  make  more 
ample  provisions  for  the  mother  during 
the  time  she  is  out  of  work. 

Condition  of  the  Mother  and 
Prenatal  Care 

The  nationality  of  the  mother,  her 
age,  the  number  of  her  previous  preg- 
nancies, her  social  and  economic 
status — all  have  more  or  less  of  a  bear- 
ing upon  the  outcome  of  her  pregnancy 
and  tlie  welfare  of  hor  baby.  Illegiti- 
macy has  a  decided  influence  upon  the 
infant  mortality,  the  rate  being  about 
twice  as  high  as  that  for  legitimate 
babies.  The  underlying  causes  of  con- 
genital defects  and  malformations  are 
but  little  understood.  These,  however, 
form  a  small  proportion  of  the  deaths 
from  prenatal  causes.  Over-work  and 
exhaustion  or  injury  to  the  mother,  ap- 
pear in  a  certain  number  of  cases  to 


have  brought  on  premature  births  and 
miscarriages.  We  are  much  in  the 
dark  as  to  the  cause  of  many  of  the 
stillbirths.  It  is  known  that  syphilis  is 
the  most  prolific  cause,  and  that  over- 
work and  strain  are  often  contributing 
factors. 

Summing  up  our  present  knowledge 
as  it  bears  upon  the  prevention  of  ante- 
natal mortality,  it  is  fair  to  assume 
that  between  40  and  50  per  cent  of  the 
early  deaths  can  be  prevented  by  in- 
tensive prenatal  care.  Other  factors 
will  undoubtedly  yield  to  treatment  as 
our  investigations  become  more  exact. 
The  intensive  and  thorough  treatment 
of  syphilis  in  pregnant  women  bids  fair 
to  reduce  considerably  the  number  of 
ante-natal  deaths  and  to  affect  favora- 
bly the  infant  mortality  rate  among 
those  who  survive. 

Bungling  Obstetrics 

The  number  of  infants  who  perish  at 
the  time  of  }:)irth  or  shortly  thereafter, 
reflects  seriously  upon  the  present  state 
of  our  midwifery.  Too  little  attention 
is  still  given  by  our  physicians  and  mid- 
wives  to  that  prenatal  care  which  as- 
sures a  safe  and  happy  outcome  to 
pregnancy.  The  science  of  obstetrics 
has  risen  to  almost  an  exact  science 
compara})le  to  that  of  mechanics,  but 
its  practice  as  carried  on  by  the  ordi- 
nary practitioner  of  medicine  and  the 
ignorant  midwife  is  far  from  ideal.  If 
the  true  causes  of  death  of  new-born 
infants  were  recorded  on  the  death  cer- 
tificates it  is  probable  that  a  high  per- 
centage of  them  could  be  traced  to 
either  lack  of  suitable  prenatal  care  or 
to  bungling  obstetrics,  or  to  both. 
The  high  maternal  mortality  rate  in 
this  country  indicates  that  the  mothers 
do  not  even  receive  all  the  care  which 
our  knowledge  prompts.  Are  not  the 
pages  of  Semmelweis  and  Holmes,  of 
Pasteur  and  Lister  open  before  us? 
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Birth  Control 

While  we  face  the  appalling  loss  of 
life  in  utero  or  shortly  after  birth,  we 
are  •  confronted  with  another  social 
malady  which  insidiously  invites  erotic 
stimulation  but  refuses  to  bear  the 
responsibility,  which  should  normally 
follow,  of  rearing  offspring.  Studies  on 
depopulation  in  various  countries  have 
forced  the  conclusion  that  the  decline 
in  the  birth  rate,  while  having  social 
and  economic  roots,  is  still  largely  due 
to  voluntary  limitation  of  the  offspring 
either  by  means  of  contraceptive  meas- 
ures or  abortion,  if  conception  has  "ac- 
cidentally" taken  place.  Throughout 
the  civilized  world  there  is  an  ever 
widening  propaganda  for  so-called 
"birth  control"  or  "voluntary  parent- 
hood." Special  periodicals  are  de- 
voted to  its  cult  and  sold  on  the  streets 
of  our  metropolitan  centers.  The 
movement  has  gained  momentum  in 
France,  Holland  and  New  Zealand  and 
has  spread  in  England  and  the  United 
States. 

Thus  far  the  contraceptive  methods 
advised  have  been  practised  largely  by 
the  upper  social  classes  and  those  in 
good  economic  circumstances.  Those 
most  able  to  bear  children  and  to  meet 
the  expense  of  their  upbringing  have 
been  the  very  ones  to  shirk  the  respon- 
sibility while  those  for  whom  "birth 
control"  is  claimed  to  be  a  great  boon 
still  continue  to  "breed  like  rabbits." 
It  is  questionable,  even  if  "birth  con- 
trol" should  accomplish  all  that  its 
devotees  claim, whether  any  considera- 
ble proportion  of  the  population  would 
take  all  the  necessary  precautions  un- 
der the  urge  of  the  "race  preservation 
instinct."  There  is  no  question  at  the 
present  time  that  the  native  American 
stocks  are  rapidly  dying  out  as  a  re- 
sult of  their  declining  fertility  and  are 
being  replaced  by  races  or  mixtures  of 
races  which  do  not  refuse  to  bear  chil- 


dren. Take,  for  instance,  the  rise  of  the 
Russian  and  Polish  Jews  on  the  Atlantic 
coast  and  the  Japanese  and  Italians  on 
the  Pacific  slope. 

The  Declining  Birth  Rate 

It  is  instructive  here  to  recall  that 
the  declining  birth  rate  in  France  gave 
alarm  as  early  as  1870  and  led  to  a 
thorough  study  of  the  causes  of  infant 
mortality  and  their  prevention.  The 
intensive  methods  employed  in  France 
for  child  hygiene  give  her  the  distinc- 
tion of  being  the  pioneer  in  modern 
maternity  and  infant  welfare.  Des- 
spite  this,  France  today  faces  an  even 
more  serious  situation  than  she  did  af- 
ter the  Franco-Prussian  War  as  the 
undercurrents  of  "birth  control"  have 
formed  eddies  in  a  number  of  cen- 
ters which  prevent  that  healthy  re- 
cuperation assured  by  a  substantial 
increase  of  births.  Germany  also  real- 
ized that  motherhood  should  be  pro- 
tected and  births  encouraged.  Before 
the  War,  Germany  had  set  up  well  con- 
ceived measures  for  the  protection  of 
maternity  and  infancy.  Special  at- 
tention was  given  to  maternity  bene- 
fits. Every  effort  was  made  to  keep 
babies  with  their  mothers,  and  nursing 
benefits  were  supplied. 

In  England  is  witnessed  the  in- 
teresting phenomenon  of  a  gradually 
increasing  birth  rate  wnth  an  infant 
mortality  rate  which  continues  to  fall, 
reaching  the  low  figure  of  80  in  1920. 
While  it  cannot  be  shown  that  there  is 
an  invariable  relation  between  the 
birth  rate  and  infant  mortality,  it  is 
within  bounds  to  say  that  no  country 
with  a  declining  birth  rate  can  ulti- 
mately maintain  itself  unless  definite 
steps  are  taken  to  reduce  the  infant 
mortality  to  its  lowest  limits.  It  is 
even  then  questionable  whether  the 
"stranger  within  the  gates,"  who  has 
carried   out   the   Biblical   mandate   to 
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"be  fruitful   and  multiply,"  will  not 
eventually  possess  the  land. 

Complexity  of  Contributing 
Factors 

The  direct  causes  of  infant  mortality 
have  already  been  listed.  They  may 
be  followed  in  detail  by  considting 
some  of  the  books  given  as  references 
at  the  end  of  this  brief  discussion. 
The  principal  causes,  while  acting  as 
guides  to  our  knowledge  of  infant  mor- 
tality, do  not  carry  us  very  far  into  the 
contributing  factors.  To  gain  some 
idea  of  the  complexity  and  diversity  of 
these  contributing  causes  the  most  im- 
portant of  them  are  here  given,  al- 
though no  attempt  is  made  to  assign 
their  relative  importance  or  mutual 
relationship : 

Contributing  Factors  Influencing 
Infant  Mortality 

Character  of  the  Population. 

Racial  stamina  and  resistance. 

Habits  and  customs. 

General  intelligence. 

Age  distribution. 

Homogeneity. 

Diversity  of  language. 

Industrial  welfare. 

Stability  of  residence. 
Meteorological. 

Variations  in  temperature. 

Relative  humidity. 

Prevailing  winds.     Dust  storms. 

Sunshine  or  fogs. 
Births. 

Marked  increase  or  decrease  in  birth  rate. 

Changes  in  completeness  of  birth  noti- 
fication and  registration. 

Relative  number  of  first  born  in  any  one 
year. 

Proportion  of  male  to  female. 

Proportion  of  legitimate  to  illegitimate 
births. 

Number  of  stillbirths. 

Attendants  at  birth. 

Nationality. 

Manners  and  customs. 
Prevalence  of  breast  feeding. 


Immunity  to  certain  diseases. 
Adaptability  to  new  environment. 
White  vs.  Negro  death  rates. 

Condition  of  the  Motlier. 
Poverty  and  bad  social  life. 
Shiftlessness  and  ignorance. 
Industrial  employment. 
Age  at  marriage. 
Frequency  of  pregnancies. 
Urban  or  rural  life. 
Malnutrition. 
Exhausting  diseases 

(Tuberculosis  and  syphilis). 
Alcoholism. 
Industrial  poisonings. 

Standards  of  Public  Health. 

Milk  and  water  supplies. 

Domestic  and  municipal  sanitation. 

Character    of    prenatal    and     obstetric 
care. 

Housing  conditions. 

Training  of  physicians  and  nurses  in  in- 
fant welfare. 

Organization  of  infant  welfare. 

Methods  of  infant  feeding. 

(Proportion  of  breast  feeding.) 

Provisions  for  treatment  of  syphilis  and 
tuberculosis. 

Prevalence  of  vaccination. 

Supervision  of  midwives. 

Organization  for  handling  epidemics. 

Social  and  Economic  Conditions.     Wars  and 
Their  Aftermath. 
Unemployment. 
Food  shortage. 

Summary 

So  many  factors  are  seen  to  con- 
tribute to  the  mortalities  of  infancy 
that  no  general  statement  can  be  given 
to  cover  the  whole  subject.  The  most 
logical  way  to  attack  the  problems 
which  arise  in  connection  with  infant 
mortality  is  to  study  each  factor  thor- 
oughly and  apply  intensively  to  each 
the  medical,  social  and  economic  re- 
sources at  our  command.  This  method 
has  resulted  in  a  marked  reduction  of 
infant  deaths  from  the  gastro-intesti- 
nal  diseases;  it  has  made  inroads  upon 
the  respiratory  diseases  and  some  of 
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the  acute  infections.  It  remains  to  be 
extended  to  prenatal,  natal  and  neo- 
natal causes  of  death  and  to  the  final 
conquest  of  syphilis  and  tuberculosis. 
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Community  Measures  to  Conserve  Child  Life 

By  Ellen  C.  Potter,  M.D. 

Director,  Children's  Bureau,  Department  of  Public  Welfare,  Pennsylvania 


IT  i.s  by  "painful  steps  and  slow" 
that  organized  society  has  found  its 
way  to  even  the  present  inadequate 
sense  of  social  responsibility. 

Tremendous  social  upheavals,  threat- 
ening the  very  foundations  of  society 
itself,  have,  as  a  rule,  been  the 
compelling  forces  which  have  marked 


forward  steps.  Stated  otherwise,  so- 
ciety has  advanced  in  the  handling  of 
the  problems  of  special  groups  or  has 
elevated  the  required  standards  of  wel- 
fare for  such  groups  only  in  response  to 
a  selfish  impulse  for  self-preservation. 
With  a  certain  amount  of  complai- 
sance, modern  society  has  come  to  look 
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upon  itself  as  progressinj?  more  rapidly 
along  lines  of  social  welfare  than  was 
the  case  with  earlier  generations,  point- 
ing with  pride  to  the  rai)i(l  advance- 
made  along  child  welfare  lines  as 
evidence  of  the  fact. 

It  is  undoubtedly  true  that  within 
the  last  ten  years  remarkable  strides 
have  been  made,  looking  to  the  physi- 
cal and  mental  health  and  social  well 
being  of  the  child,  but  society  did  not 
evolve  out  of  its  inner  consciousness  a 
purely  altruistic  motive  which  carried 
it  forward — the  catastrophy  of  the 
World  War  furnished  the  spur  to  this 
rapid  progress.  The  conservation  of 
the  race  and  civilized  society  demanded 
that  the  child  be  safeguarded,  and  so- 
ciety, once  more  in  response  to  selfish 
interest,  moved  forward. 

In  safeguarding  child  life  and  health, 
adult  society  also  serves  its  own  inter- 
ests; whatever  measures  are  taken  by 
the  community  to  conserve  the  life  of 
the  child  react  to  improve  living  condi- 
tions for  the  whole  community.  Child 
welfare,  in  all  its  implications,  con- 
ceived as  anything  less  than  a  move- 
ment which  benefits  society  as  a  whole 
fails  of  full  realization.  But,  human 
beings  are  so  constituted  that  they  pre- 
fer to  believe  that  they  are  actuated  by 
unselfish  motives.  While  an  appeal 
made  to  a  community  today  to  safe- 
guard the  child  is  sure  of  instant  re- 
sponse, the  community  is  conscious 
only  of  an  unselfish  motive  in  this  re- 
sponse. On  that  as  a  foundation  can 
be  built  up  the  structure  of  public  wel- 
fare which  shall  be  all  inclusive. 

The  Original  Method  of  Approach 
TO  Child  Conservation 

If  we  look  back  over  the  early  years 
in  which  work  for  children  was  first 
undertaken  we  find  that  the  mode  of 
approach  was  through  the  child  al- 
ready handicapped.  The  child  was 
sick,    crippled,    orphaned,    defective, 


hungry,  neglected;  and  to  relieve  these  " 
conditions  there  were  established  hos- 
pitals, dispensaries,  orphan  asylums, 
"milk  and  ice  funds,"  as  well  as  other 
relief  funds  and  agencies.  No  one 
could  resist  the  appeal  of  the  suffering 
child. 

The  poor  l)oards  and  the  poor  farm 
provided  the  chief  relief  to  be  offered 
by  the  county  and  town,  while  the 
other  phases  of  child  conservation 
work  were  made  available  by  volunteer 
agencies. 

The   Modern   Approach   to    Child 
Conservation 

The  modern  approach  to  child  con- 
servation, whether  along  lines  of  health 
or  social  betterment,  is  along  lines  of 
prevention;  the  aim  shifts  from  the  re- 
lief of  suffering  and  of  handicaps  of 
one  sort  or  another  from  which  surviv- 
ing children  may  suffer,  to  the  actual 
conserving  of  life  itself  to  thousands  of 
children,  who  under  the  old  order 
would  have  died;  and  the  insuring 
to  all  children  of  physical  and  mental 
health  together  with  full  opportunity 
for  development  and  success. 

Volunteer  agencies  have  as  always 
demonstrated  methods  and  have  out- 
lined policies  to  be  pursued  in  this 
vitally  important  field,  but  organized 
society,  as  represented  by  government, 
whether  borough,  town,  state  or  nation- 
al, has  as  yet  assumed  but  a  very  small 
part  of  the  program  as  its  responsibil- 
ity; or  if  assumed,  the  activities  are 
performed  only  in  a  perfunctory  way. 
Much  education  of  officials  and  of  the 
public  is  necessary  before  certain  of 
these  activities  will  be  taken  over  as  an 
integral  part  of  government;  iJ.,  be- 
fore the  community  and  school  nurse, 
for  example,  shall  be  looked  upon  as 
quite  as  essential  to  proper  administra- 
tion of  towTi  or  county  affairs  as  the 
policeman  or  tax  collector,  the  sheriff 
or  the  district  attorney. 


18 


The  Annals  of  the  American  Academy 


Our  Purpose  Defined 

We  shall  attcm])t  in  this  discussion  to 
limit  ourselves  to  a  consideration  of 
community  measures  which  are  essen- 
tial to  the  conservation  of  child  life  and 
we  shall  attemjit  to  indicate  a  practical 
method  of  api>roach  to  their  realization. 

y\e  interpret  "the  conservation  of 
child  life"  to  mean  not  only  the  mini- 
mizing of  infant  mortality  but  the 
assurance  to  all  young  life  in  the  com- 
munity of  health,  both  mental  and 
physical,  liappiness  and  an  opportu- 
nity for  full  development  and  success. 

Three  Phases  in  Development  of 
CoMiviL-NiTY  Measures 

The  problem  which  is  presented, 
divides  itself  into  three  phases:  First, 
the  formulation  of  an  adequate  program 
of  community  measures  for  the  conser- 
vation of  child  life;  second,  the  organi- 
zation of  existing  agencies  in  the  com- 
munity for  the  promotion  of  this 
program;  third,  the  education  of  the 
community  to  the  realization  that  the 
entire  program  is  the  direct  responsi- 
bihty  of  organized  government,  and" 
that  it  is  their  responsibility  as  citizens 
to  transfer  the  sui)port  of  the  program 
to  the  official  budget  to  be  provided  for 
out  of  the  tax  rates,  whether  national, 
state  or  local,  leaving  to  private  agen- 
cies, the  pioneer  field  of  experimenta- 
tion and  path-finding  to  even  more 
efficient  service. 

The  "Community"  Defined 

Before  outlining  community  measures 
which  are  essential  if  child  life  is  to  be 
conserved,  we  must  determine  what 
shall  'constitute  our  community.  It 
should  be  of  such  size  as  to  afford  the 
probability  of  securing  leadership 
from  among  its  people;  it  should  con- 
tain within  its  borders  sufficient  wealth 
to  make  it  probable  \  that  adequate 
funds  will  be  available  to  carry  on  a 


worthy  program,  whether  as  a  volun- 
teer enterprise  or  a  project  supported 
out  of  the  taxes;  existing  conditions, 
whether  they  be  geographical,  political, 
or  economic  should  not  be  such  as  to 
make  harmonious  cooperation  impos- 
sible. 

For  Pennsylvania,  at  least,  the 
county,  with  its  political,  educational, 
health  and  judicial  organizations  al- 
ready functioning  on  that  basis  and 
correlated  with  the  state  as  a  supervis- 
ing and  standardizing  agency,  affords 
the  ideal  unit  for  community  organiza- 
tion for  child  conservation.  Within 
the  county,  cities,  boroughs  and  town- 
ships are  to  be  considered  as  working 
units,  capable  of  conducting  certain 
phases  of  the  work  independently,  as 
for  example  the  well  baby  clinic,  but 
for  other  phases  dependent  upon  and 
cooperating  with  the  other  units 
within  the  county;  a  motor  dental  unit 
or  a  maternity  hospital  service  being  an 
illustration  in  point. 

What   Shall   Constitute   an   Ade- 
quate Program.'* 

We  have  stated  as  our  general  propo- 
sition that  the  modern  approach  to  the 
whole  subject  must  be  by  way  of  pre- 
vention. We  are  at  present  traveling 
a  vicious  circle  of  ignorance  as  to  the 
simple  laws  of  health  on  the  part  of  the 
adult  and  child,  of  the  rich  and  poor,  of 
the  educated  and  uneducated,  so  that 
we  may  make  our  attack  at  any  point 
of  the  circle  and  ultimately  travel  the 
whole  circumference  before  our  task  is 
completed. 

Let  us,  then,  lay  out  our  program  in 
logical  sequence  from  the  prenatal 
period,  recognizing  as  we  do  so  that  at 
that  point  in  our  circle  we  still  have 
before  us  the  problem  of  training  men 
and  women  in  fundamentals  of  racial 
health  and  worthy  parenthood,  which 
alone  can  insure  health  and  full  oppor- 
tunity for  development  to  the  child. 
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In  brief,  our  program  may  be  stated  to 
be  that  laid  down  in  the  Minimum 
Standards  for  Child  Welfare,  adopted 
by  the  Washington  and  regional  confer- 
ences on  child  welfare  in  1919.^ 

In  the  space  allotted  it  is  not  possible 
to  do  more  than  touch  upon  the  high 
spots  indicated  in  that  report,  but  for 
the  purpose  of  developing  our  idea  of 
community  organization  especial  refer- 
ence must  be  made  to  the  standards  as 
they  relate  to  the  mother  and  her 
young  child. 

For  the  Mother  and  Young  Child 

No  community,  large  or  small,  may 
consider  that  it  has  laid  adequate 
foundations  for  the  conservation  of 
child  life,  if  it  has  not  made  provision 
for  a  prenatal  service  for  pregnant 
woman;  infant  consultation  service  to 
"Keep  the  Well  Child  Well";  and  pre- 
school clinics  for  the  purpose  of  estab- 
lishing such  vigorous  health  in  the 
young  child  that  he  shall  enter  upon 
his  school  career  unhampered  by 
physical  defects  and  faulty  health 
habits. 

Coincident  with  these  provisions, 
there  should  be  available  maternity 
wards  in  general  hospitals  or  special 
maternity  homes  or  hospitals  within 
reach  of  even  the  more  remote  parts  of 
the  community,  in  order  to  insure 
safety  to  mother  and  child  at  the  time 
of  delivery.  Maternity  wards  and 
hospitals,  however,  do  not  insure  safety 
unless  conducted  by  skilled  obstetri- 
cians and  obstetrical  nurses;  this  ne- 
cessity at  once  brings  us  face  to  face 
with  the  problem  of  standards  of  med- 
ical and  nursing  education  and  hos- 
pital administration.  Obviously  such 
standards  can  be  set  up  only  by 
state  or  national  authority  and  we  are 
forced  to  the  conclusion,  thus  early, 
that  our  "community,"  to  handle  the 

^  Children's  Bureau   publication.    Conference 
Series.  No.  2,  No.  62. 


child  conservation  problem  effectively, 
must  be  conceived  as  something  larger 
than  the  J)orough  or  town  or  county. 
County  organization,  efficient  as  it  may 
be,  cannot  function  properly  unless 
supported  by  adequate  standards  on 
the  part  of  the  state  departments  of 
health,  education,  welfare,  labor  and 
the  judicial  system.  Moreover,  these 
standards  must  be  more  than  paper 
standards  and  must  be  interpreted  to 
the  local  communities  by  responsible 
state  officials. 

The  field  of  service  to  the  young 
child  and  his  mother  is  not  covered 
without  the  day  nursery,  the  "toddlers 
playground"  and  the  playground  with 
its  athletic  field  and  community  center 
for  the  use  of  the  entire  family.  Until 
economic  conditions  are  adjusted  so 
that  the  mother  is  not  called  upon  to 
work  outside  of  her  home,  the  day 
nursery  must  be  looked  upon  as  an 
essential  factor  in  the  conservation  of 
the  life  of  the  child,  and  the  play- 
ground must  provide  the  field  for  the 
development  of  character  and  a  whole- 
some outlet  for  the  child's  energies. 

For  General  Community  Sanitation 

Before  concerning  ourselves  further 
with  the  community  measures  which 
must  be  outlined  for  the  conservation  of 
the  life  of  the  child  of  school  age,  let  us 
consider  those  measures  which  are 
fundamental  to  life  conservation  of  all 
ages,  but  which  are  especially  needed 
by  the  infant  and  the  young  child  who 
is  susceptible  to  all  environmental 
conditions. 

General  community  sanitation  is  an 
absolute  prerequisite  to  any  adequate 
program  of  child  conservation.  With- 
out this,  dabbling  in  "Well  Baby 
Clinics,"  "Health  Centers,"  and  "Fly 
Campaigns,"  is  but  palliating  symp- 
toms, while  many  of  the  underlying 
causes  of  infant  mortality  and  physical 
handicap     remain.     The     community 
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must  insure  to  itself,  for  the  sake  of  tlie 
child,  pure  water;  adequate  sewage 
disposal;  clean  streets  (these  presup- 
pose a  proper  street  surface);  proper 
housing;  proper  garbage  collection  and 
disposal;  the  elimination  of  nuisances 
of  all  sorts,  especially  of  fly  breeding 
spots;  such  adequate  regulation  and 
ins{)ec-tion  as  will  insure  a  pure  food 
and  milk  supply.  In  addition,  there 
must  be  the  enforcement  of  such  quar- 
antine regulations  that  the  danger  of 
spread  of  contagious  disease  shall  be 
reduced  to  a  minimum. 

To  insure  these  community  meas- 
ures the  machinery  is  already  in  exist- 
ence. The  local  and  state  health  offi- 
cer, board  of  health,  department  of 
health,  department  of  public  safety, 
department  of  public  works,  or  what- 
ever designations  may  be  given  the 
special  agencies  involved,  are  ready  to 
function  provided  the  citizens  so  direct. 
If  they  do  not  function  it  is  the  wish  of 
the  community  that  this  should  be  so, 
for  has  not  the  community,  in  the  use 
it  has  made  of  its  citizenship,  placed 
men  and  women  in  office  to  represent 
it  and  to  act  for  it  in  these  matters.'' 

For  the  School  Child 

No  more  important  agency  exists  for 
the  conservation  of  child  life  than  is  to 
be  found  in  the  public  school  system; 
and  yet  up  to  this  time  this  opportunity 
for  this  special  service  has  been  very 
largely  neglected.  For  a  period  of 
five  hours  a  day  over  several  months  of 
the  year,  for  at  least  eight  years  in  the 
case  of  the  vast  majority  of  children, 
in  the  most  plastic  period  in  the  life  of 
the  child,  he  is  in  compulsory  attend- 
ance upon  the  school.  Adequate 
courses  in  the  public  schools  in  general 
health  education  and  physical  train- 
ing will  go  far  to  j>rotect  the  life  and 
health  of  the  individual  child,  and 
courses  in  home  economics  will  lay  the 
future  foundation  for  intelligent  home 


making,  which  is  the  only  basis  on 
which  child  welfare  can  be  made  secure. 
The  public  school  system  offers  an  un- 
paralleled opportunity  for  at  least  an 
annual  stock  taking  of  the  physical 
health  of  the  children  of  the  commu- 
nity, for  the  correction  of  defects  and  the 
control  of  contagious  disease  through 
an  adequate  system  of  school  medical, 
or  let  us  say,  school  health  inspection 
and  follow-up. 

The  special  class  for  the  mentally 
defective  in  the  local  school  should  be 
linked  up  with  suitable  state  provision 
for  the  careful  training  of  these  same 
children  during  the  adolescent  period, 
followed  by  probation  for  those  who 
may  safely  be  at  large  and  permanent 
institutional  care  for  others,  especially 
the  woman  of  child-bearing  age.  This 
provision  is  essential  if  the  propaga- 
tion of  defective  stock  is  to  be  mini- 
mized and  if  unskilled  and  irrespon- 
sible parental  care,  a  factor  playing  a 
large  part  in  infant  mortality,  is  to  be 
eliminated. 

Vocational  guidance  is  a  necessary 
part  of  the  service  to  be  rendered  by 
the  school  system  if  the  child  is  to  be 
given  his  full  opportunity.  His  men- 
tal and  physical  health  depend  upon 
the  nicety  of  adjustment  made  by  him 
to  his  environment. 

For  the  Child  in  Gainful 
Occupations 

A  community  program  for  the  con- 
servation of  child  life  must  include 
such  regulations  and  their  enforcement 
as  shall  prevent  the  employment  of  the 
child  before  the  fourteenth,  preferably 
before  the  sixteenth  year.  When  he  is 
so  employed  the  work  must  be  such  as 
is  adjusted  to  his  physical  and  mental 
capacities  and  should  be  done  only 
under  proper  sanitary  and  moral 
conditions. 

Such  a  program  calls  for  continua- 
tion schools,  probation  officers,  factory 
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inspectors  and  health  examiners. 
The  latter  may  well  be  attached  to  the 
public  school  health  inspection  system. 
Free  dispensary  or  hospital  service 
should  be  provided  for  the  correction  of 
defects  of  eye,  ear,  nose,  throat  and 
teeth,  which  service  is  also  essential 
to  the  success  of  school  health  inspec- 
tion, and  to  work  for  the  pre-school 
child. 

For  Dependent,  Neglected,  Delin- 
quent OR  Defective  Children 

All  the  measures  previously  out- 
lined for  the  normal  child  (if  he  may 
be  so  defined)  must  hold  with  even 
greater  force  for  this  group  of  children, 
plus  the  added  provision  for  child  plac- 
ing and  supervision,  including  some 
form  of  mothers'  assistance.  There  is 
no  room  in  any  modern  program  for 
orphan  asylums  but  for  the  defective 
child,  institutional  care  may  be  essen- 
tial. 

The  juvenile  court  is  an  absolutely 
necessary  factor  in  the  handling  of 
many  problems  presented  by  this 
group  and  must  be  included  with  its 
probations  officers  and  social  workers. 

For  All  Children 

Mental  and  physical  health  depends 
very  largely  upon  wholesome  recrea- 
tional opportunities  offered  the  growing 
child  and  the  adolescent.  The  super- 
vised playground  and  community  cen- 
ter have  already  been  noted.  There 
must,  however,  be  regulation  and 
supervision  of  commercialized  recrea- 
tion. Proper  illumination  of  parks, 
plaj^grounds  and  highways,  and  ade- 
quate patrolling,  by  both  men  and 
women  officers,  are  essential  to  com- 
munity morale  and  the  safety  of 
children.  Such  provisions  will  go  far 
to  eliminate  the  "red  light  district," 
prostitution  and  venereal  disease,  the 
great  scourge  of  infant  life  and  health. 

It  is  superfluous,  perhaps,  to  state 


that  good  roads  and  transportation 
facilities  are  essential  if  child  conserva- 
tion measures  are  to  be  made  effective. 
Without  these  facilities  it  is  impossible 
for  health,  education  or  other  welfare 
activities  to  reach  beyond  the  more 
densely  populated  centers  in  any  county , 
for  many  months  during  the  year. 
They  must  therefore  be  included  as  an 
integral  part  of  our  program. 

This  skeleton  of  the  community  pro- 
gram, which  has  not  touched  at  all 
certain  great  economic  prol)lems  which 
society  must  ultimately  adjust,  will,  to 
the  specialist  in  the  several  lines,  seem 
very  meager;  it  is  intended  to  be 
merely  suggestive  and  to  afford  a 
"bird's  eye  view"  of  the  broad  scope  of 
the  field  to  be  covered.  It  is  only  by  a 
vision  of  the  whole  problem  and  the 
great  need  that  we  may  expect  to  cap- 
ture the  imagination  of  our  "commu- 
nity" and  translate  its  good  intentions 
into  actual  service. 

How    Is    Such    a   Program   to    Be 
Initiated? 

Nora  Milnes  says  in  her  discussion  of 
child  welfare,^  "The  problems  of  the 
child  are  never  the  beginning;  they 
are  but  the  end  of  other  social  problems . ' ' 
This  is  true,  but,  it  is  equally  true  that 
the  way  to  the  solution  of  these  "other 
social  problems"  is  through  the  child; 
the  community  can  be  led  to  remedy 
conditions  and  to  plan  well  for  the 
future  when  it  is  once  thoroughly 
alive  to  the  fact  that  the  welfare  of  the 
child  is  jeopardized  by  its  negligence. 

In  every  community  there  are  always 
a  few  men  and  women  who  recognize 
the  need  for  improved  conditions,  and 
who  believe  that  it  is  possible  to 
coordinate  community  activities  for 
the  sake  of  the  child;  but  their  knowl- 
edge of  the  difficulties  to  be  overcome 
in  the  community,  not  the  least  of 
which  is  apathy,  is  sufficiently  deaden- 

2  Child  Welfare .    E .  P .  D  utton  Co . ,  New  York . 
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ing  to  prevent  the  initiation  of  effort 
on  their  part.  It  is,  therefore,  essen- 
tial that  the  spark  which  is  to  stimu- 
late the  movement  for  organization 
should  be  introduced  from  without  the 
confines  of  the  "local  conunimity." 
Only  by  frequent  contact  with  the 
individual  who  has  first  hand  knowl- 
edge of  difficulties  overcome  under 
similar  conditions  can  the  spirit  of 
optimism,  which  is  essential  to  contin- 
ued effort,  be  sustained  among  the 
local  leaders  and  workers. 

The  ideal  approach  to  organization 
in  the  local  community  for  the  conser- 
vation of  child  life  is  through  the 
legally  constituted  children's  division 
of  the  department  of  health  or  depart- 
ment of  welfare,  of  the  state,  or  through 
the  separately  constituted  children's 
commission  or  board,  depending  upon 
the  type  of  state  organization.  This 
presupposes  that  these  state  depart- 
ments are  so  officered  that  real 
leadership  is  provided,  and  that  a  clear 
vision  of  the  problems  to  be  attacked 
and  the  methods  to  be  employed  in 
their  solution,  are  part  of  the  official 
equipment.  If,  on  the  other  hand,  the 
personnel  of  the  state  departments  is 
recruited  from  among  the  "politi- 
cally elect"  and  not  from  among  the 
temperamentally  fitted  and  technically 
trained,  little  hope  for  official  leadership 
from  this  source  can  be  entertained. 

The  alternative  then  presented  is 
the  initiative  and  leadership  provided 
by  the  great  national  organization 
concerned  with  child  welfare.  We 
are  about  to  witness  a  splendid  demon- 
.stration  of  this  sort  on  the  part  of  the 
National  (^hild  Health  Council,  at 
Mansfield,  Ohio,  which  should  provide 
us  with  convincing  data  as  to  method, 
etc.,  within  the  next  five  years. 

The  advantage  to  be  gained  through 
leadership  provided  by  the  state  as 
contrasted  with  that  provided  by  un- 
official organizations  lies  in  this,  that 


from  the  beginning  until  the  end 
(which  is  the  full  realization  of  the  pro- 
gram), the  movement  is  of  necessity 
recognized  as  an  expression  of  the  will 
of  all  the  people  through  their  duly 
appointed  or  elected  representatives. 
There  is,  therefore,  an  assurance  of 
permanence  and  official  recognition 
and  support,  which  is  not  assured  in 
the  voluntary  undertaking. 

Publicity 

The  key  to  an  aroused  community 
spirit  is  publicity.  Unless  individuals 
are  aware  of  the  need,  unless  they  are 
made  to  understand  that  there  are 
rational  measures  which  can  be  applied 
to  meet  the  need,  they  will  not  take 
action.  It  is,  therefore,  of  prime  im- 
portance that  publicity  for  the  child 
conservation  program  should  be  under- 
taken by  the  public  press  and  that  the 
leaders  who  are  responsible  for  the 
initiation  of  the  movement,  whether 
representatives  of  the  state  or  of  the 
volunteer  organization,  should  be  heard 
and  seen  in  the  communities  in  which 
action  is  to  be  taken.  Personal  con- 
tact is  essential. 

Too  much  emphasis  cannot  be  placed 
upon  the  fact  that  our  "peripheral 
contact"  with  our  communities, 
whether  it  be  from  our  state  headquar- 
ters or  our  national  organization,  must 
be  made  by  men  and  women  of  the 
highest  type,  if  our  undertaking  is  to  be 
successful.  It  is  the  sparsely  settled 
county,  it  is  the  remote  community 
which  is  in  need  of  leadership,  inspira- 
tion, stimulation;  it  is  the  children  of 
these  communities  who  are  in  dire 
straits;  to  help  them,  our  best  workers 
are  none  too  good.  Too  often  we 
have  failed  in  our  efforts  to  secure 
community  action  because  we  have 
sent  unins])ired  messengers  to  carry 
our  gospel  and  because  the  director  of 
the  enterprise  has  been  "saved"  for 
the  larger  cities. 
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Organization 

The  second  step  is  community 
organization.  This  imphes  a  search 
for  local  leadership  and  the  coordina- 
tion of  the  activities  of  agencies  already 
in  the  field,  not  the  creation  of  a  new 
organization.  It  implies,  ultimately, 
the  union  of  volunteer  agencies  with 
the  legally  constituted  government  and 
the  gradual  absorption  into  the  official 
budget,  of  the  support  of  the  child 
conservation  program.  In  order  to 
accomplish  this,  there  is  need  of  a 
group  of  community  organizers  within 
the  state  organization  or  volunteer 
agency,  who  shall  follow  up  the  pub- 
licity in  any  given  community  and 
develop  therein  a  working  unit  to 
promote  the  weKare  of  children. 
The  community  organizers  should  be 
accredited  and  responsible  to  the 
children's  division,  of  a  state  organiza- 
tion, or  should  be  part  of  the  field  force 
of  the  volunteer  agency. 

These  community  organizers,  with 
the  whole  program  in  mind,  should  aim 
to  set  up  an  organization  within  the 
county,  consisting  of:  a  county  chair- 
man; a  county  committee  of  not  less 
than  five  members;  a  county  council, 
composed  of  a  representative  from 
every  organization  functioning  on  a 
county  basis,  and  local  (city,  borough 
and  township)  sub-committees  respon- 
sible to  the  county  chairman — all 
officially  designated  as  representing  the 
state  governmental  unit  with  which 
they  are  connected;  in  Pennsylvania, 
the  State  Department  of  Health. 

Experience  seems  to  indicate  that  the 
county  chairman  of  such  an  organiza- 
tion may  well  be  a  woman.  Service 
for  children  makes  a  distinct  appeal 
to  women.  Social  welfare  phases  of 
government  are  those  particularly 
needing  the  qualities  possessed  by 
women,  and  work  done  by  them  in  a 
semi-official  capacity  in  this  type  of 
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county  organization,  will  be  of  invalu- 
able training  for  future  official  work 
and  will  at  the  same  time  make  an  im- 
mediate contribution  to  public  welfare. 

This  comprehensive  scheme  of  organ- 
ization cannot  be  completed  in  a  day  or 
a  year.  With  the  limited  funds  at  the 
command  of  either  state  or  volunteer 
agencies  it  is  obvious  that  the  .staff 
organizers  cannot  remain  for  extended 
periods  in  a  single  community  if  an 
effort  is  to  be  made  to  develop  the  idea 
on  a  state-wide  scale.  The  growth  of 
the  county  organization  (and  that  of 
its  subdivisions)  must  be  relatively 
slow  and  must  call  for  repeated  visits 
on  the  part  of  the  organizers  and  other 
members  of  the  headquarters  staff. 
The  growth  must  be  that  of  the  hardy 
perennial  variety  and  not  that  of  the 
mushroom  type. 

There  is  a  great  advantage  to  be 
gained  when  the  attempt  at  organiza- 
tion is  undertaken  on  a  state-wide 
scale.  The  American  temperament  is 
stimulated  by  "drives"  and  "days"  or 
"weeks"  to  mass  action  to  accomplish 
a  specific  purpose — whether  it  be  the 
collection  of  money,  the  promulgation 
of  an  idea,  such  as  "safety  first"  or 
' '  clean-up  weeks ' '  or  what  not .  Wlien 
"everybody's  doing  it"  it  is  infinitely 
easier  to  stimulate  individual  commu- 
nities to  the  undertaking  of  a  child  con- 
servation program.  Advantage  should 
be  taken  of  this  adjunct  to  a  successful 
organization  campaign. 

We  have  said  that  our  organization 
should  include  a  county  council,  com- 
posed of  representatives  from  all 
agencies  conducting  work  for  children 
and  for  health  on  a  county  basis. 
Much  time,  money  and  efiFort  is  to  be 
saved  by  bringing  these  workers  to- 
gether for  a  discussion  of  the  whole 
problem  and  for  the  mapping  of  the 
field  of  work,  leaving  each  group,  in  so 
far  as  possible,  in  complete  control  of 
its  special  phases  of  the  program. 
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The  child-health  station  is  the  rally- 
ing point  for  organization.  It  is  im- 
possible to  lay  do\\ni  a  plan  of  action 
which  will  fit  conditions  in  all  communi- 
ties but,  in  general,  the  aim  must  be  to 
discover  the  most  vigorous  organiza- 
tion in  the  town  or  county  and  to  link 
this  up  definitely  with  the  support  and 
operation  of  the  health  station.  This 
may  be  the  Red  Cross,  the  woman's 
club,  the  Child  Conservation  League 
or  other  agency.  There  are  times 
when  the  dijQBculty  presented  is  that 
of  selecting,  from  among  several  al- 
ready in  the  field,  the  organization  to 
which  the  child-health  station  service 
is  to  be  delegated,  while  the  remain- 
ing groups  find  their  activities  directed 
along  other  lines  of  child  conservation. 
This  selection  requires  infinite  tact  and 
much  educational  work  among  the 
groups  to  which  the  baby  station  is  not 
definitely  assigned. 

Among  the  numerous  organizations 
in  the  field,  experience  would  seem  to  in- 
dicate that  the  Parent-Teacher-Associ- 
ations may  be  counted  upon  to  push 
work  in  the  schools;  the  Women's 
Christian  Temperance  Union,  a  com- 
munity recreational  progra  m  and  regu- 
lation of  commercialized  amusement, 
this  bearing  a  very  definite  relation  to 
their  program  for  community  morality ; 
the  Child  Conservation  League  and 
child  welfare  committee  of  the  woman's 
club  may  \)e  counted  upon  for  actual 
service  as  helpers  in  the  health  station 
with  the  children,  themselves,  and  in 
social  activities  with  the  mothers — as 
may  also  many  other  groups  of  women. 
In  counties  in  which  the  Red  Cross  is 
actively  operating,  they  may  assume 
the  entire  financial  and  operating  prob- 
lem of  one  or  more  centers;  where  less 
successful,  they  will  at  least  provide 
for  equipment  or  partial  maintenance, 
and  this  is  also  true  of  the  Tuberculosis 
Association. 

In  many  communities  the  Visiting 


Nurse  Association  or  other  nursing 
agency  will  provide  the  hours  of  public 
health  nursing  service  necessary  to 
promote  the  health  center  educational 
work;  or  the  school  board  or  an  indus- 
trial plant  may  loan  their  nurse  and 
physician  for  the  purpose. 

One  of  the  necessary  steps  in  the 
development  of  the  child-health  station 
is  the  location  of  the  infants  and  pre- 
school children  in  the  community,  to- 
gether with  a  dissemination  of  knowl- 
edge among  the  mothers  of  all  classes 
that  such  a  health  service  exists. 
For  this  purpose  the  League  of  Women 
Voters,  with  its  ward  and  precinct  or- 
ganization, offers  the  most  efficient 
agency  for  taking  a  census  of  these 
potential  patrons  of  the  health  station. 
As  the  sub-committee  on  census  of  the 
child  welfare  committee,  the  League 
can,  within  a  period  of  a  very  few  days, 
gather  the  necessary  data,  on  a  simple 
form  provided  for  that  purpose,  which 
wall  enable  the  nurse  and  her  sub- 
committee on  health  station  to  get  in 
touch  with  those  homes  most  in 
need  of  help.  Incidentally,  this  type 
of  activity  enables  the  League  to  test 
out  its  machinery  which  later  can  be 
used  to  further  child  welfare  activities 
through  good  government. 

The  function  of  the  organizer  is,  in 
very  large  measure,  to  point  out  to  the 
community  its  already  existing  re- 
sources, and,  having  done  this,  to  show 
them  how  they  may  be  utilized  for  the 
realization  of  the  child  conservation  pro- 
gram. In  order  to  carry  out  the  idea 
of  unity  of  purpose  it  is  well  to  desig- 
nate the  various  organizations  as  sub- 
committees of  the  county  or  local  child 
welfare  committee;  for  example,  the 
Red  Cross  becomes  the  "Child  Health 
Station  Committee";  the  Parent- 
Teacher-Association,  the  "School 
Health  Committee";  The  Women's 
Christian  Temperance  Union,  the 
"Health  and  Morals  Committee,"  etc. 
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Finances 

There  is  need  of  a  finance  com- 
mittee in  this  preUminary  stage  of 
our  community  organization.  On  this 
committee  there  should  be  both  men 
and  women.  In  the  larger  centers  the 
backing  of  the  Rotary  and  Kiwanis 
Clubs  and  the  Chamber  of  Commerce 
is  invaluable  and  their  representation 
on  the  finance  sub-committee  is  desir- 
able. The  service  of  the  committee 
may  resolve  itself  into  a  coordinating  of 
the  collections  and  disbursements  of 
the  Red  Cross  and  Tuberculosis  Associ- 
ation (in  which  case  these  organizations 
must  be  strongly  represented  on  the 
committee);  or  it  may  develop  a  com- 
munity chest,  out  of  which  the  child 
welfare  work  may  be  supported.  In 
addition,  it  may  link  up  A^dth  this  vol- 
unteer activity  the  local  board  of 
education  or  board  of  health  which, 
in  return  for  service  rendered  by  the 
public  health  nurse  in  the  schools,  or 
in  contagious  disease  control,  will  pay 
into  the  treasury  a  sum  of  money 
annually. 

In  communities  in  which  there  are 
numerous  small  manufacturing  plants 
which  are  without  a  "Welfare  Depart- 
ment," the  custom  of  soliciting  from 
the  employer  an  annual  contribution  of 
one  dollar  per  person  employed  has 
helped  in  a  large  degree  to  solve  the 
financial  problem. 

Cooperation  of  Medical  Profession 

To  insure  the  success  of  this  prelimi- 
nary phase  of  our  child  conservation 
movement,  as  embodied  in  the  activities 
of  the  child-health  station,  the  coopera- 
tion of  the  physicians  of  a  community  is 
essential.  There  is  a  definite  advan- 
tage, therefore,  in  having  the  program 
initiated  by  the  child-health  division  of 
the  state  health  department,  with  the 
distinct  understanding  that  the  essence 
of  the  health  station  work  is  educa- 


tional, preventive  of  disease  and  defect, 
and  in  no  sense,  competitive  medical 
practice.  On  this  rock  of  misunder- 
standing many  an  otherwise  promising 
undertaking  has  been  wrecked. 

Up  to  this  point  we  have  dealt 
with  our  community  organization  and 
method  along  the  old  conventional  lines. 
There  is  still  the  volunteer  associa- 
tion, the  membership  dues,  the  "rum- 
mage sale,"  the  bazaar,  the  contribu- 
tions and  other  expedients  by  which 
the  funds  are  raised  for  maintaining  the 
enterprise,  which,  after  all,  reaches  but 
a  few  of  those  who  should  be  served. 
We  still  entertain  the  notion  that  "  we" 
are  doing  something  for  "them." 

Possibly  we  have  added  a  little  more 
of  scientific  eflBciency  in  that  we  have 
attempted  to  eliminate  some  of  the 
overlapping  and  misdirected  efforts  of 
the  old  individualistic  method  of  child 
helping;  but  we  have  indicated  that 
which  is  far  more  important:  namely, 
that  the  initiative  for  the  movement 
should  come  from  one  of  the  legally  con- 
stituted divisions  of  state  government 
rather  than  from  an  extra-govern- 
mental agency.  We,  that  is,  all  the 
people,  have  begun  through  our  al- 
ready created  agencies  to  do  something 
for  ourselves  and  our  children. 

The  Child  Health  Station  Not  the 
End  in  Itself 

This  first  step  in  our  program  of 
organization,  as  expressed  in  the  activ- 
ities of  the  child-health  station,  is  not 
an  end  in  itself.  It  is  the  means  to  be 
used  for  the  education  of  the  whole 
community  as  to  the  crying  need  of  all 
the  other  phases  of  service.  The 
child-health  station  is  the  symbol  of 
the  most  recently  evolved  method  of 
service  to  the  child.  In  the  rural 
communities  and  small  towTis  it  is 
still  in  the  path-finding  and  experi- 
mental stage  and,  therefore,  a  fit 
subject  for  volunteer  endeavor;   and 
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because  it  concentrates  attention  upon 
the  child  in  a  new  and  sometimes 
spectacuhir  way,  it  is  of  great  value  in 
stirring  the  community  conscience  in 
regnrd  to  other  needs  of  children  inclu- 
sive of  the  need  of  improved  general 
sanitation. 

The  machinery  for  the  realization  of 
the  remaining  phases  of  our  program  is 
already  in  existence  in  our  public  school 
system,  our  public  health  boards  and 
officers,  our  borough  or  to^vTi  councils, 
our  judicial  system,  our  highway  and 
labor  departments  and  the  laws  on 
our  statute  books.  It  remains  for  us 
to  bring  home  to  our  communities  that 
these  agencies  are  theirs;  that  with 
relatively  little  effort  and  expense 
they  can  be  made  to  function  quite  as 
efficiently  as  any  private  organization 
and  that  they  will  reach  an  infinitely 
larger  clientele.  Moreover,  there  are 
certain  parts  of  the  program  which  in 
.the  very  nature  of  things  cannot  be 
undertaken  by  the  private  agency  but 
must  rest  upon  the  state  or  munici- 
pality. 

To  make  the  transition  from  activi- 
ties undertaken  for  the  welfare  of  the 
child,  organized  and  supported  by 
volunteer  agencies  to  those  same  activ- 
ities undertaken  and  supported  by 
all  the  people  for  themselves,  that  is, 
by  organized  government,  it  is  neces- 
sary that  the  woman  citizen  (for  it  is 
she  who  holds  the  balance  of  power) 
should  be  informed  as  to  the  duties  of 
local,  county  and  state  government, 
with  especial  reference  to  children,  and 
also  that  she  should  understand  the 
working  of  the  political  machinery  by 
which  her  ideals  for  the  child  may  be 
made  a  reality.  In  other  words, 
women  must  be  taught  how  to  function 
as  citizens  and  to  be  content  with  noth- 
ing less  than  efficient  government, 
without  which  there  can  be  no  perma- 
nence to  the  child  welfare  program. 

As  has  been  said,  women  are  inter- 


ested in  the  "welfare"  phases  of  gov- 
ernment. It  is  along  the  lines  of 
health,  education  and  "social  justice" 
that  they  are  temperamentally  fitted  to 
make  their  own  distinctive  contribu- 
tion to  government;  but  the  path  from 
the  primary  to  the  election  ballot  box, 
and  thence  to  the  county  commissioner, 
to  borough  or  city  council  table,  to  the 
health  board,  school  board,  poor  board, 
the  road  commissioners  and  the  courts, 
has  not  been  made  plain  nor  has  it 
been  made  easy. 

The  assessed  valuation  of  property, 
the  tax  rate,  the  budget  and  a  properly 
controlled  public  expenditure  has  little 
or  no  significance  in  relation  to  child 
welfare  for  the  average  voter,  man  or 
woman.  Until  these  simple  fundamen- 
tals have  become  part  of  every  day 
thought  and  action,  until  the  intrica- 
cies of  political  machinery  have  no 
more  mysteries  or  terrors  for  the 
woman  than  has  her  Wilcox  and  Gibbs 
machine,  with  which  she  stitches  the 
garments  of  her  children,  we  cannot 
hope  to  secure  marked  progress  in  the 
coordination  of  volunteer  and  govern- 
mental activities,  with  especial  refer- 
ence to  child  welfare. 

For  the  training  of  the  woman 
citizen  in  these  matters,  our  reliance 
must  be  placed  upon  the  non-partisan 
educational  agency,  represented  by  the 
League  of  Women  Voters,  which  as  the 
sub-committee  on  census  made  its 
first  contact  with  the  child  welfare 
movement.  Its  educational  work  in 
the  rural  community,  small  city  and 
town  should  begin  not  with  the  pro- 
visions of  the  Federal  Constitution  and 
the  functions  of  Congress,  but  with  the 
factors  in  government  which  touch  the 
daily  life  of  mother  and  child.  Only 
so  will  enthusiasm  be  kindled  for 
undertaking  the  responsibilities  of 
citizenship. 

As  daily  vigilance  in  the  home  is 
necessary  to  insure  the  safety  of  the 
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child,  so  daily  vigilance  in  connection 
with  community  measures  for  child 
welfare  is  essential  if  our  ideals  are  to 
be  attained.  With  leadership  and 
standards  provided  in  the  state  de- 
partments of  health,  education,  wel- 
fare and  labor,  with  the  will  to  coordi- 
nate and  standardize  activities  for  child 
welfare  within  the  county  or  district, 


nothing  is  impossible.     Time,  only,  is 
necessary  to  assure  the  result. 

That  time  will  be  hastened  when 
more  of  the  time  and  energy  devoted  to 
private  philanthropy  is  directed  toward 
increased  efficiency  in  government  and 
when  adequate  appropriations  to  the 
health,  educational  and  welfare  activi- 
ties of  government  are  made. 


Positive  Health  for  American  Childhood 

By  Harriet  L.  Leete,  R.  N. 

Field  Director,  American  Child  Hygiene  Association,  Baltimore,  Maryland 


NOTHING  great  was  ever  achieved 
without  vision,  application  and 
positive  force.  Is  it  not,  therefore, 
wise  for  us  at  this  point  in  our  national 
life  to  pause,  and  to  give  serious  con- 
sideration to  the  inquiry,  "Wherein  lies 
the  greatest  force  or  power  for  the  de- 
velopment of  our  future  national  life?" 
Surely  the  answer  admits  of  no  con- 
troversy. Our  greatest  opportunities 
and  responsibilities  are  wuth  and  for 
our  potential  citizens — our  children. 

What  is  of  fundamental  importance 
for  American  childhood?  Despite  the 
fact  that  some  of  the  most  marvelous 
minds  in  all  ages  have  been  forced  to 
achieve  fame  under  the  strain  of  great 
physical  handicaps,  we  nevertheless 
appreciate  that  health  is  of  basic  signifi- 
cance in  the  evolution  of  a  vital  national 
life. 

What  then  is  positive  health?  Posi- 
tive health  may  be  defined  as  meaning 
a  body  free  from  any  handicaps,  phys- 
ical or  mental,  with  a  resistance  which 
enables  it  to  withstand  environmental 
attacks  to  reduce  its  power,  a  vigor 
which  radiates  strength  and  happiness 
and,  back  of  all  this,  a  spiritual  tone 
which  is  the  keynote  of  an  inspiring 
personality.  Assuredly,  it  is  the  pre- 
rogative of  childhood  to  have  such 
health  placed  within  its  reach.    Have 


we  given,  are  we  giving  our  children 
opportunities  for  such  all-round  devel- 
opment of  their  physical,  mental  and 
spiritual  life? 

Health  Status 

The  findings  of  the  examining  boards 
for  the  United  States  army  during  the 
late  war  are  convincing  proof  that  as  a 
nation  we  have  been  woefully  negligent 
of  our  most  precious  asset — our  children. 
The  conclusions  draw^i,  relative  to  the 
35  per  cent  of  the  young  men  examined 
w^ho  were  found  unfit  for  active  service, 
were  that  the  highest  percentage  of 
defects  was  traceable  to  neglect  in 
childhood. 

Again,  facing  our  problem  in  an 
endeavor  to  know  just  what  it  is,  we 
learn  from  an  examination  of  the 
twenty  million  children  enrolled  in  the 
elementary  public  schools  of  the  coun- 
try that  the  commonest  defects  among 
these  children  are  as  follows: 

1%  mental  deficiency 
\  5%  tuberculosis — present  or  past 

5%  defective  hearing 
25%  defective  sight 
15%  to  ^5%  diseased  tonsils  or  adenoids 
10%  to  20%  deformed  feet,  spine  or 

I  joints 
50%  to  75%  defective  teeth 
15%  to  25%  malnutrition 
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The  Point  of  Attack 

One  of  the  most  characteristic  ex- 
pressions of  Americans  is:  "Let's  do  it 
now."  Why  then  do  we  so  compla- 
cently jog  along,  waiting  for  another 
cataclysm  to  engulf  us  before  we  wake 
up  and  actually  face  the  situation? 
We  have  well-known  methods  which 
will  improve  conditions  at  least  fifty 
per  cent.  It  is  high  time  we  face  with 
energj%  and  in  a  clear-cut  fashion,  our 
problem  of  bettering  conditions  for 
American  children.  When  we  do  face 
the  situation,  and  organize  and  train 
our  army  of  potential  citizens  as  thor- 
oughly as  w^e  organized  and  trained  our 
forces  for  war,  we  shall  have  a  nation 
of  which  we  justly  may  be  proud. 
We  shall  have  played  fair  with  our 
children. 

In  approaching  the  problem,  two 
considerations  of  a  general  nature  ought 
to  be  kept  in  view.  First,  our  goal 
must  be  positive.  As  has  been  aptly 
said,  "The  ultimate  aim  of  the  health 
service  must  be  the  development  of 
positive,  vital  physical  well-being, 
rather  than  the  mere  absence  of  dis- 
ease." In  the  second  place,  success  for 
our  program  demands  that  it  should  be 
the  concern  of  the  entire  community, 
not  of  an  isolated  few. 

The  First  Requirement 

Specifically,  the  first  requirement  of  a 
program  for  the  positive  health  of 
American  childhood  is  a  thorough- 
going, periodical  physical  and  mental 
examination  of  every  child.  The  basis 
of  our  work  must  be  a  knowledge  of  the 
facts  relating  to  the  physical  condition 
of  every  child.  This  sounds  simple 
enough,  yet  such  examinations  are  not 
being  given  in  all  too  many  cases,  and 
in  still  more,  unfortunately,  have 
been  thus  far  of  a  rather  superficial 
nature. 


Next  Steps 

Keeping  for  a  basis  of  action  the 
known  defects  of  every  child,  our  next 
logical  steps  are : 

1.  To  find  the  remedies. 

2.  To  discover  how  best  to  secure 
them. 

These  two  points  may  be  summarized 
as  follows: 

1.  Individual  needs  or  personal  hy- 
giene. 

2,  Environmental  needs  or  public 
sanitation. 

Taking  the  report  on  the  twenty 
million  school  children  for  whom  data 
are  available,  what  are  the  individual 
needs  of  America's  children,  and  what 
is  required  to  remedy  the  defects  indi- 
cated? 

Individual  Needs 

1.  Defective  Teeth:  50%  to  75%. 
Obviously  the  first  essential  require- 
ment in  this  connection  is  a  sufficient 
number  of  dentists  and  dental  hygien- 
ists.  The  present  supply  is  inadequate. 
Tooth  brush  drills  are  another  sugges- 
tion which  has  been  endorsed  as  a 
graphic  method  of  appeal  for  better 
care  of  the  teeth,  and  which  has  also 
been  of  value  as  an  educational  force. 
Boston  with  its  Forsythe  Clinic,  and 
Rochester  with  the  Eastman  Clinic, 
have  made  wonderful  strides.  These 
clinics  have  extended  their  services  to 
the  public  school  and  have  transmitted 
valuable  information  relative  to  the 
care  of  the  teeth;  but  the  personnel  re- 
leased has  not  been  sufficient  to  care 
for  all  of  the  children  who  need  atten- 
tion. 

However,  the  care  and  correction  of 
defective  teeth  does  not  solve  the  prob- 
lem entirely.  As  Dr.  H.  L.  K.  Shaw 
has  pointed  out  in  the  October,  1920, 
number  of  Mother  and  Child,  we  must 
have  a  keen  perception  of  the  expectant 
mother's  influence  upon  the  health  of 
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the  child :  we  must  plan  to  secure  for  her 
a  proper  diet  if  the  child  is  to  have  sound 
teeth.  We  must  give  the  child  a  chance 
for  good  teeth  before  he  is  in  the  world 
as  a  separate  entity. 

2.  Malnutrition:  15%  to  25%.  The 
importance  of  proper  nutrition  is  per- 
haps as  well  comprehended  as  that  of 
any  other  single  item  in  our  child 
health  campaign.  Dr.  E.  V.  McCol- 
lum'si  statement  on  this  point  can 
hardly  be  improved  upon.    He  says: 

The  opportune  time  to  attain  the  maxi- 
mum benefits  of  proper  nutrition  is  in  pre- 
natal life  and  early  infancy,  and  more  con- 
cern should  be  directed  toward  the  educa- 
tion of  mothers  concerning  the  benefits  to  be 
derived  by  their  children  as  the  results  of 
right  living  on  their  part.  .  .  .  We  would 
call  attention  again  to  the  types  of  diets 
which  succeed  in  the  nutrition  of  man  and  of 
animals.  They  are  the  strictly  carnivorous 
type  in  which  practically  all  parts  of  the  ani- 
mal are  eaten;  the  type  so  common  in  parts 
of  the  Orient,  that  is,  that  in  which  the 
leafy  vegetables,  such  as  spinach,  cabbage, 
lettuce,  turnip  tops,  beet  tops  and  other 
leaves,  find  a  prominent  place  in  the  diet; 
and  lastly  the  diet  such  as  we  use  in  Amer- 
ica, containing  liberal  amounts  of  milk  and 
other  dairy  products.  The  trouble  is  we  do 
not  consume  enough  of  the  protective  foods, 
milk  and  the  leafy  vegetables.  These  are  so 
constituted  as  to  correct  the  faults  in  a 
cereal,  legume  seed,  tuber  and  meat  diet, 
such  as  is  common  in  our  country  today. 
The  sooner  we .  carry  this  information  to 
every  child  in  the  land,  and  send  him  home 
with  this  message  to  his  mother,  the  sooner 
will  we  have  started  on  the  right  road  to- 
ward better  health  and  better  physical 
development. 

3.  Deformed  feet,  spine  and  joints: 
10%o  to  20%.  Although  we  have  been 
told  that  "rickets  characterized  by 
faulty  bone  growth  is  a  national  health 
problem  and  is  essentially  a  dietary 

^  Dr.  McCollum,  Professor  of  Chemical  Hy- 
giene in  the  School  of  Hygiene  and  Public  Health 
in  the  Johns  Hopkins  University,  is  a  noted 
authority  on  food  values. — Editor's  Note. 


one,"  and  while  we  know  that  many 
deformities  can  be  corrected  or  at  least 
improved  if  sufficient  heed  is  given 
while  the  bones  are  still  pliable,  it  is 
apparent  that  there  are  many  chil- 
dren with  deformities  resulting  from  a 
lack  of  proper  attention.  Even  when 
proper  attention  is  given,  it  is  difficult 
in  many  cases  to  interest  ignorant  or 
over-worked  parents  so  that  they  will 
be  willing  to  follow  instructions  and 
invest  money  in  the  long  and  tedious 
process  of  correcting  such  deformities. 
Nevertheless,  it  is  our  definite  responsi- 
bility to  render  patient  scientific  assist- 
ance, particularly,  because  of  the  many 
"fakirs"  who  guarantee  immediate 
relief,  only  to  disappear  in  a  little  while, 
leaving  the  parents  sadder  and  wiser — 
and  the  children  unaided. 

4.  Diseased  tonsils  and  adenoids:  15% 
to  25%0'  Diseased  tonsils  or  ade- 
noids may  cause  obstruction  and  pre- 
vent proper  nasal  breathing,  may  make 
it  easy  for  the  child  to  take  colds,  may 
affect  his  hearing,  interfere  with  health- 
ful sleeping  and  lower  his  resistance. 
Their  removal  is  so  simple  that  it  is 
peculiarly  negligent  for  us  to  allow 
them  to  remain,  especially  when  their 
removal  would  prove  such  a  source  of 
benefit.  Dr.  Richard  M.  Smith  of 
Boston  pertinently  says,  "  Correct  de- 
fects, don't  merely  detect  them." 

5.  Defective  sight:  25%. 

6.  Defective  hearing:  5%.  Much 
scientific  testing  of  the  mentality 
of  school  children  has  demonstrated  the 
fact  that  frequently  a  seeming  lack  of 
mental  response  in  reality  is  due  to  de- 
fective sight  and  hearing  rather  than  to 
a  lack  of  mental  capacity.  It  would 
seem  that  in  our  schools  and  classes  for 
mental  defectives  are  many  children 
who  are  there  because  of  sense  defects 
rather  than  from  a  lack  of  intelligence. 
These  defects  in  particular  require  and 
yield  to  proper  attention  and  care  at 
an  early  stage. 
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7.  Tuberculosis:  5%.  It  is  evident 
that  a  much  higher  percentage  of 
tuberculous  children  would  be  shown  if 
more  tlelicate  tests  were  applied.  Sir 
Arthur  Newsholme  reminds  us  as 
follows : 

The  liighest  death  rate  of  any  period  of 
life  is  in  the  first  five  years  of  life;  and  in  the 
first  5'ear  after  birtli,  one  death  out  of  every 
twent^'-six  from  all  causes  is  certified  to  be 
due  to  tuberculosis.  The  real  proportion  is 
probably  higher,  many  deaths  returned  as 
due  to  pneumonia  or  bronchitis  being  cases 
of  acute  tuberculosis.  Landouzy  has  stated 
that  27  per  cent  of  the  deaths  in  the  first 
two  years  of  life  are  caused  by  tuberculosis. 
Evidently  in  childhood  there  is  but  little 
resistance  to  the  infection.  If  we  are  to 
reduce  the  amount  of  tuberculosis,  the  pre- 
vention of  exposure  to  infection  during  the 
first  four  or  five  years  of  the  child's  life  is  of 
supreme  importance. 

The  prevention  of  tuberculosis  thus 
becomes  to  an  important  extent  a 
matter  of  infant  hygiene. 

8.  Menial  deficiency:  1%.  This  is  a 
very  conservative  estimate.  Most  stud- 
ies show  a  somewhat  higher  rate  of 
mental  deficiency.  We  are  only  just 
touching  this  important  phase  of  child 
life.  I  quote  from  Dr.  C.  Edgerton 
Carter,  who  writes  regarding  the  men- 
tal health  of  the  child,  as  follows : 

So  largely  is  preventive  work  among 
children  a  question  of  parental  education, 
and  so  impossible  of  enforcement  are  per- 
sonal health  measures,  that  mental  hygiene 
to  be  applied  must  have  a  practical  and 
elemental  basis  which  appeals  to  the  com- 
prehension of  the  parents,  and  for  tliis 
reason  by  approaching  the  subject  through 
the  medium  of  the  physical  defects  and  dis- 
orders concerning  which  the  parent  has  an 
intimate  knowledge,  one  finds  a  welcome 
avenue  to  a  fertile  field. 

Certain  it  is  that  we  have  wonderful 
opportunities  for  teaching  the  pre- 
school child  good  mental  habits  and 
self-control,  habits  which  may  insure 


future  happiness  to  himself  and  others. 
9.  Heart  disease  among  school  children : 
1.5%  to  2%.  While  this  particular  de- 
fect was  not  listed  in  the  special  report 
on  twenty  million  school  children,  it 
cannot  be  passed  by  without  a  refer- 
ence to  its  fundamental  importance  in 
a  child-health  program.  Dr.  Charles 
Hendee  Smith  of  New  York  states : 

During  the  last  few  years  there  has  been 
a  gradual  awakening  of  consciousness  to 
the  fact  that  the  cardiac  problem  has  been 
toalong  put  aside.  .  .  .  The  large  inci- 
dence of  heart  disease  is  unquestioned. 
Organic  heart  disease  competes  with  tuber- 
culosis and  pneumonia  for  first  place  among 
the  causes  of  death.  It  is  true  that  death 
takes  place  in  adult  life,  but  the  heart  dis- 
ease is  commonly  acquired  during  the 
school  age.  The  number  of  cases  of  heart 
disease  which  are  discovered  in  school 
surveys  vary  considerably^  but  every  school 
survey  detects  a  certain  number  of  children 
with  cardiac  lesions.  The  estimates  of  the 
cases  among  school  children  in  New  York 
City  give  from  1.5  per  cent  to  2  per  cent, 
that  is,  from  eighteen  thousand  to  twenty- 
five  thousand.  ...  If  it  would  be 
possible  to  send  the  cardiac  patient  at  the 
very  out-set  of  his  trouble  to  an  institution 
built  and  constructed  on  the  lines  of  our 
best  tuberculosis  sanitoria  with  special 
adaptations  to  the  differences  of  the  two 
diseases,  who  can  foresee  the  tremendous 
difference  in  the  outcome  which  would  re- 
sult for  the  large  majority  of  our  heart 
cases. 

Some  Aspects  of  Public  Sanitation 

Presupposing  that  the  individual 
child  in  the  home  has  received  the 
necessary  attention  and  care,  the  main- 
tenance of  health  demands  certain 
environmental  safeguards  under  the 
control  of  public  authority.  The  limi- 
tations of  this  paper  forbid  more  than 
brief  suggestions  as  to  the  nature  of 
these  safeguards. 

1.  Control  of  contagion.  Repeatedly, 
some  contagious  disease  runs  its  course 
among  the  children  of  the  community, 
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leaving  in  its  wake  either  death  or  after- 
effects, often  vague  but  so  serious  as 
to  handicap  the  child  in  later  years. 
The  seriousness  of  such  outbreaks 
among  school  populations  is  coming 
more  and  more  to  be  recognized,  as 
well  as  the  subsequent  necessity  of 
their  control.  Unfortunately  there  has 
been  considerably  less  appreciation  of 
their  seriousness  as  affecting  children 
of  the  pre-school  age.  A  recent  study 
of  Massachusetts  children  insists  that 
propaganda  and  methods  of  control 
should  be  directed  more  specifically  at 
the  age  groups  under  three  years.  "It 
cannot  be  emphasized  too  strongly," 
continues  the  report,  "that  in  these 
dangerous  years  when  so  many  children 
die  of  measles  and  whooping-cough  or 
other  complications,  the  most  careful 
medical  attention  and  nursing  are 
needed.  .  .  .  For  a  period  of  years 
(1913-1918)  90  per  cent  of  the  deaths 
from  whooping-cough,  and  79.5  per 
cent  of  those  from  measles  have  been 
under  three  years  old.  .  .  .  Meas- 
uring our  success  by  a  reduction  in 
deaths  from  these  diseases,  it  is  at  once 
apparent  that  our  results  depend  very 
largely  on  how  successfully  we  prevent 
measles  and  whooping-cough  in  chil- 
dren under  three.     ,     .     ." 

This  refers  only  to  the  deaths.  No 
one  knows  how  many  children  are 
handicapped  for  life  as  the  result  of 
after-effects  of  contagious  diseases 
which  have  been  allowed  to  run  ram- 
pant. Much  of  the  responsibility  for 
these  conditions  rests  as  an  environ- 
mental charge  against  our  public  con- 
trol. Regardless  of  the  fact  that  it 
seems  impossible  to  control  the  situa- 
tion by  isolation  or  quarantine,  we  do 
know  that  the  impossible  can  be  ac- 
complished often  by  education  if  we 
make  it  vivid  and  vigorous  enough. 

2.  Legislation.  A  great  deal  of  time, 
thought  and  money  are  spent  annually 
to  secure  laws  for  the  protection  of  our 


animals,  our  industrial  and  farm  prod- 
ucts and  our  diverse  property  rights. 
No  one  questions  such  use  of  the  law- 
making powers  of  society  as  paternalis- 
tic. Is  it  not  high  time  (and  why  is  it 
more  paternalistic)  that  we  give  more 
anxious  consideration  to  laws  which 
affect  the  health  and  happiness  of  our 
children — laws  which  insure  safe  food 
supplies,  especially  milk  and  water; 
laws  which  control  our  sewage  disposal, 
so  that  danger  of  contamination  is 
eliminated ;  laws  which  make  it  impera- 
tive that  house  and  school  rooms  be 
properly  lighted  and  ventilated;  laws 
which  control  our  housing  conditions? 

3.  Housing.  The  housing  problem 
has  a  very  definite  place  in  a  child 
health  program.  Sir  Leslie  Mackenzie 
in  a  paper  on  "The  Child  of  the  One 
Room  House,"  summarizes  this  point 
in  a  very  terse  and  effective  manner. 
He  wTites: 

Houses  can  be  classified  according  to  the 
families  they  accommodate:  but  they  can 
also  be  classified  according  to  the  effects  on 
the  children.  If  the  family  is  the  growing 
point  of  society,  the  child  is  the  growing 
point  of  the  family.  If  you  cannot  under- 
stand social  institutions  unless  you  realize 
that  they  have  their  functions  in  the  needs 
of  the  family,  neither  can  you  understand 
the  functions  of  the  family  without  realizing 
that  they  have  their  roots  in  the  needs  of 
the  child. 

4.  Good  roads.  The  inclusion  of  this 
factor  in  a  discussion  of  public  sanita- 
tion may  at  first  glance  appear  to  be 
questionable.  It  is  obvious,  of  course, 
that  it  is  of  little  importance  as  a  factor 
in  the  health  of  city  children.  It  must 
be  remembered,  however,  that  almost 
one-half  of  our  population  still  lives 
under  conditions  listed  by  the  census 
as  rural,  and  that  in  large  stretches  of 
rural  United  States  good  roads  are  con- 
spicuous by  their  absence.  One  has  only 
to  travel  on  wretched,  and  at  times 
quite  impassible  roads,  with  a  county 
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nurse  to  appreciate  their  very  definite 
relation  to  the  health  of  the  child. 

5.  Child  lobar.  Through  the  in- 
fluence of  the  National  Child  Labor 
Committee,  the  Consumer's  League 
and  other  interested  organizations,  we 
are  improving  the  conditions  and  the 
laws  relating  to  children  who  are  gain- 
fully employed.  But  in  this,  as  in  all 
of  our  legislative  matters,  not  only 
must  proper  laws  be  made,  but  the 
means  and  will  to  enforcement  are  es- 
sential if  results  are  to  be  obtained.  Of 
the  very  greatest  importance  in  this 
connection  would  be  a  universal  under- 
standing of  the  value  of  healthful  sur- 
roundings for  the  child  in  industry. 

A  Special  Charge 

A  comprehensive  child  health  cam- 
paign involves,  as  a  special  responsibil- 
ity, care  for  the  health  of  dependent 
and  other  socially  handicapped  chil- 
dren. It  is  to  the  interest  of  society,  no 
less  than  to  the  interest  of  these  groups, 
that  a  health  handicap  should  not  be 
added  to  their  other  difficulties.  Some 
of  the  most  important  n\easures  in  this 
connection  which  should  be  considered 
and  put  into  practice  are  those  relating 
to  the  child  with  the  handicap  of  an  un- 
kno\\Ti  father.  It  has  been  said  with 
truth  that  there  may  be  illegitimate 
parents  but  there  can  be  no  illegitimate 
child. 

Health  Bookkeeping 

It  cannot  be  emphasized  too  often 
that  in  order  properly  to  face  our  task 
we  must  have  our  facts.  We  must  keep 
our  books  accurately,  and  we  must 
have  and  know  our  vital  statistics. 
The  United  States  in  this  respect  is  far 
behind  other  enlightened  nations.  In 
1918,  mortality  statistics  were  available 
for  only  77.8  per  cent  of  the  total  popu- 
lation, while  the  birth  registration  area 
included  but  53  per  cent  of  the  total 
estimated  population.    Vital  statistics 


are  not  only  an  index  of  an  intelligent 
consideration  of  health  matters,  but 
the  necessary  basis  as  well. 

Health  Habits 

Health  for  men  and  women  demands 
health  for  children.  Health  for  children 
means  a  building  up  of  health  habits. 
The  building  up  of  such  habits  is  a  task 
which  cannot  be  accomplished  solely  by 
a  professional  group  of  workers.  There 
opens  here  a  wonderful  opportunity  for 
clubs  and  organizations  of  various 
kinds  among  adults,  through  the  vari- 
ous measures  used  by  health  crusaders, 
health  clowns,  health  leagues  in  the 
schools,  boy  and  girl  scout  movements, 
etc.  It  is  a  work  of  education  in  which 
newspapers,  magazines  and  moving  pic- 
tures can  play,  each  one,  an  important 
role. 

Placing  the  Responsibility 

Where  does  the  responsibility  for 
periodical  physical  examinations,  the 
correction  of  defects  and  the  formation 
of  health  habits  for  every  child,  rest? 

It  rests,  first  of  all,  upon  the  parents 
— father  and  mother,  or  guardian.  It 
is  a  responsibility  which,  except  in  the 
care  of  dependent  children,  cannot  be 
shifted  from  their  shoulders.  The 
home  must  be  inviolable,  but  the  pres- 
ervation of  society  demands  that  it 
must  also  be  possible  for  sympathetic 
well-trained  individuals  to  enter  a  home 
to  assist  in  its  improvement  or  rehabili- 
tation. Any  child-health  campaign 
which  does  not  recognize  the  funda- 
mental importance  of  the  influence  of 
the  parents  in  the  home  is  doomed  in 
large  measure  to  failure. 

However,  it  is  frequently  physically 
or  financially  impossible  for  the  parents 
to  extend  adequate  services  for  this 
purpose  to  their  children:  therefore,  in 
order  that  such  children  shall  not  be 
handicapped,  the  burden  of  rendering 
adequate  assistance  must  be  assumed 
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by  public  authorities.  This  is  particu- 
larly applicable  in  the  country  districts, 
for  many  times  children  living  in  re- 
mote corners  can  be  reached  in  no  other 
way.  The  rights  of  the  children  in  the 
most  isolated  districts  are  as  inalienable 
as  are  the  rights  of  the  children  in  the 
more  populated  centers.  We  have 
learned  to  look  to  our  state  depart- 
ments for  advice  and  assistance  in 
various  matters,  and  as  each  state  has 
its  own  peculiar  problems,  it  is  of  value, 
if  not  of  the  utmost  importance,  for 
each  state  to  have  a  state  child-health 
bureau  or  department.  Furthermore, 
when  such  a  bureau  or  department  has 
been  authorized,  why  handicap  its 
functions  and  inhibit  its  activities  by 
appropriating  insuflScient  funds  for  its 
development.'* 

Standards 

All  social  work,  using  the  term  in  its 
broadest  sense,  requires  the  determina- 
tion of,  and  the  knowledge  of,  standards. 
Such  standards  are  necessary  to  meas- 
ure the  dimensions  of  our  task  and  to 
hold  up  as  objectives  toward  which  to 
progress.  Thus,  if  we  are  to  succeed 
in  our  positive  health  program  for 
children,  we  must  aim  at  something 
very  definite  and  in  this  connection  the 
standards  submitted  by  the  Children's 
Welfare  Conference-  held  in  1919  under 
the  auspices  of  the  federal  Children's 
Bureau,  are  invaluable.  They  were 
formulated  with  great  care,  and  if  we 
definitely  meet  them  we  shall  know 
then  how  to  take  the  next  step. 

^  Cf.  the  article  by  Miss  Latlirop  in  this  vol- 
ume, entitled,  "Standards  of  Child  Welfare." 


Test  of  Civilization 

It  has  been  said  that  the  most  re- 
markable discovery  of  the  present  age, 
more  remarkable  than  the  telephone, 
automobile  or  aerial  navigation,  is  the 
discovery  of  a  social  conscience.  Per- 
haps it  is  this  social  conscience  which  has 
led  us  to  appreciate  that  the  test  of  our 
civilization  lies  in  our  attitude  toward 
our  children.  As  Secretary  Hoover 
has  so  vividly  put  it,  "Our  responsibil- 
ity for  children  is  based  not  alone  on 
human  aspirations,  but  it  is  also  based 
upon  the  necessity  to  secure  physical, 
mental  and  moral  health,  and  the 
economic  and  social  progress  of  a 
nation.  Every  child  that  is  delinquent 
in  body,  education  or  character  is  a 
charge  upon  the  whole  community  as  a 
whole  and  a  menace  to  the  community 
itself.  The  children  are  the  army  with 
which  we  must  march  to  progress." 

Financial  Aspects 

WTiat  of  the  cost  of  this  program? 
Dare  America  say  that  she  cannot 
afford  to  build  for  health?  America  is 
recognized  as  the  nation  of  the  greatest 
wealth  in  the  world.  If  she  cannot 
finance  such  a  program  of  adequate 
care  for  childhood,  what  nation  can? 
Billions  of  dollars  annually  appro- 
priated by  our  national,  state  and  local 
governmental  bodies — and  how  are  we 
building?  Are  we  making  the  roads 
smooth  and  unobstructed  for  our 
potential  citizens,  or  are  we  building 
rocky  roads  over  which  they  must 
travel  with  weary  steps  and  aching 
hearts? 
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Nutrition  as  a  Factor  in  Physical  Development 

By  E.  V.  McCoLLUM,  Ph.D.,  D.Sc. 

School  of  Hygiene  and  Public  Healtli  of  the  Johns  Hopkins  University 


EUROPE  and  America  are  now 
confronted  with  a  very  serious 
situation  due  to  the  physical  deteriora- 
tion of  a  large  part  of  their  peoples. 
In  America  probably  half  the  children 
of  the  cities  have,  or  have  had  rickets. 
Ninety  per  cent  of  all  the  children  of 
school  age  are  found  to  have  decayed 
teeth.  Over  20  per  cent  of  them  are 
over  10  per  cent  under  the  weight 
normal  for  their  ages,  and  faulty  pos- 
ture is  extraordinarily  common.  So 
serious  is  the  condition  of  malnutrition 
among  school  children  that  a  consid- 
erable number  of  organized  agencies 
are  now  attempting  in  one  way  or  an- 
other to  arouse  interest  among  teach- 
ers, school  authorities  and  parents 
with  a  view  to  securing  greater  atten- 
tion to  the  correction  of  physical  de- 
fects. 

There  are  two  schools  of  active 
workers  interested  in  the  welfare  of 
children  at  the  present  time.  One  of 
these,  and  by  far  the  strongest  in 
point  of  numljers,  is  the  group  which 
holds  that  the  medical  and  dental 
clinics  are  the  most  important  agen- 
cies in  improving  the  health  of  chil- 
dren. According  to  their  view,  in- 
spection for  the  discovery  of  infected 
tonsils,  adenoids,  ear  infections  or 
defects  of  hearing  or  of  vision,  faulty 
posture,  decayed  teeth  and  other 
physical  defects,  and  their  prompt 
and  effective  treatment,  constitute 
the  most  effective  method  of  dealing 
with  the  proh)lem.  They  hold  that 
the  problem  is  essentially  medical  and 
should  remain  such. 

The  other  group  of  workers  who  are 
concerned  with  the  improvement  of 
the  health  of  children,  favor  the  es- 
tablishment   of    medical    and    dental 


clinics,  but  maintain  that  the  real 
problem  is  one  of  prevention  rather 
than  cure.  They  believe  that  the 
underlying  cause  of  the  physical  in- 
feriority of  the  present  generation  of 
children  lies  in  faulty  development,  and 
that  the  chief  factor  responsible  for 
this  is  faulty  nutrition,  due  to  unwise 
selection  of  food.  They  admit  that 
diseased  tonsils,  adenoids  or  other 
conditions  requiring  medical  attention, 
should  be  treated  with  dispatch.  De- 
cayed teeth  are  a  menace  to  health  and 
the  cause  of  much  discomfort,  and 
early  attention  by  a  dentist  can, 
through  repair,  afford  protection  to 
the  health  of  the  child  and  add  to  its 
comfort  and  usefulness.  They  believe, 
however,  that  the  removal  of  the 
causes  of  physical  inferiority  is  possi- 
ble, and  that  this  method  alone  offers 
prospect  of  relief  from  the  burden  of 
the  health  problems  of  children,  which 
are  now  so  great  that  adequate  atten- 
tion to  them  would  constitute  an  al- 
most intolerable  burden  in  time,  labor 
and  money.  I  shall  attempt  to  pre- 
sent a  demonstration  that  the  real 
problem  is  in  great  measure  that  of 
securing  optimal  development  in  pre- 
natal life  and  in  infancy  and  early 
childhood.  This  conclusion,  as  well 
as  the  conviction  that  the  proper 
choice  of  food  is  the  most  effective 
method  of  achieving  the  purpose  of 
bringing  about  better  health  and  bet- 
ter physical  development  in  childhood, 
has  been  forced  upon  me  through  ex- 
perience in  observing  the  effects  of 
diets  of  many  different  kinds  and 
qualities  upon  animals,  and  through  a 
study  of  human  experience  with  diets 
of  a  number  of  different  types. 
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Causes  of  Malnutrition 

There  is  much  misconception  in 
the  pubhc  mind  as  to  the  causes  of 
malnutrition.  The  discovery  of  the 
existence  of  vitamins  during  the  last 
decade  and  their  popularization,  has 
overshadowed  in  importance  other 
dietary  problems  of  as  great  or  greater 
importance,  so  that  many  medical  and 
chemical  experts  have  failed,  up  to  the 
present  time,  to  see  the  subject  in  its 
proper  perspective.  "Lack  of  vita- 
mins" is  believed  by  many  to  be  the 
most  important  thing  to  consider  in 
human  nutrition.  This  view  of  the 
subject  is  too  narrow  and,  owing  to  its 
wide-spread  prevalence,  is  likely  to  do 
much  harm. 

The  evidence  is  conclusive  that  al- 
most all  peoples  living  under  primitive 
conditions  are  physically  well  devel- 
oped. One  finds  in  skeletons  of  human 
beings  who  lived  three  or  four  hundred 
years  ago  along  the  Pacific  Coast  from 
Alaska  to  Peru,  that  there  are  no  evi- 
dences of  defective  development,  and 
that  the  teeth  were  essentially  perfect. 
The  early  inhabitants  of  Iceland  had 
perfect  teeth  as  did  the  primitive 
Eskimo.  The  teeth  of  the  peoples  of 
Europe  and  America  have  deteriorated 
very  rapidly  during  the  last  century, 
and  parallel  with  this  deterioration 
has  run  a  general  tendency  to  inferi- 
ority in  physical  development.  The 
causes  for  this  are  not  to  be  summed 
up  in  the  simple  statement,  "lack  of 
vitamins."  The  condition  is  brought 
about  by  a  number  of  defects  in  the 
diet,  and  the  remedy  is  to  be  found  in  a 
wise  choice  of  food,  not  in  taking 
preparations  sold  commercially.  The 
logical  basis  for  this  conclusion  can 
best  be  appreciated  in  the  light  of  a 
brief  account  of  the  newer  viewpoints 
brought  to  light  by  modern  nutrition 
investigations. 

In  the  popular  mind  the  most  at- 


tractive feature  of  the  subject  of  nu- 
trition during  recent  times,  is  the  spec- 
tacular effect  of  the  lack  of  a  sufficient 
amount  of  one  or  another  of  at  least 
three  chemical  substances  whose  ex- 
istence was  not  even  suspected  a  few 
years  ago.  The  dietary  deficiency 
diseases,  scurvy,  beri-beri  and  xeroph- 
thalmia of  a  certain  type,  result  from 
specific  starvation  for  one  or  another 
of  these  substances.  The  optimum 
amount  of  these  three  substances  in 
the  diet  cannot  be  stated  in  the  light 
of  our  present  knowledge,  but  the 
content  of  each  of  them  in  certain  of 
our  more  important  foodstuffs  is 
sufficiently  well  known  to  render  it 
possible  to  plan  diets  so  as  to  guarantee 
a  reasonable  degree  of  safety. 

Animal  experimentation  has  shown 
that  there  are  great  differences  in  the 
biological  values  of  the  proteins  de- 
rived from  different  sources.  This 
difference  depends  on  the  fact  that  the 
proteins  in  different  foodstuffs  yield 
varying  amounts  of  the  amino-acids 
or  digestion  products.  If  the  yields 
of  the  several  amino-acids  is  such  as  to 
make  possible  the  efficient  transforma- 
tion of  food  proteins  into  tissue  pro- 
teins, the  proteins  have  a  high  value. 
If,  however,  one  or  more  of  the  amino- 
acids  is  present  in  such  small  amounts 
as  to  make  it  impossible  to  utilize  the 
more  abundant  amino-acids,  it  forms 
the  limiting  factor  that  determines  the 
value  of  the  protein  in  nutrition. 
Many  of  these  digestion  products  are 
indispensable  in  the  diet,  since  they 
cannot  be  synthetically  produced 
within  the  tissues.  In  considering  the 
value  of  a  natural  foodstuff  or  of  a 
diet  consisting  of  a  variety  of  sub- 
stances, the  idea  of  quality  of  protein 
enters  into  the  calculations  of  the 
dietitian  of  today. 

Our  knowledge  of  the  great  varia- 
tion in  the  biological  values  of  proteins 
from   various   sources   throws   a   new 
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light  on  a  possible  source  of  injury  to 
the  body  tissues.  Excessive  feeding  of 
proteins  is  generally  held  to  lay  a  bur- 
den on  the  organism  because  of  the 
magnitude  of  the  task  of  metabolizing 
the  cjuantity  of  amino-acids  absorbed. 
From  what  we  know  of  the  intermedi- 
ate compounds  formed  in  the  catabo- 
lism  of  amino-acids,  there  can  be  little 
doubt  that  some  are  a  physiological 
abomination,  and  that  dealing  with 
them  by  the  glandular  structure  is 
not  without  a  degree  of  unfavorable 
effect  that  in  time  produces  visible 
alteration  in  functional  capacity.  It 
seems  logical  to  assume  that  physio- 
logical well-being  will  be  best  promoted 
by  the  employment  in  the  diet  of  pro- 
teins so  constituted  as  to  be  trans- 
formable with  little  waste  into  tissue 
proteins. 

The  Three  Unsuspected  Essen- 
tials OF  Diet 

The  best  analysis  of  a  foodstuff 
which  the  chemist  is  able  to  make, 
determines  the  amounts  of  protein, 
carbohydrate  (starches  and  sugars), 
fats  and  oils,  and  mineral  salts  that  it 
contains.  For  more  than  thirteen 
years  it  has  been  known,  however, 
that  when  a  mixture  of  these  sub- 
stances, each  carefully  purified,  is  fed 
to  a  young  animal,  the  latter  cannot 
grow  or  live  long.  The  reason  was 
very  difficult  to  ascertain,  for  it  is  due 
to  the  lack  of  certain  substances  of  a 
moderately  unstable  nature,  the  exist- 
ence of  which,  as  we  have  pointed  out, 
was  not  even  suspected.  Certain 
species  of  animals,  such  as  the  rat, 
appear  to  require,  in  addition  to  the 
long  recognized  dietary  complexes, 
but  two  of  the  unidentified  dietary 
essentials.  The  most  common  desig- 
nation of  these  is  perhaps  the  term 
"vitamin,"  which  includes  fat-soluble 
A  and  water-soluble  B.  No  less  than 
twenty-five  names  have  been  invented 


for  these  substances.  Other  species 
of  animals,  such  as  man,  guinea-})ig 
and  monkey,  require  three,  the  addi- 
tional substance  being  called  water- 
soluble  C.  These  terms  have  been 
applied  provisionally,  i)ending  the 
discovery  of  the  chemical  natures  of 
these  interesting  substances. 

It  is  interesting  to  consider  the  dis- 
tribution of  the  three  unknown  sub- 
stances that  the  diet  must  contain. 
The  substance,  fat-soluble  A,  is  found 
in  butter  fat  and  egg  yolk  fats,  and  in 
the  fats  from  the  interior  of  the  cells 
of  the  glandular  organs  of  animals, 
e.g.,  the  liver  and  kidney,  in  greater 
abundance  than  in  any  other  foods. 
Leaves  of  plants  constitute  the  next 
important  source.  The  seeds,  tubers 
and  fleshy  roots  are  all  relatively  poor 
in  this  substance.  It  has  been  sug-  ' 
gested  that  among  the  latter  those 
which  contain  yellow  pigment  are 
richest. 

The  water-soluble  B  dietary  factor 
is  widely  distributed  among  natural 
foodstuffs.  The  only  common  foods 
lacking  in  it  are  polished  rice,  the 
sugars  and  starches,  and  the  fats  and 
oils  from  both  animal  and  vegetable 
sources.  Food  containing  small  quan- 
tities of  it  are:  white  flour,  degermi- 
nated  cornmeal,  macaroni,  spaghetti 
and  other  products  prepared  princi- 
pally from  bolted  wheat  flour.  All 
whole  seed  products,  tubers  and  fleshy 
roots,  leafy  foods,  milk  and  eggs  con- 
tain it  in  relative  abundance.  Muscle 
cuts  of  meats  are  very  poor  in  it,  but 
the  glandular  organs  contain  it  in 
abundance. 

The  water-soluble  C  is  abundant 
only  in  fresh  vegetables,  fruits  and  fresh 
milk  from  cows  in  pasture.  Cooked 
and  dried  foods  have  in  great  measure 
lost  their  peculiar  dietary  properties 
with  respect  to  this  substance. 

The  effects  of  specific  starvation 
from   one   or  another  of  these  three 
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substances  are  of  special  interest. 
Each  of  them  is  necessary  in  the  diet 
in  order  to  prevent  the  development  of 
a  specific  syndrome  of  what  we  call, 
collectively,  deficiency  diseases. 

One  of  the  so-called  deficiency  dis- 
eases, which  is  caused  by  a  lack  of  fat- 
soluble  A  in  the  diet,  is  character- 
ized by  changes  in  the  eyes,  in  which 
edema,  inflammation  and,  in  some 
cases,  perforation  are  the  most  im- 
portant. Much  remains  to  be  learned 
regarding  the  histology  and  pathology 
of  starvation  for  this  dietary  complex. 
Without  it,  growth  is  impossible  and 
death  soon  intervenes.  There  is  much 
evidence  that  a  lack  of  a  sufficient 
amount  of  fat-soluble  A  is  one  of  the 
factors  associated  with  the  etiology  of 
rickets. 

A  lack,  either  relative  or  absolute, 
of  the  second  dietary  factor  of  unknown 
chemical  nature,  water-soluble  B, 
leads  to  the  development  of  a  condition 
of  polyneuritis  which  in  man  is  known 
as  beri-beri.  Paralysis  is  the  most 
striking  general  feature  of  the  disease. 
The  third  of  the  dietary  complexes 
under  consideration  is  that  which  pre- 
vents the  development  of  the  syn- 
drome of  scurvy.  It  is  the  least  stable 
of  the  three.  The  anti-neuritic  sub- 
stance is  the  most  stable. 

For  several  years  the  three  sub- 
stances just  discussed  have  in  the 
popular  mind  overshadowed  in  im- 
portance the  long  recognized  dietary 
essentials.  It  should  be  emphasized 
that  there  is  no  basis  in  fact  for  con- 
sidering them  any  more  important 
than  the  proteins  or  than  one  of  the 
essential  mineral  elements.  All  are 
indispensable  components  of  the  diet 
and  are,  therefore,  of  essentially  equal 
importance.  Any  appraisal  of  the 
quality  of  a  diet  must  include  a  con- 
sideration of  the  quality  and  quantity 
of  protein;  the  content. of  each  of  the 
necessary  mineral  elements;  the  con- 


tent of  each  of  the  substances  con- 
cerned with  the  etiology  of  the  de- 
ficiency diseases,  and  the  availability 
of  the  carbohydrates. 

Dietary  Properties  of  Our 
Natural  Foodstuffs 

After  the  factors  which  operate  to 
make  a  diet  complete  and  satisfactory 
were  appreciated,  a  series  of  studies 
was  carried  out  with  a  view  to  deter- 
mining the  nature  and  extent  of  the 
dietary  shortcomings  of  each  of  the 
more  important  of  our  natural  food- 
stuffs. In  the  light  of  these  studies 
it  has  become  possible  to  make  certain 
generalizations  of  far-reaching  im- 
portance in  the  nutrition  of  man  and 
animals.  On  these  observations  is 
based  a  new  type  of  classification  of 
the  vegetable  foodstuffs,  depending 
on  the  function  of  the  part  of  the  plant 
from  which  they  are  derived. 

It  has  been  found  that  all  those 
parts  of  plants  that  have  the  functions 
of  storage  tissues,  viz.,  the  seed,  tuber 
and  fleshy  root,  have  remarkably 
similar  dietary  properties  and  similar 
shortcomings.  Notwithstanding  the 
great  difference  between  the  legume 
seeds,  such  as  the  pea  and  bean 
on  the  one  hand  and  the  potato  or 
turnip  on  the  other,  they  have  very 
nearly  the  same  dietary  values  in  cer- 
tain respects.  All  of  the  cereal  grains, 
legume  seeds,  tubers  and  edible  roots 
are  deficient  in  some  degree  in  at  least 
three  dietary  factors.  All  contain 
proteins  of  relatively  poor  quality;  all 
contain  too  little  of  certain  mineral 
elements,  especially  calcium,  sodium 
and  chlorin,  and  all  are  deficient  in 
fat-soluble  A.  As  stated  above,  there 
may  be  a  few  exceptions  to  the  latter 
generalization  in  the  case  of  certain 
yellow  pigmented  roots. 

The  leaf  of  the  plant  possesses  very 
different  dietary  properties  from  the 
seed.     The  palatable  leaves  are  alone 
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a  complete  food  for  those  tyjDes  of 
animals  that  have  digestive  tracts 
sufficiently  capacious  to  enable  them 
to  eat  a  sufficiently  large  amount  to 
meet  their  energy  requirements.  This 
superiority  in  dietary  properties  cor- 
relates with  the  special  function  of  the 
leaf  as  contrasted  with  the  storage 
tissue,  such  as  the  seed,  tuber  or  root. 
The  leaf  consists  of  actively  function- 
ing protoplasm  supported  by  skeletal 
tissue.  It  is  the  seat  of  the  synthesis 
of  proteins,  carbohydrates  and  fats. 
It  is  the  seat  of  active  respiration  and 
metabolism.  The  seed,  tuber  and 
fleshy  root  represent,  on  the  other 
hand,  packages  of  reserve  food  ma- 
terials, with  a  few  living  elements. 
In  general  the  structures  of  the  storage 
tissues  do  not  contain  all  the  complexes 
necessary  for  the  construction  of  living 
protoplasm,  and  are  accordingly  in- 
complete foods. 

A  similar  parallel  between  function 
and  dietary  properties  can  be  drawn  in 
the  case  of  the  highly  specialized 
muscle  tissue  on  the  one  hand  and  the 
actively  metabolizing  glandular  tis- 
sues on  the  other.  The  muscle  tissue 
has  dietary  properties  almost  identical 
with  those  of  the  seed,  tuber  or  root 
in  all  respects  except  richness  of  pro- 
tein. It  lacks  calcium,  sodium  and 
chlorin,  fat-soluble  A,  water-soluble 
B  and  water-soluble  C.  The  glandu- 
lar organs,  such  as  the  liver  and  kid- 
ney, are  much  more  complete  foods. 
Indeed,  they  have  all  the  complexes 
that  are  essential  for  the  construction 
of  living  tissue,  and  when  supple- 
mented with  certain  salts,  a  carbo- 
hydrate, such  as  starch,  approximate 
much  more  nearly  a  complete  food 
than  would  a  similar  amount  of  muscle 
tissue  with  starch. 

Successful  Diets 

Since  there  are  closely  similar  dietary 
properties    in    the    storage    tissues    of 


plants  and  of  muscle  tissue  of  animals, 
it  should  be  expected  that  mixtures  of 
these  even  in  considerable  numbers 
should  form  unsatisfactory  diets.  In 
many  feeding  experiments  this  has 
been  shown  to  be  the  case.  Although 
it  is  possible  for  a  young  animal  to 
grow  on  a  seed,  tuber,  root  and  muscle 
cut  of  meat  diet,  its  growlh  is  never 
normal  in  rate  or  extent.  It  will  al- 
ways be  stunted  and  will  fall  below 
the  normal  standard  of  performance  in 
reproduction  and  rearing  of  young, 
and  in  span  of  life. 

Consistently  unsatisfactory  results 
have  been  secured  on  diets  consisting 
of  wheat  flour,  cornmeal,  rice,  peas, 
beans,  potato,  turnip,  beet,  rolled  oats 
and  round  steak.  The  round  steak 
was  included  to  the  extent  of  10  per 
cent  of  the  dry  matter  of  the  diet. 

This  leads  us  to  a  consideration  of 
diets  that  succeed  in  the  nutrition  of 
animals.  In  an  extensive  inquiry, 
covering  twelve  years  and  based  on 
nearly  4,000  feeding  experiments,  we 
have  succeeded  in  nourishing  animals 
in  an  approximately  normal  fashion 
with  but  three  types  of  diets. 

It  is  possible  to  select  carnivorous 
foods  so  as  to  secure  a  fairly  satis- 
factory^ diet  entirely  derived  from 
animal  tissues.  Young  animals  can- 
not grow  or  long  remain  in  health 
when  restricted  to  muscle  tissue  as 
their  sole  food.  When  blood,  liver, 
kidney  and  other  glandular  tissues 
are  selected,  together  with  a  certain 
amount  of  bone  substance,  the  food 
supply  is  sufficiently  good  to  lead  to 
normal  development.  Muscle  tissue 
must  be  liberally  supplemented  with 
glandular  organs  to  make  possible 
success  with  the  strictly  carnivorous 
diet.  The  carnivorous  diet  has  been 
used  by  man  occasionally,  the  Eskimo 
and  some  American  Indians  being 
examples. 

It  has  been  found  possible  to  sup- 
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plement  the  seed,  tuber,  root  and 
muscle  meat  type  of  diet  with  liberal 
amounts  of  the  leafy  vegetables  and 
secure  a  fairly  satisfactory  diet.  A 
liberal  supplementing  with  leaf  is 
required  in  order  to  make  good  the 
deficiencies  of  the  remainder  of  the 
diet.  This  type  of  diet  is  common 
among  the  Orientals. 

The  third  type  of  successful  diet  is 
that  derived  from  cereals,  legume  seeds, 
tubers  and  fleshy  roots,  with  or  with- 
out meats,  supplemented  with  liberal 
amounts  of  milk.  Milk  is  so  con- 
stituted as  to  make  good  all  the  de- 
ficiencies of  the  classes  of  foods  just 
enumerated. 

It  is  so  important  to  appreciate  the 
special  qualities  of  the  leafy  vegetables 
and  milk  that  I  have  been  accustomed 
to  designate  these  as  the  protective 
foods.  They  are  protective  because 
they  are  especially  rich  in  those  ele- 
ments and  complexes  in  which  the 
storage  tissues  of  plants  and  muscle 
tissue  are  poor. 

Experiments  in  Faulty  Nutrition 

Systematic  animal  experimentation 
has  revealed  data  of  another  kind 
which  is  of  very  great  importance  to 
us  as  an  index  to  the  importance  of 
the  right  selection  of  food  in  the  pro- 
motion of  well-being.  Such  experi- 
ments have  been  undertaken  at 
the  author's  laboratory  to  determine 
how  sensitive  animals  are  to  diets  in 
which  the  faults  are  of  a  minor  char- 
acter. Hitherto,  emphasis  has  been 
laid  almost  entirely  upon  the  "de- 
ficiency diseases,"  scurvy,  beri-beri 
and  possibly  others,  such  as  pellagra 
and  rickets.  The  question  which  we 
asked  ourselves  was  this:  Are  there 
deleterious  eflFects  of  faulty  nutrition 
caused  by  diets  in  which  the  deficiency 
is  not  of  a  nature  or  of  sufficient  grav- 
ity to  induce  a  "deficiency  disease," 
but  which  can  be  demonstrated  in  the 


life  history  of  experimental  animals? 
Is  the  body  immune  to  faulty  diet  up 
to  a  point  of  deprivation  of  one  or 
another  dietary  essential  where  the 
metabolic  functions  break  down  and 
clinically  observable  effects  become 
apparent? 

We  have  sought  to  test  this  proposi- 
tion by  restricting  young  rats  through- 
out life,  and  their  progeny,  if  any, 
throughout  several  generations,  to  diets 
in  which  the  faults  were  of  a  very  slight 
nature.  A  large  number  of  groups  of 
experimental  animals  were  placed  upon 
diets  which  were  of  good  quality  with 
respect  to  all  factors  other  than  the 
protein  moiety.  These  were  derived 
from  a  number  of  sources  and  always 
from  a  combination  of  two  wholesome 
natural  foods,  such  as  two  cereal 
grains,  two  legume  seeds,  a  legume 
seed  and  an  animal  tissue,  e.g.,  muscle, 
kidney,  liver,  etc.  In  every  case  the 
protein  content  of  the  diet  was  ad- 
justed at  9  per  cent  of  the  food  mix- 
ture. This  was  done  because  experi- 
ence had  shown  that  when  the  quality 
of  the  protein  is  excellent,  this  is  the 
smallest  amount  that  will  suffice  to 
meet  the  nutritive  needs  of  the  ani- 
mals during  growi;h,  promoting  growth 
at  the  maximum  rate,  and  support 
approximately  the  maximal  fertility, 
making  possible  the  rearing  of  most  of 
their  young.  If  the  proteins  of  the 
food  are  of  a  quality  which  might  be 
classed  as  good  rather  than  excellent, 
the  growth  may  be  normal  and  the 
fertility  fairly  high,  but  many  of  the 
young  will  be  lost  during  the  nursing 
period.  Poor  proteins  will  not  support 
growth  at  the  optimal  rate  when  they 
constitute  but  9  per  cent  of  the  food 
mixture,  and  the  fertility  will  be  low. 

In  this  study  we  observed,  therefore, 
the  effect  of  a  single  defect  in  the  diet, 
and  that  not  of  a  very  pronounced 
character,  on  the  gro^lh,  fertility,  in- 
fant mortality  and  tendency  to  physical 
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deterioration  of  families  restricted  to  a 
monotonous  dietary  regimen.  Obser- 
vations were  also  made  on  the  length  of 
life,  the  age  at  which  the  first  signs  of 
senility  appeared  and  the  effect  of  the 
diet  on  the  nervous  system  of  the 
animal.  These  afford  very  interesting 
data  for  correlation  with  human 
experience. 

It  was  found  that  a  diet  may  be 
good  enough  to  enable  young  animals 
to  grow  at  the  normal  rate  and  to  the 
full  adult  size,  and  support  fairly  high 
fertility,  yet,  solely  because  of  the 
quality  and  amount  of  the  protein 
which  it  contains,  the  animals  may 
fail  to  nurse  their  young  successfully 
to  a  state  of  independence.  The 
young  may  require  a  nursing  period  of 
forty  to  sixty  days  instead  of  the 
normal  twenty-five  days  before  they 
can  be  safely  weaned,  owing  to  their 
stunted  gro^\'th.  This  long  period  of 
nursing  is  entirely  due  to  failure  of  the 
mothers  to  secrete  milk  of  satisfactory 
character  for  the  nutrition  of  their 
young,  because  their  diet  was  not 
properly  constituted. 

If  the  quality  of  the  protein  in  the 
diet  is  somewhat  below  that  which 
would  produce  the  results  described 
in  the  preceding  paragraph,  fertility 
may  be  lowered,  and  the  mortality  of 
the  young  born  raised  even  to  one 
hundred  per  cent.  The  mortality  is 
from  two  causes.  One  group  of 
mother  rats  destroy  their  young 
within  a  day  or  two  after  birth.  Fe- 
male rats  are,  when  well  nourished, 
very  solicitous  for  the  welfare  of  their 
young,  and  among  such  there  is  prac- 
tically no  infant  mortality.  The 
other  group  will  attempt  to  suckle 
their  litters  but  allow  them  to  die 
because  of  malnutrition. 

It  is  a  matter  of  great  importance 
to  have  demonstrated  that  making 
the  diet  faulty  with  respect  to  protein, 
but  only  to  an  extent  which  does  not 


interfere  with  growth  or  with  the 
maintenance  of  an  apparent  state  of 
health  in  the  adult,  may  profoundly 
affect  the  psychology  of  the  animals 
in  respect  to  so  fundamental  an  attri- 
bute of  the  nervous  system  as  the 
maternal  instinct.  Infanticidal  tenden- 
cies in  mothers  in  this  series  of  experi- 
mental animals  have  been  so  common 
and  so  consistent  that  there  can  be 
no  doubt  that  they  had  a  dietary  ori- 
gin. We  are  now  able  to  predict  with 
assurance  as  the  result  of  experience, 
that  on  certain  diets  mother  rats  will 
destroy  their  new-born  young. 

Perhaps  as  interesting  as  any  of  the 
results  of  this  series  of  studies  is  the 
effect  of  faulty  diet  on  the  length  of 
time  during  which  the  adult  animals 
will  maintain  the  full  vigor  of  middle 
life,  after  their  growth  has  been  com- 
pleted, on  the  experimental  diet  on 
which  they  are  maintained  throughout 
life.  This  may  vary  greatly.  A  well 
nourished  rat  may  live  as  long  as 
thirty-six  months  or,  in  a  few  instances, 
a  little  longer.  By  making  the  diet 
faulty  in  some  degree  with  respect  to 
the  amount  or  quality  of  its  proteins, 
we  are  able  to  make  the  span  of  life 
almost  anything  we  desire.  Rats  can 
be  made  to  grow  at  the  optimal  rate 
and  to  the  full  adult  size,  and  appear 
to  be  in  a  satisfactory  state  of  nutri- 
tion, yet  begin  rapidly  to  deteriorate 
as  soon  as  growth  is  completed.  Again, 
they  may  be  made  to  preserve  what 
appears  from  their  external  appear- 
ance the  full  vigor  of  middle  life  for  a 
quarter,  a  third,  a  half  or  any  other 
fraction  of  the  extreme  span  of  life 
which  they  are  capable  of  living. 
When  the  diet  is  faulty  they  tend  to 
grow  old  rapidly. 

It  is  not  possible  within  the  limits  of 
space  available  here  to  discuss  in  de- 
tail the  many  interesting  observations 
on  this  series  of  experimental  animals. 
This  much,  however,  may  be  said  in 
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the  way  of  a  general  conclusion.  Any 
diet  which  is  derived  in  great  measure 
from  cereals,  tubers,  fleshy  roots  and 
muscle  cuts  of  meat  (ham,  steak, 
roast)  will  never  be  satisfactory  for  the 
promotion  of  growth  or  for  the  main- 
tenance of  vigor  and  the  preservation 
of  the  characteristics  of  youth. 

Calcium  as  a  Dietary  Factor 

The  most  important  dietary  factor 
concerned  with  human  nutrition  or 
animal  production  is  that  relating  to 
the  supply  of  calcium.  Not  that  this 
element  is  any  more  important  for 
nutrition  than  other  indispensable  fac- 
tors, but  there  is  much  greater  likeli- 
hood that  the  amount  of  calcium  sup- 
plied by  the  food  will  be  inadequate. 
One  hundred  grams  of  wheat  contain 
0.040  grams  of  calcium.  Our  experi- 
ments have  established  very  definitely 
that  the  optimal  concentration  of  this 
element  for  the  nutrition  of  the  rat  is 
approximately  0.640  grams  per  hun- 
dred grams  of  food.  This  means  that 
unmilled  wheat  contains  but  one-fif- 
teenth the  amount  of  calcium  which 
the  rat  actually  needs  for  optimal  nu- 
trition. The  blood  and  other  tissues 
of  all  mammals  contain  about  the  same 
concentration  of  this  element,  and 
there  is  much  reason  to  believe  that  the 
calcium  requirements  of  man  expressed 
in  the  per  cent  of  food,  are  about  the 
same  as  those  of  the  rat.  There  are 
but  two  classes  of  foods  which  are 
rich  in  calcium,  viz.,  milk  and  the  leafy 
vegetables.  No  combinations  of  ce- 
reals, legume  seeds,  tubers,  fleshy  roots, 
and  meats  and  eggs  will  supply  a 
sufficient  amount  of  this  element. 

No  combinations  of  cereal  proteins, 
or  of  vegetable  proteins  from  any 
sources,  are  likely  to  prove  of  very 
high  biological  value  and,  since  this 
is  true,  any  attempt  to  subsist  on 
such  a  diet  would  be  almost  certain 
to  prove  a  failure.     A  strictly  vege- 


tarian diet  would  be  very  deficient  in 
calcium  as  well  as  contain  proteins  of 
relatively  low  value,  unless  it  contained 
a  much  greater  amount  of  leafy  vege- 
tables than  are  likely  to  be  eaten.  It 
would  likewise  be  deficient  in  fat- 
soluble  A,  the  anti-ophthalmic  sub- 
stance, unless  the  leaf  moiety  were 
so  great  as  to  be  excessive  for  an  ali- 
mentary tract  of  the  omniverous  type. 
It  would,  as  would  any  diet  from  any 
source,  contain  an  inadequate  amount 
of  the  antiscorbutic  substance  unless 
it  contained  some  fresh,  uncooked  arti- 
cles. 

Such  a  diet  as  we  are  discussing 
would  be  greatly  enhanced  with  respect 
to  its  proteins  by  the  inclusion  of 
meats  of  any  type.  If  muscle  cuts 
were  taken,  the  supplementary  value 
to  the  remainder  of  the  diet  would  be 
essentially  limited  to  enhancement  of 
the  proteins.  If,  however,  glandular 
organs  were  employed,  as  liver,  kid- 
ney or  sweet-bread,  the  content  of  the 
diet  in  fat-soluble  A  would  be  markedly 
increased.  In  neither  case,  however, 
would  there  be  any  increase  in  the 
content  of  calcium  as  the  result  of  the 
inclusion  of  meats. 

I  have  repeatedly  asserted,  during 
the  last  few  years,  that  the  white 
bread  and  other  cereal,  muscle  meat 
and  potato  type  of  diet  which  is  so 
common  in  America  and  parts  of 
Europe,  is  causing  physical  deteriora- 
tion. No  animal  can  grow  satisfac- 
torily on  a  food  supply  of  this  type,  nor 
can  one  remain  long  in  the  possession 
of  full  vigor  after  growth  has  been 
attained.  Only  when  such  a  food 
supply  is  supplemented  vnih  liberal 
amounts  of  milk  or  the  leafy  vege- 
tables will  it  prove  satisfactory. 

Dietary  Factors  in  Modern  Phys- 
ical Deterioration 

We  are  now  in  a  position  to  under- 
stand the  reason  for  the  rapid  increase 
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in  tooth  decay  and  in  faulty  skeletal 
development  which  has  taken  place 
during  the  past  century,  and  which 
has  been  hitherto  inoxi)lical)le.  There 
has  been  a  rapid  and  steady  increase 
in  the  consumption  of  cereal  products 
during  the  last  century.  The  con- 
sumption of  cereal  grains  in  liberal 
amounts  is  an  inovation  in  human 
experience,  for  cereals  could  never  be 
cultivated  on  a  large  scale  until  the 
invention  of  modern  plowing,  reaping 
and  threshing  machinery.  Grass  has 
always  been  the  most  serious  enemy  of 
agriculture,  and  only  effective  imple- 
ments could  cope  with  it.  This  is 
the  reason  why  rice,  which  developed 
for  a  considerable  period  on  flooded 
land,  was  the  earliest  cereal  to  be  widely 
cultivated. 

Not  only  have  we  come  to  consume 
ever  more  and  more  cereal  products, 
but  the  modern  milling  industry  has 
furnished  us  with  more  and  more 
milled  cereal  products,  such  as  bolted 
flour,  degerminated  cornraeal  and  pol- 
ished rice,  which  are  very  inferior  to 
the  un milled  cereal  grains  in  their 
dietary  properties  in  respect  to  several 
dietary  factors.  We  have  simulta- 
neously reduced  our  consumption  of 
dairy  products  and  green  vegetables 
from  the  amounts  which  were  taken 
by  people  of  a  century  or  more  ago  in 
many  regions  of  Europe  and  America 
where  physical  development  was  most 
satisfactory.  These  changes  are  suf- 
ficient to  account  for  the  deterioration 
which  we  are  now  witnessing.  Car- 
niverous  man,  such  as  the  Eskimo,  the 
Indians  of  America,  the  Lapps  and  the 
pastoral  tribes  of  Asia  and  Africa,  are 
highly  successful  in  their  nutrition. 
The  Oriental,  who  eats  very  liberally 
of  leafy  vegetables,  bamlioo  sprouts 
and  weeds  which  serve  as  pot  herbs, 
is  successful — for  reasons  which  we 
can  now  easily  explain.  The  people 
of  Switzerland,  Scandinavia,  Ireland, 


parts  of  Scotland,  Iceland  and  the 
Hebrides  are  highly  successful  with 
their  nutrition  because  of  the  large 
quantities  of  dairy  products  which 
they  consume.  In  England,  parts  of 
Scotland  and  many  places  on  the  Con- 
tinent, as  well  as  in  tens  of  thousands 
of  homes  in  America,  where  the  meat, 
bread  and  potato  type  of  diet  is  the 
rule  and  where  little  milk  or  green 
vegetables  are  eaten,  physical  degen- 
eration has  resulted  and  is  further  in 
progress. 

In  the  light  of  modern  knowledge  of 
nutrition  this  physical  degeneration 
may  be  safely  attributed  to  faults  in 
the  diet  of  the  pregnant  mother  which 
prevent  her  from  doing  the  best  pos- 
sible by  her  unborn  baby.  She  tries 
to  nurse  the  child  on  a  diet  which 
does  not  permit  her  to  secrete  milk  of 
a  satisfactory  qualitj^  for  the  nutrition 
of  the  child.  Before  the  child  is  many 
months  old  it  is  shifted  to  artificial 
feeding,  in  which  milk  is  modified  by 
one  of  the  many  methods  recommended 
by  physicians.  These  involve  dilution 
and  adjustment  with  sugar  or  cereal 
waters,  and  provide  a  food  which  fails 
to  furnish  the  proper  relations  between 
certain  mineral  elements,  especially 
calcium  and  phosphorus.  Cereals  are 
introduced  as  early  as  possible  into 
the  infant's  diet  under  the  mistaken 
idea  that  these  are  foods  of  a  highly 
satisfactory  sort.  Actually,  they  are 
not  so  constituted  as  to  promote 
growth  at  all,  except  as  they  are  en- 
hanced by  the  other  constituents  of  the 
diet.  It  is  under  such  conditions  that 
rickets  and  related  skeletal  defects 
develop.  The  concomitants  of  rick- 
ets are  flabby  and  weak  musculature, 
tendency  to  faulty  posture,  distention 
of  the  intestine  with  gas  and  general 
malnutrition. 

Rickets  has  been  shown  experi- 
mentally in  the  author's  laboratory  to 
be  due  to  faulty  diet,  and  it  has  been 
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conclusively  demonstrated  that  three 
factors  are  especially  concerned  with 
its  etiology.  These  are  the  calcium 
and  phosphorus  content,  and  the  con- 
tent of  a  certain  vitamin,  which  is 
possibly  identical  with  fat-soluble  A. 
When  there  is  an  abnormal  proportion 
between  the  calcium  and  phosphorus 
in  the  diet  and  a  relative  shortage  of 
the  organic  factor  mentioned,  rickets 
will  develop.  The  great  frequency 
of  the  development  of  rickets  in  in- 
fants shows  how  frequently  these 
errors  in  the  diet  are  being  realized  in 
general  experience. 

The  Teeth 

But  the  teeth  are  a  part  of  the 
skeleton  and  their  development  is 
governed  by  the  same  laws  that  govern 
the  growth  of  the  bones.  The  diet 
must  be  nicely  adjusted  or  they  will 
undergo  faulty  development.  The 
enamel  is  put  on  the  teeth  before  they 
are  erupted.  It  is  not  deposited  sim- 
ultaneously in  a  uniform  layer  over  the 
tooth,  but  at  certain  centers  of  enamel 
formation.  One  of  these  is  situated 
at  the  apex  of  each  of  the  cusps  of  a 
molar  and  from  these  points  the  enamel 
spreads  until  the  several  areas  meet  in 
the  sulci.  Here  they  must  form  a 
perfect  union  if  the  tooth  is  to  be  long 
lived  and  free  from  decay.  Actually, 
there  are  now  common  defects  in  the 
enamel  and  it  is  often  not  sufficiently 
dense  and  thick  to  form  a  satisfactory 
covering  for  the  tooth.  Furthermore, 
under  faulty  conditions  of  nutrition, 
the  roots  fail  to  develop  as  they  should. 
We  thus  form  teeth  which  are  vulner- 
able because  not  normally  developed. 
The  developmental  factor  is  the  most 
important  one  from  the  standpoint  of 
preventive  dentistry.  It  is  of  the 
utmost  importance  that  a  good  dental 
apparatus  should  be  formed.     Teeth 


of  optimal  development  possess  their 
own  defensive  barriers,  and  can  with- 
stand abuse  without  undergoing  de- 
struction by  caries. 

The  idea  of  mouth  hygiene  and 
early  repair  of  the  teeth  has  been  over- 
worked in  recent  years.  The  slogan 
that  a  clean  tooth  never  decays  is 
perhaps  theoretically  true,  but  it  is  an 
utter  impossibility  to  keep  the  teeth 
in  a  condition  of  bacteriological  clean- 
liness. Actually,  therefore,  this  slogan 
is  false  and  misleading.  Any  system 
of  preventive  dentistry  which  ignores 
the  developmental  factor  has  a  funda- 
mental weakness.  The  real  basis  of 
preventive  dentistry  is  proper  nutri- 
tion of  the  pregnant  mother,  and  a 
better  system  of  feeding  infants  and 
young  children  than  is  now  in  vogue. 
The  formation  of  an  effective  and 
properly  fortified  set  of  teeth  is  largely 
a  matter  of  right  living  during  the 
first  five  or  six  years  of  life,  for  after  a 
tooth  has  erupted  its  improvement  is 
not  possible,  or  is  possible  only  to  a 
very  slight  extent.  The  critical  time 
is  while  the  tooth  is  forming. 

I  have  discussed  at  length,  else- 
where,^ the  knowledge  of  nutrition 
which  has  been  gained  through  animal 
experimentation,  and  also  the  results 
of  an  extensive  study  of  the  experience 
of  man  in  different  parts  of  the  world 
with  diets  of  different  types.  The 
results  of  these  two  lines  of  investiga- 
tion correlate  in  a  surprising  fashion, 
and  form  convincing  evidence  that  it 
is  time  that  the  sociologist  and  the 
economist  as  well  as  the  medical  man 
and  the  health  worker,  should  awaken 
to  the  possibilities  for  human  better- 
ment which  can  be  achieved  through 
education  in  matters  relating  to  nutri- 
tion. 

^  The  Newer  Knowledge  of  Nutrition.  New 
York,  1921.     2nd.  ed. 
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Mouth  Hygiene  and  Child  Welfare 

By  Edward  T.  IIartman 

Secretary,  The  Child  Federation,  Philadelphia 


THE  problem  of  the  mouth  is  to 
possess  a  mouth  which  is  clean 
and  which  can  function,  as  it  is  in- 
tended to  function.  A  dirty  mouth 
contaminates  all  food  taken  into  the 
body.  Pure  food,  at  whatever  cost  of 
care  and  money  in  its  production  and 
preparation,  becomes  impure  food 
when  taken  into  the  body  through  a 
filthy  mouth.  To  function  properly  the 
mouth  must  be  clean  and  there  must 
be  sound  and  usable  teeth  and  the 
teeth  must  be  used.  They  must  be 
used  to  prepare  food  for  digestion  and 
they  must  be  used,  much  used,  on  hard 
and  chewable  food  to  develop  the 
teeth,  the  jaws,  the  face,  the  skull  and 
the  brain  cavity. 

The  mouth  problem  is  a  part  of  the 
problem  of  health  promotion.  Mouth 
hygiene  is  one  of  the  items  of  a  health 
promotion  program.  Like  other  items, 
each  in  its  proper  field,  the  broad  aim 
of  mouth  hygiene  is  to  develop  and 
maintain  proper  teeth.  This  includes 
the  i^reparation  of  food  for  digestion 
by  the  jjroper  use  of  the  teeth.  For 
food  which  is  not  properly  prepared 
and  digested,  decays  in  the  stomach 
and  intestines,  where  are  found  the 
best  possible  conditions  for  quick  de- 
cay— darkness,  moisture,  heat.  If,  in 
addition,  the  food  is  mixed  in  the 
mouth  with  pus  from  pyorrhea  pockets, 
with  bacteria  from  decayed  teeth, 
from  food  previou.sly  left  among  the 
teeth  and  from  diseased  gums,  it  de- 
cays the  more  quickly. 

While  mouth  hygiene  is  but  one  of 
the  items  of  a  health  promotion  pro- 
gram, it  is  a  big  and  definite  item,  and 
it  is  tied  up  with  several  other  prob- 
lems, such  as  prenatal  care,  nutrition 


and  infections  of  the  body.  But  it  is 
not  a  panacea.  It  must  be  worked  out 
in  connection  with  other  health  pro- 
motion problems. 

The  Statistics  of  the  Mouth 

The  statistics  are  well  known  and 
need  not  be  covered  in  detail.  It  is 
enough  to  say  that  one  may  with  diffi- 
culty find  two  good  sets  of  teeth  in  each 
hundred  children  examined  in  our 
schools,  including  only  the  first  five 
grades.  If  all  grades  are  examined  the 
proportion  of  good  mouths  will  be  less. 
In  Stratford,  Connecticut,  five  hun- 
dred and  fifty  children  were  examined 
and  only  one  child  was  found  to  have 
teeth  free  from  decay.  And  not  only 
has  each  child  one  decayed  tooth;  he 
has,  on  the  average,  seven  decayed 
teeth. 

What  is  the  meaning  of  this  condi- 
tion.'* Before  the  arrival  of  the  civil- 
ized white  man  the  Eskimos  had  no 
words  for  decayed  teeth  or  toothache. 
They  now  have  use  for  the  words,  just 
as  we  have.  Tooth  decay  is  largely  un- 
known among  the  primitive  peoples, 
such  as  in  the  north  of  Scotland,  in 
Norway  and  Sweden,  in  the  rural  dis- 
tricts of  Italy,  and  several  similar 
areas.  And  the  decay  is  attributed  not 
to  the  power  to  read  and  write,  not  to 
the  power  to  think,  but  to  denaturized 
foods  and  to  failure  to  use  the  power 
to  think.  Our  overwhelming  tooth 
trouble  is  due  to  foolish  or  ignorant 
parents  and  to  the  food  manufacturers. 
It  is  due  to  the  products  and  conditions 
of  civilization,  especially  civilization's 
foods.  Denaturized  foods,  haste,  with 
its  consequent  faulty  mastication,  do 
not  produce  teeth. 
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Mouth  Infection  and  Health 

Along  with  poor  teeth,  decayed 
teeth  and  dirty  mouths  comes  a  whole 
chain  of  evil  consequences,  induced 
diseases  and  related  ills.  Autointoxi- 
cation, a  quite  respectable  disease,  is 
in  some  cases  a  fashionable  name  for 
a  body  full  of  decayed  food.  Rheu- 
matism is  in  many  cases  the  name 
given  to  local  infections  due  to  pyor- 
rhea pockets.  Malnutrition  is  often 
due  to  the  fact  that  the  teeth  cannot 
prepare  food  for  the  digestive  fluids. 
The  after  results  of  a  poor  mouth,  re- 
sults which  are  not  commonly  con- 
nected with  the  condition  of  the 
mouth,  are  now  well  kno^oi  to  the 
leaders  of  the  dental  and  medical  pro- 
fessions. These  results  are  so  extensive 
in  their  various  ramifications  that  they 
are  beginning  to  form  a  great  specialty 
in  dentistry  and  medicine.  They  com- 
plicate diagnosis,  broaden  the  range  of 
treatment  required  and  greatly  add  to 
the  burden  of  curative  treatment. 
They  involve  not  merely  a  study  of 
possible  break  in  the  enamel  of  the 
teeth;  rather,  as  Fones  says:  "Today 
we  realize  that  dentistry  must  concen- 
trate upon  the  soft  tissues,  the  gums, 
the  pericementum  and  the  pulp,  for 
these  are  the  tissues  chiefly  involved 
in  permitting  the  ingress  of  bacteria 
into  the  lymphatics  and  thus  in  the 
production  of  many  systemic  infec- 
tions." 

The  trend  of  the  times  is  toward  a 
toothless  age.  But  progress  towards 
this  condition  need  not  continue.  We 
know,  in  the  main,  the  precedent 
causes  of  most  of  the  bad  conditions. 
We  know  at  least  enough  to  make  it  a 
truism  that  if  we  further  progress 
towards  a  toothless  age  it  is  because  we 
are  at  the  same  time  progressing  in 
senselessness.  We  know  that  we  can 
give  up  some  of  our  bad  habits  or  con- 
tinue to  give  up  our  teeth.    The  unfor- 


tunate aspect  of  the  matter  just  now 
is  that  our  bad  habits  have  a  stronger 
hold  on  us  than  have  our  teeth.  There 
is  a  job  ahead  for  every  promoter  of  a 
health  program,  for  every  citizen 
worthy  of  the  name. 

The  present  and  future  welfare  of 
every  child  is  inseparably  tied  up  with 
the  condition  of  his  mouth  and  teeth. 
Upon  this,  frequently  upon  this  alone, 
depends  comfort,  appearance,  general 
health  and  efficiency  of  the  individual. 
Malocclusion  alone,  induced  by  faulty 
care  of  the  temporary  teeth,  malnutri- 
tion, thumb  sucking,  pacifiers,  etc., 
ruins  the  appearance  of  the  individual, 
causes  mouth  breathing,  prevents  mas- 
tication and  develops  a  secondary 
chain  of  results  which  are  ghastly  and 
inexcusable.  Thus  follows  a  round  of 
difficulties  in  part  hinted  at  and  too 
numerous  to  be  even  catalogued  in  a 
short  article. 

Mental  retardation,  induced  by  all 
the  conditions  above  mentioned,  is  so 
terrific  in  its  effects  on  the  individual 
and  in  its  costs,  direct  and  secondary, 
to  the  child  and  the  community,  that 
one  would  think  mere  knowledge  of  the 
facts  would  prompt  speedy  action. 
Yet  there  is  probably  but  one  city  in 
the  country,  Bridgeport,  Connecticut, 
which  has  made  a  serious  attempt  at 
actually  meeting  the  conditions. 

The  Solution — -A  Program 

As  in  all  matters  of  health  promotion, 
the  development  of  a  program  has 
come  in  backwards.  Dental  surgery,  a 
means  of  patching  up  bad  teeth  to  do 
as  well  as  they  may,  has  made  great 
progress,  nowhere  more  than  in  Amer- 
ica. The  developments  of  the  past 
twenty  years  speak  volumes  for  the 
ability  and  the  earnestness  of  the  lead- 
ers of  the  dental  profession.  And  the 
work  has  been  ably  seconded  by  lead- 
ers in  the  medical  profession. 

But   dental   surgery   is    devoted   to 
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cure.  It  does  not  and  cannot,  alone, 
promote  good  teeth.  It  should  be  in 
the  nature  of  a  supplementary  activity 
to  a  program  for  promoting  healthy 
mouths.  There  are  less  than  fifty 
thousand  dentists  in  the  country.  To 
pursue  the  course  now  mainly  fol- 
lowed, using  dentists  only  when  the 
teeth  are  troublesome,  would  require 
the  servnces  of  an  army  of  perhaps  three 
hundred  thousand  dentists  and  they 
would  then  be  unable  actually  to  get 
under  the  problem.  We  shall  always 
need  the  dentist,  far  more  than  we  now 
think  we  need  him,  but  he  will  need 
help.  With  a  right  program  the  den- 
tist could  give  the  required  attention 
to  the  sixth  year  molars,  could  treat 
decay  in  its  early  and  painless  stages 
and  could  function  more  effectively 
than  we  now  permit. 

The  next  item  to  develop  was 
mouth  hygiene.  This  is  largely  a  pre- 
ventive activity  and  its  need  is  largely 
induced  by  failure  in  the  fundamental 
work.  iSIouth  hygiene  is  a  develop- 
ment of  the  past  ten  years.  In  1914 
the  first  mouth  hygienists  were  grad- 
uated. Their  work,  under  the  direction 
of  Dr.  Fones  and  of  private  dentists 
in  various  places,  was  so  signifi- 
cant that  the  movement  produced  a 
complete  revolution  in  dentistry. 
This  change  is  only  now  in  progress. 
Thirteen  states  have  recognized  it  by 
making  it  legal  for  mouth  hygienists  to 
practice.  Like  modern  dentistry,  it  is 
making  rapid  strides  and  will  prove  of 
almost  unlimited  value  in  the  cam- 
paign for  health  promotion. 

Tooth  Building  and  jVIaintenance 

Let  us  lay  dowTi  as  one  of  the  funda- 
mentals that  right  mouth  conditions 
will  be  promoted  most  effectively  by  a 
program  of  tooth  building  and  main- 
tenance. Dental  surgery  is  curative. 
Mouth  hygiene  is  preventive,  but  it 
can  easily  be  made  constructive,  that 


is,  by  aiming  directly  at  maintaining 
good  teeth  in  a  good  condition.  But 
the  big  item  of  the  program,  because 
the  only  one  which  can  accomplish  the 
task  before  us,  is  tooth  building  and 
maintenance.  In  this  work  there  are 
three  main  items. 

Prenatal  Care,  Nutrition  and 
Mouth  Hygiene 

First  comes  prenatal  care.  This  is 
important  because  the  enamel  of  the 
temporary  teeth  and,  to  some  degree,  of 
the  permanent  teeth  is  formed  in  the 
prenatal  period.  This  will  be  good 
enamel  or  poor  enamel,  depending 
upon  the  condition  of  the  mother  dur- 
ing the  period  of  pregnancy.  It  was 
formerly  considered  normal  for  ■  a 
mother  to  give  up  some  of  her  teeth  at 
the  birth  of  a  child.  This  was  due  to 
plain  ignorance.  The  growing  organ- 
ism will  take  all  it  can  get,  at  whatever 
sacrifice  to  the  parent  organism.  But 
it  is  possible  to  rob  the  mother  and  still 
not  supply  the  needs  of  the  growing 
child.  Prenatal  care  is  therefore  im- 
perative to  the  welfare  of  the  mother 
and  child.  Every  child  has  a  right  to 
be  born  fit.  No  mother  should  suffer 
abnormal  injury  through  giving  birth 
to  a  child.  Right  conditions  at  birth 
go  a  long  way  in  solving  the  problems  of 
child  welfare  and  promoting  the  inter- 
ests of  the  individual. 

Then  comes  the  item  of  nutrition. 
Having  started  the  teeth  in  the  right 
way,  the  next  thing  is  to  keep  them 
growing  properly  in  every  way  until 
they  are  fully  formed.  This  is  largely 
a  problem  of  nutrition.  So  nearly  is 
it  a  problem  of  nutrition  that  if  we 
were  to  solve  the  nutrition  problem  we 
should  be  a  long  way  on  the  road  to  a 
solution  of  the  tooth  problem.  But 
nutrition  depends  upon  the  condition 
of  the  teeth.  Without  good  teeth  the 
individual  cannot  prepare  food  for 
digestion.     So  here  we  have  two  in- 
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separable  problems.  To  promote  one 
and  ignore  the  other,  is  to  fail. 

Free  sugar  and  starch  form  the  base 
of  the  tooth  problem  from  the  nutri- 
tional standpoint  and  on  the  negative 
side.  Lactic  acid,  the  destroyer  of 
enamel,  comes  from  sugar  and  from 
starch  converted  into  dextrose.  On 
the  positive  side,  the  development  of 
the  teeth  depends  upon  a  "well  bal- 
anced diet,  with  special  emphasis  on  the 
calcium  content  foods." 

Mouth  hygiene,  which  includes  the 
prophylactic  processes  plus  full  in- 
struction in  regard  to  the  care  of  the 
mouth,  as  well  as  instruction  as  to 
foods  which  will  produce  teeth  and 
warning  against  foods  which  destroy 
teeth,  is  imperative  in  both  the  con- 
structive and  remedial  campaigns  and 
is,  or  should  be,  within  itself  both 
constructive  and  preventive.  It  forms 
the  great  bridge  which  will  lead  us  from 
the  present  morass  of  difficulties  to  the 
solid  ground  of  right  living  which  will 
mean  good  teeth,  first,  last  and  be- 
tween. 

We  shall  probably  never  use  enough 
of  the  foods  which  polish  the  teeth. 
So  the  hygienist  must  polish  them, 
thus  keeping  them  free  from  the  bacte- 
ria plaques  which  start  decay.  The 
hygienist  must  remove  the  tartar  or 
teach  us  to  avoid,  when  someone  finds 
what  they  are,  the  foods  which  produce 
it.  And  he  must  teach  us,  always  teach 
us,  till  we  reach  that  position  where  we 
individually  feed  ourselves  and  our 
children  with  the  same  care  used  in 
feeding  cattle  or  in  supplying  auto- 
mobiles with  fuel  and  oil.  We  keep 
function  in  mind  in  every  case  except 
when  feeding  (and  clothing)  ourselves. 

The  profession  of  mouth  hygiene  of- 
fers a  field  of  usefulness  hardly  sur- 


passed among  the  professions.  Its  im- 
portance cannot  be  overstated.  Its 
significance  grows  upon  us  from  day  to 
day  as  we  study  the  situation  in  which 
we  find  ourselves  and  the  possibilities 
of  mouth  hygiene  as  a  remedy. 

We  liave  poor  teeth  and  we  know 
the  cause.  We  know  that  to  promote 
tooth  health  is  cheaper  and  more  effec- 
tive than  cure.  We  know  that  we  will 
not  be  able  to  provide  and  maintain 
enough  dentists  to  care  for  the  prob- 
lem by  curative  processes.  There  are 
those  who  insist  that  the  tooth  prob- 
lem, as  it  now  faces  us,  is  more  serious, 
responsible  for  more  ills,  than  was 
liquor  before  prohibition.  We  also 
know  that  the  tooth  problem  is  tied  up 
with  our  food  habits  and  that  food 
habits  are  as  difficult  to  change  as  other 
habits.  They  are  perhaps  more  diffi- 
cult, for,  while  it  is  a  besotting  crime  in 
the  eyes  of  many  to  poison  the  body 
with  whiskey,  it  is  not  so  considered 
when  we  fill  the  stomach  with  food 
doomed  only  to  decay  and  thus  to  I'uin 
health.     And  we  have  to  eat. 

Let  us  keep  in  mind,  therefore,  the 
seriousness  of  the  problem  and  the 
need  for  action  by  parents,  teachers, 
dentists,  hygienists,  doctors,  the  press; 
by  everyone  who  forms  a  contact  and 
who  would  claim  to  influence  people. 
For  if  the  influence  springing  from  a 
contact  is  not  good,  it  is  nothing  or  it 
is  bad.  Who  is  going  to  claim  the  right 
of  a  contact,  which  is  also  an  opportu- 
nity, when  it  produces  only  harm.'^ 

IMouth  hygiene  deals  with  the  care 
and  use  of  the  mouth  and  the  teeth. 
Its  progress  during  ten  years  gives  it  a 
distinct  and  permanent  field.  To  those 
who  will  deal  with  mouth  hygiene  in  its 
broader  aspects  there  is  no  more  useful 
field  for  work. 
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Some  Aspects  of  the  Mental  Hygiene  of  the  Child 


By  Leonard  Blumgart,  M.D. 

New  York  City 


THE  physical  hygiene  of  the  child 
has  been  studied  and  applied 
with  much  success  by  mothers  and 
nurses  for  the  last  two  or  three  decades. 
What  modern  mother  would  think  of 
bringing  up  her  child  without  Holt, 
Kerley  or  Griffiths  at  her  right  hand 
and  a  scale  and  sterilizer  at  her  left. 
"Of  making  of  books  there  is  no  end," 
and  the  number  about  the  care  of  the 
body  of  the  child  make  of  the  Biblical 
Jew  who  said  it  not  only  a  sage  but  a 
prophet. 

After  the  child  has  from  birth  been 
weighed  and  measured,  accurately  and 
regularly,  fed  on  a  scientifically  pre- 
pared diet,  bathed,  exercised  and  given 
an  open  air  sleeping  porch,  there  often 
is  vast  disappointment  that  its  be- 
havior is  not  the  fine  flowering  of  so 
much  conscientious  effort. 

If  care  and  attention  to  the  child's 
bodily  needs  were  all  that  were  neces- 
sary, then  wealthy  and  intelligent  par- 
ents should  bring  forth  perfect  chil- 
dren. Airy  nurseries,  big  gardens, 
visits  to  the  country  or  seaside,  trained 
baby  nurses,  governesses  and  special- 
ists, every  advantage  that  money  can 
buy,  do  not  always  achieve  success. 
The  child  is  not  happy;  its  sleep  is  rest- 
less; it  is  irritable  and  moody;  it  has  a 
bad  disposition;  it  does  not  "behave," 
ad  infinitum. 

The  problem  of  physical  care  has 
been  practically  worked  out  for  the  aver- 
age normal  child.  The  rapid  growth 
in  variety  and  extent  of  function,  both 
intrinsic  and  extrinsic,  that  accom- 
panies the  rapid  gro\\'th  of  the  body  is 
often  lost  sight  of  in  the  intense  inter- 
est in  the  purely  physical  aspect  of  the 
child's  development. 


The  Newer  Interest  in  Behavior 

Interest  today  is  beginning  to  be 
directed  toward  the  child's  behavior 
and  the  strength  of  that  interest  is 
manifested  by  the  growing  number  of 
men  and  women  who  are  reading  and 
studying  human  behavior  or  psychol- 
ogy. From  this  viewpoint  the  child 
must  be  looked  upon  as  a  dynamic  en- 
gine whose  behavior  can  theoretically 
be  divided  into  two  fields,  that  of  its 
interaction  with  its  environment  and 
that  of  its  interaction  within  itself. 
The  interaction  with  the  environment 
makes  up  the  larger  part  of  the  study 
of  psychology;  the  interaction  within 
itself  is  the  field  of  hygiene  and  phys- 
iology and,  as  has  been  noted,  is  fairly 
well  covered. 

Naturally,  these  fields  are  not  sep- 
arate and  the  division  made  is  purely 
for  practical  purposes.  In  reality 
every  internal  interaction  has  its  influ- 
ence on  and  takes  part  in  an  environ- 
mental interaction.  The  child's  organ- 
ism is  so  sensitive  that  fatigue  and  ir- 
ritability are  produced  by  causes  which 
to  us  may  appear  extraordinarily 
trivial.  The  happy  hours  of  childhood 
are  often  a  myth.  To  our  relatively 
crude  adult  minds  the  child's  life  is 
made  up  of  bathing,  dressing  walking, 
eating,  playing  and  sleeping.  It  is  not 
in  these  activities  that  the  source  of 
the  child's  unhappiness  is  usually  to  be 
found.  It  lies  in  the  behavior  of  the 
parents  or  nurse,  their  relationship  to 
the  child,  their  actions  and  words.  It 
is  the  tone  of  their  voices,  the  very 
thoughts  that  pass  through  their 
minds  and  which  show  themselves  so 
plainly  to  the  sensitive  mind  of  the 
child,  that  bring  about  its  bad  behavior. 
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Compare  the  behavior,  happy  or  other- 
wise, of  the  child  with  adults,  to  that  of 
the  child  at  work  making  mud  pies, 
block  houses,  a  dam  in  a  gutter.  Here 
you  can  observe  persistence,  patience, 
application,  complete  abandon,  utter 
lack  of  consciousness  of  self  or  any- 
thing but  the  matter  in  hand.  Creative 
intelligence  is  at  work  here  with  new 
things  being  born  into  the  world,  and 
new  functions  and  qualities  being  built 
up  in  the  child. 

Responsibility  of  Parents  and 
Teachers 

It  has  been  possible  to  curb  in  a  child 
of  three  and  one-half  years  of  age,  in- 
somnia, night  terrors,  irritability,  re- 
current attacks  of  nausea,  vomiting 
and  prostration  by  simply  changing  a 
ruthless  disciplinarian  for  a  motherly 
nurse.  In  another  case,  an  eight  year 
old  girl  ceased  having  insomnia  and 
intestinal  upsets  when  her  parents 
were  asked  to  transfer  the  acrimonious 
and  bitter  discussions  of  their  differ- 
ences to  the  privacy  of  their  bed  cham- 
ber and  appear  as  well  bred  in  the 
presence  of  their  daughter  as  they 
would  before  friends.  Conflicts  be- 
tween parents  and  between  parent  and 
child  are  always  disastrous  and  harm- 
ful to  the  child  whatever  the  outcome, 
be  it  victory  or  defeat.  Victory  in  the 
conflict  with  authority  gives  the  child 
an  undue  sense  of  power;  defeat,  an 
undue  sense  of  helplessness.  Both  the 
exaggerated  power  and  helplessness  are 
memories  which  will  impede  the  child's 
activities  in  later  life. 

Modern  psychology,  while  it  makes 
understandable  much  in  the  behavior 
of  children  that  was  formerly  un- 
known, places  a  greater  responsibility 
upon  the  child's  parents  and  teachers 
and  offers  a  greater  opportunity  for 
conscious  and  intelligent  direction  of 
its  education.  Given  a  healthy  body, 
the  conduct  of  a  child  is  largely  the 


result  of  the  success  or  failure  of  its 
parents  or  nurses  as  social  individuals. 
Given  a  healthy  child,  crying  and 
whining,  bad  tempers,  moodiness  at 
meals,  undue  shyness,  timidity  or  fear, 
may  all  be  reactions  of  the  child  in  re- 
sponse to  the  behavior  of  its  human 
environment.  In  this  situation  lie  the 
seeds  from  which  nervous  disorders  of 
the  future  may  very  well  spring  forth. 
The  mental  hygiene  of  the  child  is 
inextricably  bound  up  with  the  mental 
hygiene  of  the  adult,  for  children  will 
always  have  to  be  brought  up  by 
adults.  Dr.  C,  Mac  Fie  Campbell, 
Professor  of  Psychiatry  at  Harvard 
University  Medical  School,  rightly 
says,  "To  understand  the  child  the 
influences  of  the  home  must  be 
studied,"  ^ 

In  all  of  this,  one  must  not  under- 
estimate the  physical  factors  but  seek 
at  all  times  to  rule  them  out  as  the 
cause  for  malbehavior.  It  is  unneces- 
sary to  emphasize  this.  More  often  a 
physical  factor  is  sought  for  too  long. 
Failure  to  examine  a  child  for  the  pres- 
ence of  physical  defects  or  disease  is 
inexcusable.  In  time  it  will  be  just  as 
inexcusable  to  neglect  the  psychologi- 
cal factors. 

Hereditary  Disposition  of  the 
Child 

Furthermore,  the  hereditary  dispo- 
sition of  the  child  must  be  taken  into 
account.  Children  vary  tremendously 
in  their  temperament.  From  the  mo- 
ment of  birth  observant  mothers  note 
well  marked  variations  in  conduct  and 
behavior  in  their  children.  One  child 
is  mild,  calm,  easily  pleased;  another, 
restless,  irritable,  demanding  that  his 
environment  be  "just  so,"  Babies 
have  unconsciously  a  standard  of  com- 
parison that  makes  this  world  a  diffi- 
cult place  for  them  whatever  their  ner- 

^"A  City  School  District  and  Its  Subnormal 
Children" — Mental  Hygiene,  Vol,  2,  p.  237. 
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vous  orgaiiiztition.  The  life  -within  the 
womb  can  be  accurately  described  as 
perfect.  It  is  thought  by  some  that 
the  organic  memories  of  this  period  are 
the  stuff  from  which  all  our  ideas  of 
Paradise  and  Heaven  are  made. 

At  birth,  loud  sounds  and  bright 
lights,  new  skin  sensations  of  touch 
and  pressure,  cold  and  heat,  dryness 
and  moisture,  pleasure  and  pain,  to- 
gether with  the  internal  sensation  of 
hunger  for  air  and  food,  form  a  con- 
tinuous stream  of  stimuli.  Babies  of 
"nervous  inheritance"  react  to  these 
quite  differently  from  those  of  rela- 
tively dull  nervous  organization.  Pro- 
fessor John  B.  Watson's  experiments, 
which  show  that  sudden  loud  noises, 
jars  and  marked  and  sudden  changes 
in  position  are  fear-producing  stimuli, 
suggest  the  advisability  of  protecting 
children  who  have  inherited  nervous 
dispositions  from  such  stimuli,  at 
least  for  their  first  eighteen  months. 
These  experiments  of  Professor  Wat- 
son's- on  infants  from  birth  to  over  two 
hundred  days  of  age,  indicate  to  what 
extent  revision  of  our  old  conception  of 
the  emotional  life  of  the  child  has  now 
become  necessary.  For  example,  purr- 
ing black  cats,  pigeons  rattling  about 
in  a  paper  bag,  rabbits  and  guinea 
pigs  crawling  over  and  held  before  the 
baby  as  experiments,  all  failed  to  pro- 
duce the  element  of  fear.  They 
aroused  interest  or  caused  but  slight 
attention.  The  same  result,  viz.,  lack 
of  fear,  was  noted  when  babies  were 
placed  in  a  dark  room,  and  a  faint 
light  turned  on,  presenting  black  cats, 
pigeons  and  rabbits  in  active  relation- 
ship to  the  babies.  The  sight  of  camels, 
Shetland  ponies,  zebras,  bears,  parrots, 
monkeys,  ostriches,  some  coming 
within  two  or  three  inches  of  the 
babies,  also  produced  no  fear. 

^  Psyckologi/  from  the  Standpoint  of  a  Behapior- 
i.st  by  Dr.  John  IJ.  Watson,  published  by  Lippin- 
cott  Co. 


That  children  often  are  fearful  of 
animals  is  beyond  question,  but  Dr. 
Watson  believes  that  the  fear  in  such 
instances  is  usually  traceable  to  fear- 
provoking  actions  on  the  part  of  the 
animal.  We  must,  therefore,  revise 
our  ideas  of  the  "naturalness"  of  ani- 
mals as  fear-producing  stimuli.  Again, 
fear  may  be  associated  with  the  dark  or 
fire,  the  fear-producing  stimuli  having 
first  been  experienced  in  the  dark  or 
near  the  fire. 

That  it  is  a  particular  kind  of  action 
that  produces  fear  is  often  illustrated 
from  the  observations  of  parents.  In 
one  instance,  a  mother  discovered  that 
her  boy,  after  he  had  been  within 
twenty-five  feet  of  a  passing  excursion 
steamer  from  which  emanated  a  sudden 
shriek,  thereafter  manifested  fear  when- 
ever the  fire  engines  passed  his  home,  al- 
though prior  to  that  time  he  had  shown 
no  fear  with  the  passing  of  engines. 

The  task  of  mothers  is  by  no  means 
equal.  Some  children  seem  to  be  of 
such  elastic  fibre  that  quite  serious 
faults  in  training  sometimes  result  in 
little  permanent  damage.  Others,  es- 
pecially the  high  strung  and  sensitive 
types  of  children,  require  the  most  deli- 
cate of  handling  and  if  faulty  methods 
are  employed,  the  damage  at  times 
seems  almost  irreparable. 

When  we  know  that  the  child  has 
inherited  a  peculiarly  nervous  disposi- 
tion, wisdom  in  its  management  is  as 
es.sential  as  air.  The  nervous,  high 
strung  temperaments  are  often  beings 
of  great  potential  powers.  It  is  your 
wayward,  intractable,  over-responsive 
child  who  often  has  the  greatest  poten- 
tialities for  achievement.  By  keeping 
this  hereditary  factor  in  mind  we  avoid 
the  unthinking  criticism  that  is  so 
often  applied  to  mothers  when  their 
children  misbehave.  "Now  if  I  were 
bringing  up  that  child,"  says  the 
proud  parent  of  a  placid  offspring, 
"she  wouldn't  be  so  nervous."     Just 
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because  the  child  is  more  sensitive, 
more  responsive  than  the  average,  the 
task  of  teaching"  it  to  adapt  itself  to 
the  world,  to  be  at  home  on  the  earth 
in  a  way  that  shall  be  satisfactory  to  it 
and  its  environment,  means  an  ex- 
penditure of  time  and  genuine  under- 
standing of  the  problem. 

Discipline  and  Education  as 
Behavior  Problems 

Two  of  the  most  difficult  of  the  be- 
havior problems  in  the  care  of  children 
are  those  of  discipline  and  education. 
What  are  discipline  and  education  ?  Are 
they  blind  obedience  and  slavish  imi- 
tation.' Does  our  education  and  disci- 
pline of  children  tend  toward  the  de- 
velopment of  their  powers  or  does  it  tend 
in  the  direction  of  our  own  ease  and  com- 
fort? If  the  former,  we  must  assist  the 
child  by  allowing  it  free  play  for  its  at- 
tempts to  experience,  i.e.,  to  know  and 
to  use  its  environment.  To  state  in 
words  the  principles  and  objects  of 
education  and  discipline,  is  simple. 
To  apply  them,  is  a  task  that  is  en- 
gaging the  attention  of  conscience- 
stricken  parents  and  educators. 

There  is  not  a  month  in  the  year  that 
the  educational  system  in  vogue,  both 
at  home,  at  school  and  at  large,  is  not 
either  proclaimed  or  confessed  a  failure. 
The  rapidly  growing  number  of  exper- 
imental schools,  the  eager  attention 
and  interest  received  by  every  new 
idea  or  system,  all  proclaim  the  growing 
unrest  at  the  inadequacy  of  our  educa- 
tional institutions.  Dallas  Lore  Sharp 
in  the  Atlantic  Monthly  for  July,  1921, 
voices  the  bitter  cry  of  the  parent  and 
educator  at  the  failure  of  our  education : 

Books  make  a  full  man;  it  is  life  and  na- 
ture that  give  him  authority.  But  life  and 
nature  are  little  reckoned  with  in  formal 
education.  .  .  .  Human  nature  is 
imique  and  not  to  be  handled  by  machine. 
It  is  active,  a  doing  nature^  fit  for  unfinished 

^  Italics  my  own. 


earth,  not  heaven,  the  earth  partner  and 
co-creator  in  God's  slowly  shaping  world. 
.  .  .  Education  is  too  far  removed  from 
the  simple,  the  original,  from  life,  and  na- 
ture. ...  A  poet  is  stillborn  in  Bos- 
ton every  day — killed  by  toys  in  place  of 
the  tools  that  make  them,  by  books  in 
place  of  the  life  they  tell  of,  by  schools, 
museums,  theatres  and  stores  where  things 
are  pieced  and  ordered,  filmed,  collected, 
canned  and  labelled  in  place  of  a  whole 
world  of  whole  things.  .  ,  .  The  edu- 
cating process  is  started  wrong  and  started 
too  early.  It  should  start  with  work. 
.  .  .  Every  son  of  God  needs,  if  not  a 
world  to  create,  an  earth  to  subdue.  .  .  . 
Instead  of  allowing  him  to  work  we 
teach  him  to  be  amused.  .  .  .  Natiu-e 
should  be  the  teacher  of  us  all. 

Is  not  this  in  reality  a  protest  against 
education  by  ideas  and  a  plea  for  an 
education  by  action?  The  change  is 
coming  rapidly.  Is  there  any  univer- 
sity worthy  of  the  name  that  would 
teach  chemistry,  engineering,  physics, 
physiology  from  books?  Are  they  not 
taught  by  action  in  the  laboratory  with 
books  as  tools  of  lesser  importance.  Is 
not  that  but  an  extension  of  the  method 
by  which  modern  educators  are  teach- 
ing the  child? 

The  fundamental  fact  in  such  exper- 
imental educational  systems  as  Mon- 
tesorri's  and  Marietta  Johnson's  is 
that  the  child  is  educated  by  doing  and 
not  by  ideas.  The  first  movements  of  a 
child  are  carried  out  in  response  to 
external  stimuli  of  light  rays  or  sound 
waves  or  as  the  result  of  contact  with 
external  objects,  or  they  are  restless 
movements  due  to  inner  discomfort 
such  as  hunger.  At  first  there  is  no 
knowledge  of  distance  and  its  reach  is 
but  poorly  adjusted  to  that  for  which  it 
reaches.  Gradually  it  learns  to  be- 
come skillful  and  once  it  reaches  a 
point  of  precision,  one  can  well  imagine 
that  life  becomes  for  it  a  daily  discov- 
ery of  innumerable  new  objects  and 
functions,  all  having  innumerable  new 
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graduations  and  compounds  of  the 
sensations  of  weight  and  touch,  of  heat 
and  cold,  of  distance  and  color,  of  com- 
fort and  discomfort,  of  pain  and  pleas- 
ure, felt  not  only  by  the  skin  of  its 
hands,  but  also  by  lips  and  tongue,  by 
eyes  and  ears.  The  child  is  not  content 
with  touching  and  manipulating;  it 
must  also  taste  and  once  it  begins  to 
walk,  its  universe  spreads  out  increas- 
ingly before  it,  and  it  grabs  and 
touches,  it  pulls  and  throws  everji;hing 
within  reach  in  order  to  get  the  joy  of 
experiencing  the  world  in  which  it 
lives. 

Its  body  interacting  upon  environ- 
ment compels  the  child  with  irresistible 
force  to  action  and  it  is  foolish,  nay 
more,  it  is  dangerous  to  attempt  to 
stop  that  interaction  or  repress  it.  No 
doubt  such  a  condition' makes  for  a  try- 
ing time  on  the  part  of  its  elders.  The 
only  wise  course  is  to  recognize  it  as  a 
time  of  many  trials  and  help  the  child 
by  giving  it  freedom  of  motion  in  an 
environment  in  which  dangerous  or  de- 
structive agencies  are  out  of  reach — 
out  of  reach  solely  because  the  child  is 
not  capable  of  handling  them.  One 
should  make  the  criterion  of  the  things 
a  child  can  play  with,  not  the  power  of 
objects  to  inflict  pain  or  damage  upon 
it,  but  rather  the  common  sense  limits 
imposed  by  the  child's  ability  to  han- 
dle objects  skillfully  and  in  accordance 
with  their  uses. 

The  skill  and  delicacy  of  children 
who  have  not  been  impeded  by  unwise 
repression  in  their  handling  of  them- 
selves and  the  objects  around  them,  is 
extraordinary.  They  will  pick  out  an 
object,  manipulate  it  and  replace  it  de- 
liberately and  carefully.  Madame 
Montesorri  and  those  who  have  used 
her  methods  in  the  education  of  very 
young  children,  bring  enthusiastic  and 
convincing  evidence  of  the  ability  of 
children  from  two  years  of  age  onward 
skillfully   and   accurately   to   perform 


many  actions  formerly  thought  to  be 
beyond  their  powers.  If  this  method  is 
followed,  the  child,  before  it  is  two 
years  old,  should  become  perfectly  ca- 
pable of  conducting  itself  correctly  and 
with  perfect  freedom  in  an  ordinary 
environment.  It  is  only  by  knowing 
the  properties  of  one's  environment 
that  one  can  learn  to  react  properly  to 
it.  The  possession  of  such  a  fund  of 
useful  reactions  to  one's  environment 
can  be  called  good  discipline  or,  equally 
well,  self-control. 

If  the  parents  or  nurse  are  of  strong 
character  so  that  the  child  is  domi- 
nated from  the  moment  of  its  birth,  it 
may  learn  to  obey  but  the  price  will  be 
its  independence  of  spirit.  Either  a 
colorless,  neutral  individual  results  or 
there  is  a  grave  possibility  that  a 
neurosis  will  make  up  a  part  of  the" 
personality. 

Ruthless  and  severe  punishments  for 
disobedience  in  the  earlier  years  are  a 
most  prolific  source  of  lying  in  the 
child.  I  have  seen  a  number  of  such 
cases  in  which  the  despotic  authority 
of  the  parent  was  exercised  from  birth 
and  the  result  was  not  happy  in  any 
respect.  A  more  common  occurrence 
is  the  remorseless  exercise  of  authority 
at  odd  moments.  How  often  does  a 
child  disobey  and,  as  it  is  said,  "get 
away  with  it"  only  to  find  on  a  third 
or  thirty-third  time  that,  due  to  chance 
mishap  in  mother's  life  or  father's  busi- 
ness, he  is  ruthlessly  and  severely  pun- 
ished. Can  one  imagine  anything 
more  confusing  to  a  child's  mind  than 
such  capricious  behavior  on  the  part  of 
his  parents  or  nurses,  or  to  what  extent 
such  punishments  may  rankle  and 
sting  with  their  residue  of  a  sense  of 
injustice.  And  if  perchance  the  child 
learns  that  he  has  a  weapon  by  which 
he  can  successfully  counter  attack  and 
make  authority  yield  to  him,  from  that 
day  his  future  is  black  indeed.  He 
then  becomes  the  ruler  of  the  house- 
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hold;  his  shghtest  whim  has  to  be 
obeyed  and  his  Hkes  and  dishkes  ca- 
tered to  on  penalty  of  an  outburst. 
So  we  see  that  the  tight  grasp  of  over- 
powering authority  leads  to  the  effort 
to  break  away,  and  failing,  must  pro- 
duce weaklings  and  failures.  This 
realization  no  doubt,  is  a  bitter  pill  to 
old-fashioned  parents.  In  fact,  few 
who  ought  to  swallow  it, — will! 

True  discipline,  that  is,  ability  to  act 
properly  in  a  situation,  is  not  acquired 
by  an  outside  force  acting  as  a  rubber 
stamp.  Genuine  discipline  is  an  or- 
ganic function  that  grows  out  of  inter- 
est and  out  of  actions  performed  in 
building  up  interests  and  habits.  Every 
interest  in  its  development  yields  disci- 
pline ;  without  interest  there  is  no  true 
learning.  There  may  be  word  formulas, 
there  too  often  are,  but  these  are  ac- 
tively and  purposely  forgotten  as  soon 
as  they  have  served  their  purpose,  as 
in  the  case  of  passing  an  examination 
or  averting  the  displeasure  of  parent 
or  nurse. 

Ruthless  discipline  as  a  method  of 
inculcating  ideals  has  been  carried  out 
by  savage  tribes  as  well  as  by  impe- 
rial Germany.  The  result  in  the  lower 
savages  has  been  vividly  described  by 
the  late  Dr.  C.  A.  Mercier,^  the  great 
English  pyschiatrist.  Their  lives,  he 
says,  "are  lived  in  fear,  in  restraint,  in 
submission,  in  suffering,  subject  to 
galling,  unreasoning,  unnecessary,  ar- 
bitrary prohibitions  and  taboos  and  to 
customary  duties  equally  galling,  un- 
reasoning, unnecessary  and  arbitrary." 
How  often  do  we  hear  our  elders  pro- 
claim in  tones  of  reverent  praise  the 
discipline  that  must  necessarily  have 
forced  them  to  lead  their  lives — "in 
fear,  in  restraint,  in  submission,  etc." 

On  the  other  hand,  extreme  tender- 
ness is  equally  bad.  The  indulgent  and 
protective  parent  becomes  the  uncon- 

*  The  Principles  of  Rational  Education,  by  Dr. 
C.  A.  Mercier. 


scious  ideal  of  the  kind  of  environment 
the  individual  henceforth  seeks.  Dr. 
Walter  F.  Dearborn,^  Professor  of  Ed- 
ucation at  Harvard  University,  says: 
"Too  often  the  parent  stands  between 
the  child  and  the  realities  of  life.  The 
child  is  shielded  from  life  and  pro- 
tected from  the  consequences  of  his 
act.  His  life  has  become  'shut  in'  be- 
cause the  doors  to  the  world  of  realities 
have  been  closed  by  too  fond  and  pro- 
tecting parents." 

Gentleness  is  not  taught  a  child  by 
beating  him.  His  voice  does  not  be- 
come well  modulated  by  shouting  at 
him.  All  those  qualities  we  would 
have  him  possess  cannot  be  given  him 
unless  we  ourselves  possess  them. 
"To  train  the  child,  the  parent  has  to 
train  himself  or  herself;  true  education 
must  involve  the  parent  much  as  we 
dislike  to  think  that  our  education  is 
not  completed,"  says  Dr.  C.  Mac  Fie 
Campbell.^ 

That  there  is  a  new  era  at  hand  in 
which  the  customs  and  traditions  of 
child  raising  will  be  subject  to  scientific 
examination  is  undisputed.  As  an  in- 
tegral part  of  such  a  program,  the  men- 
tal hygiene  of  the  child  will  be  the 
unescapable  responsibility  of  its  par- 
ents or  guardians.  The  child  today  is 
too  frequently  brought  up  in  a  hap- 
hazard, unconscious  way.  The  results 
achieved  in  the  past  were  obtained  in  a 
blind,  instinctive  manner.  A  proper 
understanding,  however,  will  know 
that  all  forms  of  behavior  develop  from 
the  endeavor  of  the  organism  to  get 
into  relation  with  the  environment;  it 
will  know  that  behavior  is  always  some 
driving  force  of  nature  finding  its  way 
into,  through  and  out  of  us,  striving  as 
it  were  to  get  its  effect. 

*" Facts  of  Mental  Hygiene  for  Teachers" — 
Mental  Hygiene,  Vol.  3,  p.  14. 

*  "Nervous  Children  and  Their  Training" — 
Dr.  C.  Mac  Fie  Campbell — Mental  Hygiene — 
Vol.  3,  J).  19. 
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Childhood:  The  Golden  Period  for  Mental  Hygiene^ 

By  William  A.  White,  M.D. 
Superintendent,  St.  Elizabeth's  Hospital,  Washington,  D.  C. 


THE  outstanding  fact  that  present- 
day  psycliiatry  emphasizes  is  that 
mental  ilhiess  is  a  tj^pe  of  reaction  of 
the  individual  to  his  problems  of  ad- 
justment which  is  conditioned  by  two 
factors — the  nature  of  those  problems 
and  the  character  equipment  with 
which  they  are  met. 

The  first  of  these  factors,  the  nature 
of  the  problems,  we  can  dismiss  with 
the  general  statement  that  any  individ- 
ual, theoretically  at  lea.st,  may  break 
under  the  stresses  of  adjustment  if  only 
the  stresses  are  sufficiently  great.  For 
any  material,  be  it  physical  or  mental, 
no  matter  how  strong  its  make-up,  a 
force  may  be  conceived  great  enough  to 
break  it. 

The  second  of  these  factors,  the  char- 
acter equipment,  is  the  important  one 
for  our  consideration  in  this  connection, 
for  mental  hygiene  is  calculated  to  re- 
inforce the  weak  points  in  character 
while  it  may  often  be  at  a  loss  to  change 
the  nature  of  the  problems  which  pre- 
sent themselves  for  solution,  although 
both  factors  are  proper  subjects  for  its 
consideration. 

A  generation  ago,  psychiatry  ap- 
proached the  various  types  of  malad- 
jiLstment  from  a  purely  descriptive 
standpoint,  classifymg  the  several  dis- 
ease pictures  solely  upon  an  enumera- 
tion of  the  symptoms.  This  was  the 
period  of  studying  mental  illness  in 
cross  section.  Later,  under  the  influ- 
ence of  the  Kraepelinian  teaching,  men- 
tal illnesses  were  classified  upon  the 
basis  of  their  course  and  outcome. 
This  was  the  period  of  studying  mental 
illnesses  in  longitudinal  section.  To- 
day it  is  generally  accepted  that  mental 

^Reprinted  from  Mental  Hygiene,  Vol.  IV,  No. 
2,  pp.  257-267. 


illnesses  are  only  reactions  of  the  indi- 
vidual as  a  whole.  Pathological  reac- 
tions, then,  are  only  a  portion  of  the 
total  behavior  of  the  individual  and 
can  be  understood  only  after  a  sufii- 
cient  analysis  of  the  personality  make- 
up has  made  clear  how  the  symptoms 
are  the  outcome  of  a  certain  character 
equipment  brought  to  bear  upon  cer- 
tain problems  of  adjustment.  This  is 
the  period  of  behavioristic  psychology 
and  interpretative  psychiatry. 

Mental  illnesses,  defects  of  adjust- 
ment at  the  psychological  level,  are 
therefore  dependent  upon  defects  in 
the  personality  make-up,  and  as  this 
personality  make-up  is  what  it  is  as  a 
result  of  its  development  from  infancy 
onward,  it  follows  that  the  foundation 
of  those  defects  which  later  issue  in 
mental  illness  are  to  be  found  in  the 
past  history  of  that  development. 

Origin  of  Character  Traits 

The  preceding  is  a  somewhat  abstract 
statement  of  what  is  found,  as  a  matter 
of  fact,  in  every  psychosis  as  it  passes 
in  review  in  our  clinical  work.  A  study 
of  the  individual  patient  always  dis- 
closes elements  in  the  character  make- 
up which  have  made  for  maladjustment 
over  a  period  of  years  until  finally, 
owing  to  some  acute  disaster  or  merely 
to  the  accumulation  of  stresses,  the 
breaks  or,  in  individuals  more  seriously 
burdened,  the  defects  have  conditioned 
a  series  of  pathological  symptoms 
which  have  resulted  in  marked  and 
more  or  less  continuous  inefficiency. 
In  other  words,  mental  illnesses  are 
found  to  be  the  outward  and  evident 
signs  of  intra-psychic  difficulties — con- 
flicts we  call  them — which  conflicts  in 
turn  are  found  to  be  dependent  upon 
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traits  of  character  that  have  their  ori- 
gins in  the  childliood  of  the  individual. 
The  capabihty  of  the  individual  for 
efficient  adjustment  becomes  progres- 
sively weakened  much  after  the  anal- 
ogy of  two  lines  that  start  at  a  given 
point  and  pursue  diverging  courses. 
Finally  they  get  so  far  apart  that  no 
bridging  of  the  distance  is  possible; 
each  pursues  its  own  course  independ- 
ent of  the  other,  and  we  have  the 
symptoms,  for  example,  of  a  split  per- 
sonality. 

It  is  natural  that  character  defects 
should  first  have  attracted  attention 
and  been  studied  in  those  conditions  in 
which  the  defects  have  produced  gross 
and  easily  observable  symptoms.  A 
study  of  these  gross  defects  of  adjust- 
ment has  showTi,  however,  that  the  im- 
portant etiological  factors  are  not 
nearly  as  obvious  as  they  were  origi- 
nally supposed  to  be,  but  on  the  con- 
trary they  are  constituted  of  subtle  de- 
fects which  have  been,  often  for  long 
periods,  quite  successfully  hidden  from 
view. 

The  particular  trait  of  character 
with  which  the  individual  has  been 
struggling  all  his  life — suspicion, 
cruelty,  jealousy,  timidity,  curiosity, 
overconsciousness,etc. — ^the  trait  about 
which  his  difficulties  arrange  them- 
selves, will  be  found  on  analysis  to 
have  been  unfortunately  conditioned 
early  in  life  as  a  result  of  the  influences 
exerted  by  the  various  members  of  the 
family  or  their  surrogates.  There  is  as 
yet  no  adequate  appreciation  of  the 
continuity  with  which  we  express  our 
effective  states  in  our  postural  atti- 
tudes, our  facial  expressions,  our 
voices,  mannerisms,  remarks,  opin- 
ions, interests,  aversions,  and  how  sub- 
tly, half-consciously,  often  quite  un- 
consciously, we  read  these  signs  in 
those  about  us  and  are  correspondingly 
influenced.  This  personal  world  we 
live  in  is  "not  a  world  of  formal  thought 


only,  but  more  a  world  of  feeling,  and 
moreover  a  sentience  so  exquisitely  fine 
and  fluent  as  many  times  to  be  scarce 
conscious  of  itself  and  quite  uncon- 
scioas  of  its  caasal  antecedents."^  The 
child  in  the  family  is  one  part  of  an 
organism  which  is  higlily  responsive  to 
all  that  goes  on  in  that  organism. 
The  influences  which  thus  reach  the 
child  find  it  peculiarly  plastic,  much 
more  so  than  later  in  life  when  the 
main  character  traits  have  become 
firmly  established,  structuralized. 

All  of  this  points  quite  unequivocally 
to  the  period  of  childhood  as  the  golden 
period  for  putting  into  effect  the  teach- 
ings of  mental  hygiene.  It  is  the  period 
par  excellence  for  prophylaxis  and 
therefore  the  period,  above  all  others, 
which  must  be  studied  if  psychiatry  is 
ever  to  develop  an  effective  program  of 
prevention. 

These  statements  will,  I  think,  be 
pretty  generally  agreed  to,  but  in  this 
connection  I  wish  to  refer  to  certain 
tendencies  of  thinking  which  I  believe 
have  operated  against  this  enlarged 
conception  of  the  importance  of  the 
personality.  I  refer  particularly  to  the 
thinking  which  has  been  dominated  by 
the  germ-plasm  theory  of  heredity  and 
certain  derivatives  from  this  theory 
which  have  tended  to  the  conclusion 
that  practically  all  of  our  characteris- 
tics, mental  as  well  as  physical,  are 
handed  down  to  as  by  our  ancestors 
and  are  something,  therefore,  which  we 
can  do  very  little  about.  The  theory 
of  the  non-inheritance  of  acquired 
characters  and  the  further  theory  that 
for  every  last  trait  there  is  a  germ- 
plasm  determiner  has  introduced  a 
fatalistic  element  into  our  thinking 
which  has  made  for  a  therapeutic  nihil- 
ism by  turning  attention  away  from  a 
consideration  of  the  possibilities  of  ef- 

^  Maudsley,  Henry.  Organic  to  Human,  Psy- 
chological and  Sociological.  London:  Macmillan 
and  Company,  1916. 
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ft'ctively  inodifyiiifx  tlio  fuiulamcutal 
elements  of  the  eharacler  make-up. 
In  this  connection  Ritter^  very  aptly 
says  that  the  germ-plasm  dogma  .is 
"chargeable  with  the  grave  offense  of 
having  added  its  weight  to  a  conception 
of  human  life  the  overcoming  of  which 
has  been  consciously  or  unconsciously 
man's  aim  throughout  the  whole  vast 
drama  of  his  hard,  slow  progress  from 
lower  to  higher  levels  of  civilization — 
the  conception  that  his  life  is  the  result 
of  forces  against  which  his  aspirations 
and  efforts  are  impotent." 

Even  allowing  that  certain  funda- 
mental traits  are  inherited,  that  does 
not  mean  that  nothing  is  to  be  accom- 
plished in  an  effort  to  utilize  those 
traits  to  better  advantage.  A  congen- 
ital deaf  mute  does  not  have  to  give  up 
all  effort  to  communicate  with  his  fel- 
lows just  because  he  cannot  do  it  in  the 
usual  way.  A  person  may  be  from 
early  childliood  intensely  curious. 
That  does  not  mean  that  he  mast  al- 
ways use  his  curiosity  in  a  socially  of- 
fensive way.  With  proper  opportunity 
and  guidance,  he  may  learn  to  ase  this , 
trait  to  better  and  better  advantage 
and  may  become  a  scientist  utilizing  his 
curiosity  in  searching  out  the  secrets  of 
nature  rather  than  the  secrets  of  his 
neighbors. 

Apart  from  such  considerations, 
however,  there  is  much  evidence  that 
the  theory  of  the  continuity  of  the 
germ  plasm  and  the  non-inheritance  of 
acquired  characters,  in  fact  the  whole 
subject  of  heredity,  will  have  to  be 
materially  modified,  particularly  as  it 
relates  to  those  mental  traits  that  we 
are  accastomed  to  observe  in  our  fel- 
lows and  our  patients.  Not  only  are 
certain  biologists  beginning  to  think  of 
the  germ  plasm  as  being  a  part  of  the 
organism  as  a  whole  rather  than  as  a 

'  Ritter,  W.  E.  The  Unity  of  the  Organltm  or 
the  Organismal  Conception  of  Life.  Boston: 
Richard  G.  Badger,  1919. 


substance  which  is  handed  on  from 
parents  to  offspring  in  unmodified 
form,  but  there  is  much  evidence  that 
mental  traits,  particularly  those  which 
later  on  make  for  defects  of  adjust- 
ment, precisely  because  these  have  at- 
tracted most  attention,  are  developed 
in  response  to  certain  facts  in  the  en- 
vironment. For  example,  it  is  as  logi- 
cal to  suppose  that  a  son  may  develop 
traits  like  his  father  becaase  he  seeks  to 
emulate  him  as  it  is  to  suppose  that 
these  traits  were  handed  down  to  him 
through  the  medium  of  specific  deter- 
miners in  the  germ  plasm.'* 

If  it  is  true  that  defects  in  the  char- 
acter make-up  can  be  explained  as  orig- 
inating in  traits  which  were  acquired  in 
early  childhood  as  reactions  to  certain 
factors  in  the  child's  environment,  then 
the  way  is  opened  for  an  attempt  to 
prevent  such  undesirable  traits  by  an 
understanding  of  the  child  and  a  modi- 
fication or  elimination  of  those  environ- 
mental factors  which  produce  such  re- 
sults. For  example,  we  all  know  many 
persons  who  are  afraid  of  lightning,  yet 
Watson  tells  us  that  in  all  the  babies 
he  has  worked  with  he  has  never  seen  a 
reaction  of  fear  to  sudden  flashes  of 
light.5 

If  the  fatalistic  ways  of  thinking  en- 
gendered by  the  theories  of  heredity 
can  be  put  Jiside,  then  we  find  another 
reason  for  considering  that  the  period 
of  childhood  offers  the  golden  oppor- 
tunity for  mental  hygiene  and  for  real- 
izing that  this  is  the  period  upon  which 

*  See  discussion  of  heredity  in  my  Mental  Uy- 
giene  of  Childhood.  Boston:  Little,  Brown  and 
Company,  1919. 

*0n  the  other  hand,  he  tells  lis  that  loud 
noises  will  produce  the  reaction  of  fear  in  very 
young  children.  As  the  lightning  is  usually  fol- 
lo\ve<l  by  thunder,  the  flash  itself  is  soon  reacted 
to  by  fear  on  the  principle  of  the  conditioned 
reflex.  John  B.  Watson:  Practical  and  Theoreti- 
cal Problema  in  Instinct  and  Habits  in  Suggestions 
of  Modern  Science  Concerning  Education.  New 
York:  The  Macmillan  Company,  1918. 
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effort  must  finally  be  centered  in  the 
development  of  a  program  of  preven- 
tion. 

Program  of  Prevention 

What  are  the  points  of  attack  for  the 
development  of  such  a  program? 

First,  there  must  be  a  real  under- 
standing and  development  of  child 
psychology.  This  development  must 
be  along  the  lines  of  behaviorism,  a 
study  of  what  the  child  is  trying  to  do 
in  terms  of  the  child  psyche.  Here,  as 
elsewhere  in  dealing  with  children,  the 
tendency  has  been  to  think  of  the  child 
as  if  it  were  a  small  adult  and  to  pro- 
ject upon  it  those  tjqpes  of  explanation 
which  we  as  adults  have  found  satisfy- 
ing in  our  own  personal  experience.  A 
behavioristic  child  psychology  must 
get  away  from  this  tendency  and  get  at 
the  original  data  from  first-hand  ob- 
servation. Such  a  study  of  the  devel- 
opment of  types  of  reaction,  a  study  of 
the  primitive  instincts  and  their  un- 
folding in  the  more  complex  reactions 
as  development  progresses,  is  of  the 
first  importance. 

Second,  an  understanding  of  the  na- 
ture of  the  child's  relations  to  its  en- 
vironment, particularly  its  personal 
environment  and  specifically  to  the 
members  of  the  family,  is  also  essential. 
Its  relation  to  the  family  situation  be- 
gins from  the  moment  of  birth,  and 
from  the  symptoms  that  later  develop 
in  the  psychoses  we  have  come  to  learn 
how  important  those  relations  are  for 
conditioning  the  later  reactions  for  bet- 
ter or  for  worse  The  fact  has  too  long 
escaped  notice  that  the  family  situa- 
tion contains  within  itself  certain  ele- 
ments of  a  disruptive  nature.^  It  is 
as  essential  that  the  child  should  ulti- 
mately escape  from  its  bondage  to  the 
family  as  it  is  that  it  should,  during  a 
certain  period,  be  a  part  of  that  family 

*  For  a  discussion  of  these  elements,  see  my 
Mental  Hygiene  of  Childhood. 


and  more  or  less  subject  to  its  direction. 
The  complex  interplay  of  these  attrac- 
tions and  repulsions  needs  to  be  more 
fully  studied  as  they  express  them- 
selves in  the  symbolic  mosaic  at  the 
psychological  level. 

And  thirdly,  a  full  understanding  of 
all  these  matters  must  reach  their  ap- 
plication in  education.  Here  again  the 
effort  has  too  often  been  to  project 
upon  the  child  something  which  we  as 
adults  may  think  desirable  rather  than 
to  understand  the  equipment  of  the 
child  and  then  try  to  develop  that 
equipment  in  the  best  possible  way. 
Education  has  been  largely  empirical 
and  too  much  confined  to  teaching;  it 
needs  to  be  developed  as  a  scheme  for 
assisting  and  guiding  the  developing 
personality,  based  upon  a  real  under- 
standing of  the  principles  involved  and 
the  equipment. 

And  finally,  inasmuch  as  it  cannot  be 
expected  that  the  child  is  going  to  ac- 
quire all  this  information  and  then 
apply  it  to  itself,  it  is  essential  to  de- 
velop some  means  whereby  such  infor- 
mation can  be  translated  into  effective- 
ness. The  child  is  so  intimate  and  so 
all-pervading  an  element  in  our  social 
structure  that  any  organized  effort  to 
influence  it  profoundly  in  its  develop- 
ment must  needs  touch  every  part  of 
that  structure.  The  obviously  more 
important  points  of  attack,  however, 
are  the  home  and  the  school,  of  which 
places  probably  the  home  offers  the 
least  encouragement.  The  relations 
between  parents  and  children  are  gov- 
erned, for  the  most  part,  by  crude  in- 
stinct and  it  would  hardly  seem  that  we 
have  either  organized  knowledge  in  a 
sufficiently  practical  form  or  means  at 
our  disposal  to  alter  this  situation  ma- 
terially or  even  to  interfere  with  it  on  a 
large  scale,  except  in  a  superficial  way, 
with  anything  like  a  sure  touch.  To  be 
sure,  much  can  be  done  by  the  trained 
social  worker,   but  this  is  asually  in 
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cases  where  trouble  already  exists,  and 
even  such  approaches  must  come 
largely  through  the  schools.  That  this 
is  so  is  perhaps  unfortunate,  for  there 
are  of  necessity  many  problems  that 
cannot  be  touched  in  this  way  except 
perchance  through  the  family  physi- 
cian, who  should  become  more  and 
more  a  reliable  source  of  information, 
advice,  and  strength  as  the  teaching  of 
psychiatry  and  kindred  subjects  broad- 
ens out  in  the  medical  schools. 

Take,  for  example,  the  problem  of 
the  unwelcome  child — the  impregna- 
tion which  was  accidental  and  not  de- 
sired, the  months  of  childbearing  en- 
dured without  joy,  the  pains  of  partu- 
rition that  are  borne  in  bitterness,  and 
finally  the  child,  to  be  the  recipient  of 
all  this  accumulated  feeling  of  resent- 
ment.' "  What  is  the  later  story  of 
such  a  life?"  "How  could  it  be  modi- 
fied to  advantage?"  are  the  immediate 
questions,  but  perhaps  of  greater  sig- 
nificance is  the  query  how  the  prob- 
lem of  the  unwelcome  child  relates  it- 
self to  one  of  the  burning  questions  of 
the  day — birth  control  and  the  use  of 
contraceptive  measures,  Man's  anti- 
pathetic tendencies,  as  well  as  his 
creative  purposes,  are  sublimated  and 
refined  in  the  course  of  cultural  evolu- 
tion. The  viable  child  is  no  longer 
plunged  head  down  in  a  vase  of  water 
— the  germ  cells  are  not  permitted  in 
conjunction. 

The  school  seems,  therefore,  to  be 
the  most  practical  place  to  work  for 

'  These  remarks  are  not  intended  to  apply  to 
phenomena  usually  considered  under  the  desig- 
nation "maternal  impressions."  I  am  referring 
only  to  the  attitude  of  the  mother  toward  a  child 
that  was  not  desired.  Such  an  attitude  condi- 
tions a  feeling  of  inferiority  which  may  be  a  seri- 
ous handicap  throughout  life.  A  similar  situa- 
tion is  produced  when  there  are  several  children 
one  of  which  is  a  favorite  of  the  parents.  In  such 
a  relationship  the  child  feels  keenly  his  inferiority 
in  the  family  situation,  aa  does  the  unwelcome 
child. 


results,  although  of  course  a  great  deal 
of  knowledge  must  be  acquired  about 
the  child  before  it  is  of  school  age. 
Work  of  this  character  we  are  trying  to 
plan  in  Washington  in  connection  with 
a  private  charity  which  ministers  to 
the  infant,  helping  the  mother  during 
her  pregnancy  and  the  child  for  the 
first  six  years.  Arrived  at  the  school, 
however,  the  teacher  becomes  the  sur- 
rogate for  the  parent  and  perhaps  in 
many  ways,  not  only  by  education,  but 
because  of  emotional  detachment,  is 
better  calculated  to  be  of  real  service 
than  the  parent.  If  the  teachers,  with 
the  machinery  of  the  schools,  are  going 
to  be  of  real  value,  it  will  mean  that  the 
education  in  the  normal  school  will 
have  to  be  broadened,  the  final  result 
of  which  will  be  somewhat  older,  more 
mature,  better  teachers,  better  paid. 

Correlation  of  Childhood  and 
Adult  Delinquence 

All  our  approaches  to  the  under- 
standing of  defective  psychological  ad- 
justments point  indubitably  to  child- 
hood as  the  period  when  things  first 
go  WTong,  and  the  indication  is  there- 
fore clear  that  this  is  the  period  which 
must  be  studied  and  modified  to  pre- 
vent the  failures  of  later  life.  A  great 
mass  of  evidence  has  been  accumu- 
lated which  goes  to  show  that  serious 
breaks  in  adjustment  do  not  ordinarily 
occur  without  the  cooperation  of  some 
lack  of  balance  in  the  personality 
make-up;  that  they  are  rarely  to  be 
satisfactorily  accounted  for  by  the  in- 
fluence of  extraneous  circumstances 
alone.  This  evidence  has  been  accu- 
mulated from  the  study  of  actual 
breaks  as  we  see  them  in  our  patients — 
breaks  which  we  have  come  to  look  at 
only  as  end  results. 

The  studies  which  have  been  made 
of  delinquents  show  this  very  well  in- 
deed— for  example,  the  young  man 
who  has  finally  come  to  a  long-terna 
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sentence  in  prison  will  almost  invaria- 
bly show,  if  a  careful  survey  of  his 
past  life  is  made,  a  long  series  of  con- 
duct anomalies  which  make  the  final 
outcome  not  only  understandable,  but 
often  quite  inevitable.  I  have  in  mind 
a  recent  case  that  came  under  my  ob- 
servation. A  negro  ran  amuck,  broke 
into  several  dwellings,  and  in  one  shot 
and  killed  a  young  woman.  He  was 
convicted  of  murder  in  the  first  degree 
and  sentenced  to  be  hanged.  A  be- 
havioristic  survey  of  this  man  dis- 
closed the  fact  that  he  had  sho\\ai 
traits  of  lack  of  control,  impulsive  and 
irresponsible  conduct  from  his  early 
youth,  that  he  early  began  to  drink 
and  to  take  drugs,  that  he  had  been 
arrested  and  served  sentences  upon 
many  occasions  for  both  major  and 
minor  offenses,  that  there  was  all 
through  his  career  a  tendency  to  in- 
dulge in  acts  of  violence  and  acts  that 
were  calculated  to  jeopardize  the  safety 
and  the  lives  of  others.  The  final 
homicide  was  the  logical  outcome  of 
such  a  career,  and  at  this  late  date 
execution  seems  rather  a  confession  of 
impotence  in  dealing  with  this  anti- 
social problem.  No  really  intelligent 
plan  had  ever  been  brought  to  bear 
upon  the  problem  he  presented,  but  he 
was  allowed  to  pursue  his  course  to  its 
logical  outcome;  whereupon  society 
washed  its  hands  of  him  finally  and  for 
all  time.  From  the  standpoint  of  re- 
sponsibility, it  might  well  be  ques- 
tioned which  was  the  more  responsible 
— the  society  that  permitted  all  this  or 
the  defective  youth  who  went  his  way. 
One  of  the  most  important  issues  in 
mental  hygiene,  then,  as  I  see  it,  is  to 
correlate  the  sick  adult  with  the  knowl- 
edge we  have  that  his  illness  is  trace- 
able in  its  beginnings  to  his  early  Hfe.  I 
have  already  indicated  that  this  must 
be  done  by  a  more  developed  knowl- 
edge of  the  psychology  of  childhood, 
which  is  reflected  in  the  home,  in  the 


school,  and  in  the  principles  and  meth- 
ods of  education.  While  all  of  this  is 
true,  we  need  not  to  lose  sight  of  the 
fact  that  much  work  which  is  at  pres- 
ent being  carried  on  involves  mental 
hygiene  by  implications,  some  very  di- 
rect. Such  work  as  the  Child  Bureau 
is  doing  in  attempting  to  determine  the 
minimum  requirements  of  food,  cloth- 
ing, wages,  etc.,  is  obviously  important. 
We  must  first  have  a  live  child  if  we  are 
to  have  any  problem  at  all.  Efforts  to 
improve  the  environment,  even  with 
reference  to  such  obvious  features  as 
food,  clothes,  and  ordinary  sanitation, 
however,  are  not  lacking  in  their  gen- 
eral effect  upon  the  mind  of  the  devel- 
oping child. 

Recent  observations  in  the  devastated 
countries  of  Europe  have  showTi  how 
quickly  destitution,  which  takes  all  the 
joy  out  of  life,  is  reflected  in  the  mental 
make-up  of  the  children.  Here  also 
come  in  such  problems  as  the  care  of 
the  pregnant  woman,  child  labor,  sex 
education,  school  sanitation,  and  more 
specifically  the  problems  of  the  atj'pical 
child  and  juvenile  delinquency,  all  of 
which  can  be  better  dealt  with  in  pro- 
portion to  our  increased  knowledge  of 
child  psychology,  while  such  social 
problems  as  marriage  and  divorce,  and, 
as  already  indicated,  birth  control, 
have  very  direct  bearings. 

All  of  these  several  factors  will  be 
seen  to  have  their  bearings  when  it  is 
realized  that  the  child  is  not  a  finished 
product,  but  the  result  of  influences 
which  play  upon  it  from  all  these 
sources.  It  is  a  product  of  the  past 
through  heredity,  of  the  innumerable 
elements,  largely  personal,  of  its  envi- 
ronment, of  its  instincts  as  they  work 
out  in  relation  to  that  environment,  of 
social  and  family  traditions,  and  of  the 
social  standards  of  its  time  and  place, 
and  all  of  the  various  approaches  indi- 
cated can  be  made  more  effective  in  the 
light  of  such  knowledge.    I  am  minded 
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at  this  point  to  compare  the  broad  be- 
havioristic  program  that  I  have  indi- 
cated with  the  restricted  scheme  that  is 
spanned  only  too  often  by  the  Binet- 
Simon  scale.  This  scale,  as  devised  by 
its  originators,  may  be  a  very  valuable 
tool  in  the  hands  of  a  skilled  observer, 
but  as  the  "be  all  and  end  all"  of  child 
{)sycholog>'  it  may  become  quite  as 
vicious  in  its  results  as  the  fatalism  in- 
spired by  the  false  theories  of  heredity 
I  have  already  mentioned. 

And  finally,  inasmuch  as  many  of 
the  breaks,  perhaps  most  of  them,  oc- 
cur in  the  adolescent  period  or  the  pe- 
riod of  early  adulthood,  it  would,  to 
my  mind,  be  of  inestimable  value  if 
some  help  could  be  systematically  ex- 
tended to  the  youth  w^hen,  if  he  has  not 
as  yet  broken,  the  symptoms  of  final 
disaster  are  quite  apt  to  be  discover- 
able. This  might  easily  be  done  while 
he  is  still  in  school  or  college,  if  there 
could  be  connected  with  each  such  in- 
stitution an  adviser  skilled  in  matters 
psychological  and  sympathetic  and  un- 
derstanding of  the  problems  of  the 
young,  ThLs  is  a  matter  to  which  Dr, 
Paton  has  called  special  attention.  I 
feel  sure  that  such  an  adviser,  con- 
nected with  our  large  universities, 
would  soon  establish  a  large  and  aseful 
clinic  to  w^hich  a  great  number  of  the 
student  body  would  resort  for  advice 
and  assistance  in  dealing  with  their  life 
problems  as  they  are  beginning  to  un- 
fold at  this  most  critical  period  of  life. 
It  Ls  of  the  utmost  necessity  that  not 
only  should  our  schools  and  colleges  be 
equipped  to  offer  instruction  in  any 
branch  of  learning  desired,  but  that  the 
individual  should  be  consulted  as  to 
his  equipment,  his  personal  tendencies 
and  desires,  his  difficulties  and  short- 


comings, as  well  as  his  special  apti- 
tudes and  opportunities.  Unless  this 
is  done,  the  big  educational  machines 
will  go  on  grinding  out  their  regular 
proportion  of  failures.  When  it  is 
done,  those  failures  can  be  minimized 
and  it  may  be  found  that  not  a  few  may 
profitably  be  turned  away  from  a 
higher  education  to  a  life  of  greater 
usefulness  in  some  other  direction. 

This  is  the  sort  of  effort  that  is  cal- 
culated to  adjust  the  educational  ma- 
chine to  the  needs  of  the  individual. 
Today  that  machine  offers  a  fixed 
structure  into  which  the  individual  is 
fed,  to  come  out  well  or  ill  in  propor- 
tion to  his  capacity  to  meet  the  re- 
quirements. The  means  I  suggest 
would  have  the  effect  of  helping  to 
adjust  the  educational  opportunities  to 
the  needs  of  the  individual  and  would 
be  a  movement  towards  individualizing 
the  student  just  as  we  have  learned  in 
psychiatry  that  any  material  advances 
in  therapeutic  efficiency  must  come 
along  with  a  further  individualizing  of 
our  patients. 

These  are  some  of  the  directions  in 
which  my  thought  is  led  by  a  consid- 
eration of  the  mental  hygiene  of  child- 
hood. If  we  are  to  produce  a  better 
race  of  adults,  we  must  be  able  to 
control  the  influences  which  go  to  mold 
the  adult  character,  A  practical  pro- 
gram in  this  field  seems  to  me  to  be 
possible,  and  to  offer  a  decidedly  more 
workable  scheme  than  an  effort  to  go 
back  of  the  returns  with  the  eugenist 
and  control  the  material.  The  more 
we  know  of  what  can  be  accomplished 
with  the  material  given  as,  the  better 
position  we  shall  be  in  to  undertake 
the  control  of  what  that  material 
shall  be. 
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Mental  Hygiene  Problems  of  Normal  Adolescence 

By  Jessie  Taft,  Ph.D. 
Director,  Child  Study  Department,  Children's  Bureau  and  Children's  Aid  Society  of  Philadelphia 
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NOR]\LA.L  Adolescence"  is  a  com- 
bination of  terms  which  may 
perhaps  be  considered  contradictory. 
If  by  normal  one  means  average  and, 
at  the  same  time,  implies  painless 
adolescence  or  adolescence  without 
conflict,  then  certainly  there  is  a  con- 
tradiction. For  the  adolescence  which 
occurs  without  stress  and  strain  is  too 
unusual  to  be  called  normal  and  if  such 
were  the  usual  thing,  it  would  offer  no 
problems  of  mental  hygiene.  What  we 
are  obliged  to  mean,  therefore,  are  the 
mental  hygiene  problems  that  arise  in 
practically  all  ordinary  lives  at  adoles- 
cence, disregarding  those  extremes  of 
mal-adjustment  which  seem  to  point 
towards  serious  mental  breakdown. 

If  one  thinks  of  human  life  as  the 
continuous  struggle  of  a  segmental 
organism  so  to  organize  its  various 
needs  and  interests  with  relation  to  a 
social  and  physical  environment  that 
it  may  go  forward  successfully,  satisfy- 
ing itself  and  winning  social  approval  at 
the  same  time;  if  one  conceives  of  life 
as  the  effort  to  strike  a  balance 
between  a  dynamic  safety,  attained  by 
courageous  intelligent  action,  and  a 
static  safety,  which  means  regression 
and  avoidance  of  action,  and  to  substi- 
tute as  far  as  intelligence  permits,  ex- 
pression for  repression,  independence  for 
dependence,  objective  for  subjective, 
and  concrete  interests  for  dreams — then 
adolescence  inevitably  presents  a  crisis, 
a  place  where  the  struggle  must  nec- 
essarily be  more  aggressive  and  effort- 
ful if  it  is  to  result  advantageously  for 
the  organism. 

Ideal  Adjustment 

The  ideal  of  adjustment,  which 
mental  hygiene  holds  before  us,  might 


be  stated  in  this  way.  The  organism 
is  able  to  coordinate  its  own  cravings  in 
order  that  they  may  be  expressed 
satisfactorily  and  objectively  in  ways 
socially  approved.  This  implies  that 
organisms  use  their  intellect  or  intelli- 
gence in  meeting  the  facts  of  every 
situation  squarely  and  work  out  their 
satisfactions  in  terms  of  those  facts. 
They  use  no  indirect,  evasive  or  sub- 
jective means  to  escape  the  problem  of 
wresting  biological  success  from  the 
world  of  men  and  things  as  they  ac- 
tually are.  In  other  words,  the 
healthy  adjustment  is  the  scientific 
adjustment,  which  controls  situations 
by  mastering  the  facts  in  the  case  and 
manipulating  them  with  intelligence 
and  skill  to  carry  out  the  ends  of  the 
individual.  It  is  never  to  be  forgotten 
that  the  most  important  situations 
which  the  human  being  has  to  meet  are 
social  and  that  the  facts  he  has  to 
understand  and  work  with  for  the 
solution  of  his  problems  are  social  too. 
The  way  other  human  organisms 
behave  is  as  important  for  him  as  his 
reactions  to  his  physical  environment. 
There  is  no  moral  reason  why  the 
organism  may  not  use  any  control  it 
can  work  out,  but,  as  a  matter  of  fact, 
no  thorough-going  control  can  be 
attained  on  any  other  than  a  realistic 
basis.  All  other  methods  are  sub- 
jective and  illusory  and  break  under 
the  strain  of  living. 

If  the  mental  hygiene  goal  for  human 
beings  is  biological  fulfilment,  success, 
objective  expression  of  the  great 
human  interests,  independence — in 
short,  full  grown  adult  individuality 
which  faces  life  in  a  positive,  construc- 
tive manner — -then  we  must  examine 
adolescence  to  see  wherein  it  presents 
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peculiar  and  unusual  obstacles  to  all 
young  people  in  the  attainment  of  suck 
an  ideal.  Why  should  life  become 
more  difficult  at  that  point  and  hold  so 
many  possibilities  of  disaster? 

Adolescence  seems  to  be  a  crucial 
point  which  tests  out  the  wholesome- 
ness  of  the  previous  development.  It 
is  the  point  at  which  the  individual 
takes  on  two  selves.  To  adults  around 
him,  he  is  still  a  child,  when  they  wish 
him  to  conform  to  their  desires;  when 
he  fails  to  accept  authority  and  brings 
down  condenniation  for  his  behavior, 
he  is  reproached  by  the  adult  in  terms 
of  his  age  and  approaching  manhood. 
"Jimmie  is  almost  a  man.  Doesn't 
he  know  a  man  doesn't  do  that?" 
But  when  Jimmie  asserts  his  independ- 
ence he  is  quickly  delivered  back  to  the 
unfree  state  of  childhood.  Inside  of 
Jimmie  a  similar  conflict  rages.  At 
times,  he  feels  himself  a  free,  inde- 
pendent individual  who  can  go  forth 
courageously  into  the  world,  leaving 
the  oppressive  weight  of  family  author- 
ity and  interference  behind  him.  But 
there  are  moments  when  he  seems  so. 
helpless  and  alone  in  an  uncharted 
country  that  nothing  short  of  his 
mother's  reassuring  presence  brings  any 
relief.  ^Miether  Jimmie  will  be  able  to 
keep  his  face  turned  steadily,  frankly, 
courageously  toward  the  world  of 
independence  and  responsibility  and 
slowly  but  surely  deprive  himself  of 
the  comfortable  protection  of  the 
family  and  maternal  solicitude,  de- 
pends upon  everything  that  has  gone 
into  the  making  of  Jimmie  up  to  this 
point. 

There  are  two  lines  of  inquiry  we 
should  have  to  make  to  determine  what 
Jimmie's  chances  are  and  what  his 
problems  are  likely  to  be:  first,  as  to 
the  development  of  his  work  or  play 
life;  second,  as  to  the  development  of 
his  love  and  sex  life.  We  want  to 
know  whether  Jimmie  has  carried  both 


his  work  and  love  interests  beyond  the 
subjective,  auto-erotic  stage  over  into 
an  objective  fulfilment  as  far  as  his 
ability  and  environment  have  per- 
mitted. 

Development    of    Work    or    Play 
Life 

On  the  work  side,  is  he  occupied  for 
the  most  part  with  realizing  concretely 
his  work,  or  if  you  wish,  his  play 
interests?  If  he  wants  a  wagon,  will 
he  cry,  or  sulk,  or  have  a  tantrum 
until  his  father  gives  in?  Will  he  steal 
a  wagon?  Will  he  brood  over  it, 
dream  about  the  wonderful  things  he 
could  do  with  it,  but  make  no  effort  to 
secure  it;  or  will  he  apply  himself 
energetically  to  some  plan  for  earning 
the  money  or  building  a  wagon  out  of 
home-made  materials?  How  difficult 
is  it  for  Jimmie  to  put  his  desires  into 
effective  action?  How  difficult  is  it 
for  him  to  get  what  he  wants  in  terms 
of  the  facts  as  they  are,  without  eva- 
sion, anti-social  behavior,  or  substitu- 
tion of  day-dream  fulfilment?  More- 
over, one  must  ask  how  interested  is 
Jimmie  in  work  and  play.  Has  he  a 
plentiful  supply  of  interests  and  have 
most  of  these  interests  definite  con- 
crete ways  of  getting  expressed?  That 
is,  has  Jimmie  both  the  "drives"  and 
the  developed  techniques  for  realizing 
them?  Whether  or  not  he  has,  will 
depend  not  on  Jimmie  alone  but  on  the 
entire  background  to  which  Jimmie's 
behavior  has  been  a  response. 

If  Jimmie  has  been  under  a  strongly 
repressive  discipline,  if  all  of  his  at- 
tempts have  been  discouraged  or  sub- 
jected to  ridicule,  if  environment  has 
limited  too  greatly  his  opportunities, 
if  health  has  prevented  aggressive  or 
effective  action,  if  some  inferiority, 
real  or  imagined,  physical,  mental  or 
social,  has  developed  a  habit  of  non- 
aggressiveness,  a  fear  of  attacking  a 
new  project,  a  hesitancy  to  go  over  into 
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positive  action,  a  tendency  to  evade 
responsibility  because  of  fear  of  failure 
or  exposure  of  weakness,  then  we  may 
expect  to  find  adolescence  producing 
the  most  critical  problems.  A  child 
who  has  grown  up  on  the  subjective 
plan,  who  has  never  learned  to  deal 
squarely  with  facts  or  to  win  appro- 
bation by  legitimate  efforts,  or  who  has 
gone  into  compensatory  activities  of 
an  anti-social  or  auto-erotic  character, 
has  been  able  to  put  off  the  results  of 
such  methods  of  meeting  reality  be- 
cause of  his  childhood.  The  family, 
even  the  school  or  the  foster  family, 
will  accept  many  such  bad  adjustments 
without  realizing  how  serious  they  are, 
as  a  part  of  childhood.  With  adoles- 
cence, however,  comes  a  point,  when 
life  looms  up  and  even  the  family  can- 
not continue  to  protect  the  child  from 
his  growing  years.  He  must  begin  to 
get  the  come-back  from  his  habits  of 
poor  adjustment.  The  patterns  he 
has  been  using  will  not  work  in  a  world 
outside  family  protection.  If  he  has 
not  been  accustomed  to  finding  active 
concrete  expression  for  his  interests, 
the  sudden  flood  of  new  energy,  the 
widening  of  the  horizon,  the  social 
impetus  that  youth  receives,  will 
swamp  his  motor  apparatus.  He  has 
no  techniques  developed  and  has  not 
the  habit  of  trying  to  develop  them  for 
every  new  interest. 

These  vague  but  powerful  forces 
coming  in  upon  the  old  situation  are 
diSicult  enough  to  harness  into  actual 
achievement,  even  with  the  best  ef- 
forts of  adolescence.  They  imply  the 
subtle,  elusive,  complicated  techniques 
of  social  relationships  and  community 
life,  the  creative  expressions  of  art 
through  techniques  which  take  a  life 
time  to  master — the  complicated  proc- 
esses of  all  the  various  enterprises  of 
an  adult  world.  They  involve  not 
only  difficult  techniques,  but  the 
willingness  to  free  one's  self  from  the 


economic  support  of  the  family  and 
take  on  responsibility  for  one's  own 
living.  There  comes  a  tremendous 
fear  to  many  young  people  in  the 
thought  of  economic  independence,  no 
money  to  fall  back  on  unless  one  is 
able  to  earn  it.  Supposing  one  should 
lose  his  job!  No  father,  with  open 
pocket  book,  to  help  out,  no  comforta- 
ble home  to  drop  into  when  work  gets 
unpleasant!  When  that  realization  is 
suddenly  forced  upon  the  adolescent, 
there  is  often  real  terror  behind  it  and  it 
requires  a  genuinely  healthy,  cour- 
ageous habit  of  meeting  the  problem- 
atic situations  in  life  to  make  the 
adjustment  without  evasion. 

A  very  unstable  girl  of  eighteen  who 
has  been  forced  to  work  since  she  was 
fifteen  because  she  has  no  family  back 
of  her,  resists  work  and  changes  jobs 
frequently  but  is  obsessed  by  fear  as 
soon  as  she  is  without  work.  She  has 
contemplated  prostitution  and  has 
gone  so  far  as  to  go  with  one  or  two 
men  for  the  sake  of  an  evening's  enter- 
tainment. But  her  fear  when  she  is 
not  working  is  too  great  to  allow  her  to 
depend  on  men  friends  completely,  and 
she  resists  the  loose  living  unless  she 
has  a  good  job.  Her  dislike  of  work, 
her  fear  of  growing  up  are  so  great  that 
the  necessity  for  working  has  been 
registered  almost  as  a  compulsion. 
Needless  to  say  she  also  fears  adidt  sex 
life  and  is  held  back  by  that. 

This  particular  girl,  whom  we  shall 
call  "Alice,"  illustrates  the  adolescent 
conflict  when  there  is  too  great  a  puU- 
back,  too  many  obstacles  on  the  side  of 
normal  growth.  Her  early  home  life 
turned  her  against  men  and  sex  be- 
cause her  father  was  an  abusive  drunk- 
ard, unable  to  support  the  family. 
Her  mother  put  all  of  her  love  and 
desire  into  the  indulging  and  spoiling  of 
her  daughter.  Alice  was  taught  to 
dress  above  her  station  and  feel  herself 
better    than    others.     She     was    the 
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petted,  adored,  only  child.  Then  the 
mother  died,  leaving  Alice  to  an  un- 
sympathetic, over-worked  old  grand- 
mother, whom  the  girl  has  never 
ceased  to  blame  for  her  lost  childhood 
and  its  pleasures,  Alice  submitted 
but  never  accepted  this  change  of 
living.  She  never  ceased  to  long  for 
her  mother  and  the  delights  of  adora- 
tion, dress  and  pleasure  obtained 
without  effort. 

Then  the  grandmother  died,  leaving 
Alice  without  anyone,  penniless  and 
with  not  even  a  common  school  educa- 
tion. Inevitably,  she  went  to  work 
without  skill  or  training,  hating  the 
grandmother  and  even  her  mother  for 
dying  and  leaving  her  to  such  a  fate. 
She  had  never  developed  the  kind  of 
initiative  and  persistence  that  would 
enable  her  to  get  education  by  night 
work.  She  was  not  strong.  She 
craved  pleasure;  she  blamed  other 
people  and  fate  for  every  misfortune. 
She  developed  an  evasive  way  of 
meeting  every  unpleasantness,  every 
failure  of  hers  on  a  job.  Now,  she  is 
often  late  to  work,  she  resents  correc-' 
tion  childishly,  she  is  unreliable,  stays 
away  if  she  has  the  slightest  pain, 
wants  a  lot  of  attention,  has  no  idea  of 
business  etiquette.  AMien  she  loses  a 
job,  the  employer  or  a  fellow  employe 
is  to  blame. 

Adolescence  increases  the  yearnings 
for  a  home,  for  a  mother  to  fall  back  on. 
The  only  other  outlet  she  can  see  leads 
to  the  plccosures  which  mean  sex: 
cabaret,  movie,  dance  hall.  Alice  is 
afraid  of  sex.  She  resists  the  idea  of 
marriage.  What  does  she  want  with 
children!  Look  how  her  mother  suf- 
fered and  in  the  end  had  herself  and 
baby  to  support! 

So  Alice  is  caught  with  no  developed 
interests,  no  techniques,  nothing  to 
stabilize  or  inhibit  the  regressive  im- 
pulses. "WTicn  one  talks  with  her,  one 
gets  the  full  force  of  the  adolescent 


yearnings.  She  wants  to  be  somebody, 
to  do  great  things,  to  be  superior.  In 
her  good  moods,  she  is  overwhelmed 
with  dreams  of  accomplishment.  She 
pines  to  use  good  English,  to  be  a  real 
lady.  There  is  pathos  in  her  inquiry  as 
to  what  you  say  when  a  boy  introduces 
you  to  his  mother,  and  how  you  behave 
in  a  fashionable  hotel  dining  room. 
Such  questions  have  an  importance 
that  is  almost  greater  to  her  than  the 
problem  of  how  to  keep  straight  sex- 
ually. Winning  of  social  approval  is 
an  ever-present  burning  desire,  but 
she  has  no  patterns,  no  habits,  no 
control  over  the  daily  details  of  the 
process  whereby  this  is  gained.  When 
one  tries  to  place  her  in  a  good  environ- 
ment with  girls  of  a  better  class,  she 
reacts  with  a  deepened  sense  of  infe- 
riority, expressed  in  more  open,  boast- 
ful wildness.  She  invents  adventures 
with  men  to  dazzle  these  virtuous, 
superior  maidens.  The  craving  for 
pleasures  and  something  to  make  her 
forget  increases. 

What  one  would  do,  if  it  were  possi- 
ble, is  to  hold  x-Vlice  long  enough  to  see 
her  through  the  learning  of  some  skill 
or  technique  in  which  she  could  be 
really  superior  and  by  which  she  could 
earn  a  decent  living.  The  difficulty  is 
that  owing  to  the  amount  of  instability 
she  has  developed,  it  requires  almost 
constant  supervision  just  to  keep  her  in 
one  place  physically,  as  well  as  to  hold 
her  to  the  daily  effort  of  mastering  a 
hard  task.  It  also  takes  a  great  deal 
of  money  to  float  this  project  for  which 
no  guarantee  of  success  can  be  held  out. 

It  is  not  strange  that  youth  finds  it 
hard  to  buckle  down  to  concrete  ac- 
complishment. The  urge  of  life  is  so 
intense,  the  dreams  so  quick  and  glori- 
ous, the  actual  process  so  slow.  Doro- 
thy, a  youngster  who  by  temperament 
and  every  handicap  of  environment 
had  learned  to  depend  almost  entirely 
upon  day-dream  fulfilment,  found  her- 
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self  at  seventeen  facing  the  problem  of 
earning  a  living.  She  had  not  one  sin- 
gle worked-out  process  to  make  her 
useful  to  any  human  being.  She  was 
unstable,  imaginative,  impatient,  unde- 
veloped to  the  nth  degree.  It  looked 
like  a  hopeless  proposition.  All  the 
authorities  predicted  ultimate  break- 
dowai  and  failure.  One  faithful  worker, 
however,  took  her  into  her  own  home, 
provided  a  stable  background  and  con- 
centrated all  her  efforts  on  holding  the 
child  to  learning  one  technique  by 
which  she  could  become  self-support- 
ing. There  were  ups  and  dowTis:  she 
ran  away;  she  stayed  out  all  night;  she 
made  living  a  stormy  affair  for  her 
friends;  she  quarreled  with  every 
companion.  She  had  to  be  held  down 
to  studying  her  lessons  at  night  by  the 
constant  attention  of  an  older  person. 
Her  course  in  stenography  was  inter- 
rupted by  absences  and  bad  behavior. 
In  the  end,  the  worker  on  the  case 
triumphed.  The  child  completed  the 
course  and  took  a  job.  She  had 
developed  a  genuine  skill.  Although 
her  work  record  for  a  long  time  con- 
sisted of  one  job  after  another  in  rapid 
succession,  the  fact  that  she  knew  how 
to  do  one  thing  well,  always  brought 
her  back  to  working  and  its  possibili- 
ties. The  periods  of  keeping  one  job 
grew  longer,  the  upsets  less  damaging 
to  work.  Friends  held  on.  After 
three  years,  when  some  of  the  adoles- 
cent conflict  had  abated  and  the 
growing  skill  as  stenographer  had 
begun  to  have  its  effect,  we  find  our 
unstable  girl  steadied  down  into  a  well- 
paid,  reliable,  worker  whose  emotional 
upsets  are  understood  and  adjusted 
by  her  without  giving  up  work. 

We  have  been  following  the  develop- 
ment of  the  play  and  work  interests  of 
the  individual  and  trying  to  show  how 
a  subjective,  regressive  development, 
or  call  it  a  lack  of  development,  if  you 
wish,  leads  to  greatly  heightened  con- 


flict at  adolescence  because  of  the 
increased  pressure  of  internal  as  well  as 
external  forces. 

Development  of   Socla.l  Relation- 
ships 

On  the  side  of  the  love  interests,  the 
development  of  social  relationships 
which  can  be  separated  from  the  work 
side  only  arbitrarily,  we  find  a  similar 
situation.  The  individual  whose  love 
life  and  social  interests  have  broadened 
progressively  and  have  taken  on  a  more 
and  more  objective  character  meets  the 
effort  required  of  adolescence  to  face 
adult  sex  and  social  responsibility  with 
courage  and  positive  striving.  The 
individual  who  because  of  some  infe- 
riority, real  or  imagined,  physical  or 
mental,  has  tended  to  depend  upon 
mother  love  or  family  tolerance,  and 
has  avoided  the  possible  criticism  of  an 
outside  world  by  shutting  himself 
away  from  others  and  comparison  with 
them,  will  easily  find  in  adult  love 
and  hetero-sexual  relationships,  some- 
thing too  difficult  to  be  faced.  He  will 
either  desire  to  remain  in  the  sheltered 
family  situation,  where  he  is  loved  no 
matter  what  he  does  or  is  and  where  as 
a  child  he  can  cling  and  depend  and 
feel  no  responsibility  for  loving  back 
again,  or  he  will  find  in  the  world 
someone  who  will  accept  him  on  the 
same  basis,  and  allow  him  to  re- 
main infantile  or  childish  in  his  love 
needs. 

Such  a  condition  is,  of  course,  often 
produced  not  by  any  essential  weak- 
ness of  the  individual  but  by  a  com- 
bination of  circumstances:  an  infantile 
or  unsatisfied  father  or  mother  using 
the  child  in  a  selfish  way  to  appease  his 
or  her  own  love  needs,  preventing  it 
from  growing  away  from  the  parental 
attachment  as  it  normally  should;  the 
widow-hood  of  the  mother  forcing  the 
boy  to  take  the  father's  place  and 
attaching  his  love  for  life;  the  handicap 
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of  a  long  physical  illness  or  extreme 
delicacy,  reinforcing  the  ordinary  re- 
sistance to  going  over  from  the  cer- 
tainty of  mother  love  to  the  winning 
of  hetero-sexual  love  under  conditions 
of  rivalry  and  possible  defeat;  the 
accident  of  circumstance  which  de- 
prives the  girl  or  boy  of  contact  with 
the  opposite  sex  at  a  time  when  the 
transfer  of  love  interest  is  ready  to  be 
made  and  conditions  him  or  her  to 
homo-sexual  or  auto-erotic  expression; 
the  repression  which  puritanical  adults, 
teachers,  parents,  schools,  orphanages, 
put  upon  the  normal  hetero-sexual 
impulses  of  adolescence.  WTien  one 
contemplates  all  the  influences  that 
are  at  work  to  prevent  the  courageous 
objective  development  of  love  and  sex, 
one  wonders  why  adolescence  ever 
follows  a  normal  biological  course. 

Alice  illustrates  almost  all  of  these 
influences.  She  is  held  back  from 
maturity  by  the  pull  of  childish  crav- 
ings for  mother  love  and  protection. 
What  she  wants  is  not  the  objective 
adult  love  of  one  independent  indi- 
vidual for  another,  but  subjective 
satisfaction.  She  is  not  looking  for 
the  kind  of  man  whom  she  can  love 
with  a  real  appreciation  of  his  qualities 
and  a  sharing  of  his  interests;  she  is 
looking  for  anyone  who  will  give  her  the 
sense  of  security,  the  spoiling  and 
indulgence  the  mother  supplied.  Alice 
seeks  not  a  mate  but  someone  to 
devour.  She  wiU  consume  her  love 
object.  She  is  not  motivated  by  any 
dreams  of  home  and  children.  Her 
hunger  is  for  a  pleasureful,  care  free 
existence  in  which  she  is  responsible 
neither  for  work  nor  for  love.  Even  on 
the  physical  side  of  sex,  Alice  has  no 
desire  for  adult  expression.  She  has 
all  of  the  repressions  which  her  moth- 
er's hatred  of  men,  her  father's  be- 
havior and  conventional  sex  taboos 
could  produce.  Theoretically,  she  is 
as  prudish  as  any  carefully  guarded 


virtuous  maiden,  but  her  practice  and 
her  theory  are  as  separate  as  the  poles. 
Alice  sins  but  she  refuses  to  embrace 
her  sin.  Physical  sex  is  a  disgusting 
fact  of  life  to  which  she  yields  because 
it  buys  the  pleasures  which  are  essen- 
tial. Her  conflict  is  none  the  less  real 
for  its  inconsistency. 

How  TO  Meet  Problems  of  Adoles- 
cence 

What  can  we  do  practically  to  meet 
the  complicated  problems  of  adoles- 
cence? How  can  we  lessen  the  strug- 
gle or  lend  strength  to  the  forward 
looking  interests  and  impulses?  If  we 
wait  until  adolescence  has  begun,  we 
shall  have  a  difficult  task.  But  grant- 
ing that  most  of  the  adjustments  should 
have  been  made  earlier  and  taking 
adolescence  as  we  actually  find  it, 
what  is  possible? 

We  can  surround  youth  with  en- 
couragement. There  need  be  no 
sneering  superiority,  no  ridicule,  no 
tyrannical  authority,  no  dogmatic 
over  ruling,  nothing  to  undermine  the 
confidence  and  assertion  that  are 
necessary  to  approach  work  and  love 
on  an  adult  basis.  We  can  have 
young  people  as  free  as  possible  to 
devlop  their  own  interests,  free  to 
discover  for  themselves,  to  experiment, 
even  to  make  mistakes.  We  can  give 
them  freedom  to  experiment  in  the 
ordering  and  control  of  their  own 
group  life  as  well  as  their  individual 
interests. 

We  can  recognize  and  supply  the 
need  of  youth  for  interpretations  of 
life,  ethics,  religions,  philosophy,  sci- 
entific and  social  theory,  something 
general  enough  to  be  mastered  verbally 
and  used  to  reduce  the  chaos  of  a  new 
world  to  a  known  and  familiar  thing: 
something  to  make  life  a  safer,  more 
manageable  affair.  Adolescence  craves 
a  unifying  theory  to  use  as  a  stepping 
stone  from  the  safe  limits  of  childhood 
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to  a  boundless  universe  otherwise  too 
strange  to  be  faced. 

Parents  and  schools  can  see  to  it  that 
youth  is  supplied  with  definite  skills 
and  techniques,  that  potential  interests 
go  over  into  action.  They  can  show 
young  people  how  to  gain  objective 
happiness  in  creative  work.  They  can 
so  equip  adolescence  that  it  will  not 
be  left  defenseless  in  the  face  of  an 
adult  world  with  only  dreams  to  offer. 
The  family  can  reduce  the  pull-back  of 
childhood  by  encouraging  economic 
independence,  breaking  away  from 
home,  going  away  to  college,  widening 
the  social  interests  to  extend  beyond 
the  family  circle.  The  parents  can 
keep  their  love  for  the  child  objective 
and  unselfish  and  welcome  his  growing 
independence  and  hetero-sexual  inter- 
ests. 

Last  and  most  important,  if  we  are 
wise   enough    and    grown   up   enough 


ourselves,  we  can  give  the  adolescent 
an  interpretation  of  sex  and  human 
behavior  which  will  enable  him  to  face 
frankly  his  own  cravings  and  inferiori- 
ties real  or  imagined  and  adjust  to 
them  in  a  positive,  constructive  spirit. 
Sex  instruction  as  now  provided  in  the 
public  school  is  not  equivalent  to 
assisting  youth  to  a  happy  emotional 
adjustment.  Like  Alice,  one  may  know 
the  facts  of  sex  and  bate  them.  Can  we 
provide  parents  and  teachers  so  well 
adjusted  and  understanding  that  they 
can  take  the  adolescent  at  the  critical 
moment  and  through  their  own  cour- 
ageous and  positive  attitudes  show  Ijim 
the  way,  for  not  only  does  he  need  to 
face  sex  and  learn  to  look  forward  to 
love  and  marriage,  he  needs  even  more 
to  accept  himself,  honestly  and  frankly, 
to  recognize  inferiorities  and  abilities 
and  learn  the  lesson  of  compen- 
sation ! 


The  Behavior  Problems  of  Atypical  Children 

By  Frederic  H.  Knight,  Ph.D. 

Superintendent  of  New  England  Home  for  Little  Wanderers  and  Director  of  its  Department 

of  Child  Study 


THE  purpose  of  this  article  is  to 
suggest  certain  practical  methods 
of  dealing  with  atypical  children.  In 
determining  what  is  meant  by  an 
atypical  child,  we  may  approach  a  def- 
inition from  the  standpoint  of  certain 
physical  and  mental  tests  or  we  may 
reach  a  definition  by  a  study  of  the 
child's  career  in  the  world  thus  far. 
The  definition  reached  by  the  first  proc- 
ess is  as  follows:  An  atypical  child  is 
one  who  upon  examination  is  found  to 
be  seriously  deficient  in  one  or  more  of 
the  abilities  essential  to  social  fitness. 
The  definition  reached  by  the  second 
method  is:  An  atypical  child  is  one 
whose  social  reactions  indicate  that  he 
is  seriously  deficient  in  that  which  ex- 


perience shows  is  essential  to  social 
fitness. 

For  our  purpose  we  shall  follow 
Porteus  and  include  in  the  term,  social 
fitness,  "earning  capacity  and  learning 
capacity  which  contribute  to  self-sup- 
port; temperament,  disposition,  judg- 
ment and  common  sense,  which  are  fac- 
tors in  self-management,  inhibitions  of 
anti-social  instincts  and  impulses  which 
lead  to  self-control." 

In  our  own  work,  we  have  given  ex- 
haustive physical  and  mental  examina- 
tions and  have  paid  careful  attention 
to  the  social  history  of  every  child. 
The  minimum  staff  required  for  the 
proper  study  of  a  child  in  our  opinion 
is     as     follows:   a     competent     social 
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worker,  a  skillful  pediatrician,  a  well- 
trained  and  experienced  psychologist, 
accurate  observers,  a  psychiatrist  with 
a  thorough  medical  training  and  a  di- 
rector who  should  have  the  necessary 
training  and  skill  to  enable  him  by  a 
process  of  careful  synthesis  to  edit  and 
combine  the  findings  of  the  various 
specialists  into  what  may  be  called  a 
unified  diagnosis. 

Characteristic  Behavior  Problems 

In  the  great  majority  of  instances 
children  are  brought  to  our  Department 
of  Child  Study  because  they  present  be- 
havior problems  with  which  those  who 
have  immediate  charge  of  them  do  not 
feel  competent  to  deal.  Upon  my  desk 
at  this  moment  I  have  two  letters  which 
will  serve  to  illustrate  this  statement. 

In  the  first  letter,  we  are  told  that 
William  is  seventeen  years  old,  is  in 
the  junior  class  in  high  school,  excep- 
tionally bright,  has  a  fine  face  and 
figure  and  is  very  courteous  and  con- 
siderate. He  does  not  run  away, 
neither  smokes  nor  drinks  and  is  ap- 
parently without  bad  habits  with  the 
exception  of  that  habit  which  occasions 
the  very  serious  problem  that  brings 
him  to  our  attention.  In  the  words  of 
the  applicant,  William  is  just  a  plain, 
everyday  liar.  He  will  borrow  money 
of  anybody  with  no  expectation  of  re- 
paying it.  He  borrows  it  when  he  has 
no  use  for  it  himself  and  having  ob- 
tained it  will  lend  it  or  give  it  away. 
He  will  go  to  stores  and  get  goods, 
and  has  no  hesitancy  in  having  them 
charged  to  his  father  or  to  anyone  else, 
when  there  is  no  necessity  for  it. 

In  the  second  letter,  we  read  that 
Martha  Elizabeth,  a  girl  of  seventeen 
years  of  age,  lies,  steals,  runs  away,  is 
disobedient,  is  iasubordinate  at  times, 
is  "queer,"  has  marked  tantrums,  is 
cruel  to  other  children,  is  retarded  in 
school  work  and  presents  certain  sex 
problems. 


The  problems  presented  by  these 
two  children  are  certainly  serious  and 
perplexing  and  quite  beyond  the 
ability  of  their  parents  to  solve.  These 
letters  illustrate  the  further  point,  that 
children  are  brought  to  us  because  of 
the  very  practical  bearing  of  their  be- 
havior upon  their  own  welfare  and  the 
welfare  of  the  families  with  which  they 
are  connected.  There  is  very  little 
general  interest  in  any  type  of  "queer- 
ness"  which  does  not  have  a  direct  and 
immediate  bearing  upon  social  fitness. 
If  there  are  other  abnormalities  in 
children  which  have  no  such  bearing, 
they  may  be  interesting  as  subjects  of 
study  but  they  do  not  concern  us  in 
the  present  article.  These  two  cases 
illustrate  still  other  features.  In  both 
of  these  instances,  as  in  practically 
every  case,  the  problem  child  previous 
to  our  first  interview  has  been  "stud- 
ied" by  relatives  and  neighbors,  and 
attempts  more  or  less  intelligent  and 
persistent  have  been  made  to  correct 
the  abnormalities  presented.  It  is 
doubtless  true  that  in  the  great  major- 
ity of  instances  children  have  been  bet- 
tered by  the  sincere  efforts  of  their 
parents  to  discipline  them,  but  oc- 
casionally it  happens  that  fatal  mis- 
takes in  discipline  have  been  made  and 
the  condition  in  which  we  find  the 
child  is  beyond  any  hope  of  remedying 
so  far  as  our  efforts  are  concerned. 

The  final  fact  illustrated  by  both  of 
these  cases  is  this :  In  practically  every 
instance  the  problem  child,  previous 
to  our  first  interview,  has  built  up  a 
system  of  defense  and  has  persuaded 
himself  either  that  the  behavior  which 
has  led  him  into  difficulty  is  really  of  no 
special  consequence  or  that  it  is  so  com- 
mon as  to  be  expected,  or  is  the  fault 
of  someone  else.  In  the  case  of  older 
children,  even  those  with  good  mental- 
ity, it  is  often  a  very  difficult  task  to 
discover  the  child's  real  condition  and 
to  make  it  clear,  when  such  a  course  is 
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advisable,  that  attempts  to  rationalize 
misconduct  are  disastrous. 

Statements  and   Actual   Facts  in 
THE  Case 

However,  after  attempts  to  under- 
stand the  child  and  to  discipline  him  on 
the  part  of  parents  and  other  relatives 
who  have  done  their  best  or  their  worst, 
the  child  at  length  comes  to  us.  The 
two  questions  which  are  asked  of  us 
at  this  point  almost  without  exception 
are  these:  "\Miat  is  the  matter  with 
this  child  and  what  can  be  done  about 
it?  In  an  attempt  to  answer  these 
questions  we  turn  first  of  all  to  a  social 
w^orker.  At  her  hands  we  require  data 
which  will  give  us  a  knowledge  of  the 
child's  developmental  history  and,  as 
far  as  possible,  an  account  of  all  the 
child's  reactions  to  its  environment 
from  birth  to  the  present  day.  We 
desire  to  find  out  all  that  can  be  found 
out  about  the  child's  inheritance,  for 
heredity  still  plays  a  part  in  a  child's 
career,  notwithstanding  the  fact  that  we 
have  great  difficulty  at  times  in  deter- 
mining just  what  that  part  is.  If  it 
were  possible  to  know  all  that  there  is 
to  be  knowai  of  a  child's  heredity  and  of 
his  career  in  the  world  thus  far,  the 
data  furnished  would  enable  a  com- 
petent psychologist  more  certainly  and 
more  accurately  to  arrive  at  a  just 
diagnosis  than  is  possible  as  a  result  of 
any  system  of  formal  mental  testing 
without  such  data.  We  need,  there- 
fore, as  accurate  and  complete  knowl- 
edge of  all  the  significant  facts  in  the 
case  as  w^e  can  obtain.  These  facts  are 
suggested  by  the  terms — heredity, 
development  and  career. 

At  this  point  it  may  be  well  to  indi- 
cate the  wide  difference  which  some- 
times exists  between  statements  made 
concerning  the  child  and  the  actual 
facts  in  the  case.  This  discrepancy 
is  well  illustrated  in  the  study  we  have 
just  made  of  a  girl  fourteen  years  of  age 


who  came  to  us  accused  of  cruelty  to 
little  children,  untruthfulness  and  dis- 
honesty. From  the  testimony  of  the 
school  teacher,  we  got  the  statement 
that  Julia  had  stolen  a  ring.  In  con- 
versation with  a  foster  mother,  we  were 
told  that  Julia  had  stolen  clothing. 
Another  foster  mother  said  that  Julia 
was  very  cruel  and  abusive  to  the  little 
baby  in  the  home.  These  statements 
are  all  in  black  and  white,  preserved  in 
our  records  and  further  dignified  by 
the  term,  "verified  data." 

What  were  the  facts  in  the  case?  The 
ring  in  question,  which  beyond  doubt 
had  been  in  Julia's  possession  for  a 
time,  was  a  rather  crude  affair  made  by 
a  child  out  of  a  five  cent  piece.  One  day 
at  school  the  o^^Tier  of  the  ring  asked 
Julia  if  she  would  not  like  it  and  upon 
receiving  an  affirmative  answer  gave  it 
to  her.  Julia  found  it  too  large  for 
her  but  wore  it  when  she  retired  and 
lost  it  during  the  night  in  the  bed- 
clothes. The  next  morning  the  origi- 
nal owner  of  the  ring,  not  intending  to 
part  with  it  forever,  requested  its  re- 
turn and  was  told  that  the  ring  had 
been  lost.  The  whole  matter  was  then 
taken  to  the  school  teacher,  an  inex- 
perienced young  girl,  eighteen  years  of 
age,  born  and  reared  in  the  neighbor- 
hood. Upon  no  data  at  all  except  the 
conflicting  statements  of  the  two  chil- 
dren, this  teacher  reached  the  conclu- 
sion that  Julia  had  stolen  the  ring  and 
so  recorded  it  and  so  "OTote  us. 

The  story  of  the  stealing  of  the 
clothing  was  next  investigated  and  it 
was  discovered  that  only  one  article  of 
clothing,  namely,  a  linen  collar,  had 
disappeared  when  Julia  had  left  this 
home.  The  foster  mother  had  packed 
Julia's  effects  and  had  inadvertently 
put  the  collar  in  the  child's  dress-suit- 
case. 

There  was  rather  more  to  the  story 
of  the  cruelty  to  a  baby.  The  baby 
in  question  turned  out  to  be  a  child  be- 
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tween  four  and  five  years  old,  a  husky, 
untrained,  fractious  little  fellow,  Mhose 
mother,  failing  to  get  on  with  him,  had 
turned  him  over  to  this  fourteen  year 
old  girl.  From  all  accounts,  the  girl 
managed  the  baby  rather  better  than 
its  ovNTi  mother,  but  resorted  at  times 
to  corporal  punishment,  though  not  to 
such  an  extent  as  to  injure  the  child  in 
any  way.  The  so-called  "verified 
data,"  had  been  deemed  sufficient  to 
raise  a  very  serious  question  as  to  the 
advisability  of  attempting  to  place 
Julia  in  another  private  home. 

^Mien  our  study  was  completed  we 
found  that  Julia,  while  she  had  suffered 
much  from  her. environment  and  from 
frequent  changes  in  her  home,  was  a 
girl  of  excellent  mentality  with  a  good 
social  and  ethical  code,  giving  promise 
of  attaining  unto  an  unsual  degree  of 
social  fitness,  under  proper  treatment. 

This  case  serves  to  illustrate,  as  I 
have  said,  the  wude  divergence  at  times 
between  statements  regarding  the  child 
and  the  actual  facts  of  the  case.  It 
sometimes  happens  that  the  facts  are 
very  much  worse  than  the  statements, 
and  at  times  the  contrary  is  true. 

Necessity   for   Complete   History 

The  necessity  of  getting  a  complete 
history  of  the  child  is  well  illustrated 
in  the  case  of  Henry,  a  boy  of  seventeen 
years  of  age,  brought  to  our  attention 
within  the  past  year.  The  complaint 
made  against  him  was  that  he  was  mis- 
chievous and  inclined  to  amuse  himself 
at  the  expense  of  other  people.  He 
was  very  fond  of  telling  startling  stories 
which,  however  widely  they  might  differ 
in  other  respects,  were  always  charac- 
terized by  this  feature:  that  the  central 
place  in  the  picture  was  occupied  by 
the  narrator.  Neighbors  dreaded  to 
have  this  boy  about  and  rightly  or 
WTongly  charged  up  to  his  account 
practically  all  the  troublesome  mischief 
done  in  the  community. 


At  first  glance  the  situation  seemed 
to  be  covered  by  the  explanation  that 
here  was  an  active  boy  without  a  reason- 
able program,  who  proceeded  to  fill  up 
his  time  w  ith  such  activities  as  occurred 
to  him  and  whose  tastes  ran  along  the 
line  of  troubling  other  people.  His 
habit  of  telling  startling  stories  seemed 
to  be  ex])lained  by  the  fact  that  having 
no  actual  experiences  of  his  own  to 
make  his  conversation  interesting,  he 
exercised  his  ingenuity  in  inventing 
interesting  and  startling  situations  in 
which  he  always  played  a  prominent 
part.  For  instance,  when  an  aero- 
plane noisily  sailed  over  our  heads,  he 
remarked  that  he  had  lost  interest  in 
aeroplanes;  he  had  been  up  in  them  so 
many  times  that  there  was  no  novelty 
in  it  any  more — the  truth  being  that  he 
had  never  been  in  an  aeroplane  in  his 
life.  A  summer  squall  blew  over  the 
lake.  He  declared  that  he  had  been 
in  the  worst  of  it  (though  he  had  not) 
but  that  this  squall  was  nothing  to  one 
which  he  experienced  on  the  coast  of 
Maine,  where,  during  one  afternoon, 
he,  with  one  other  to  help  him,  pulled 
fifteen  hundred  lobster  pots  out  into 
deep  water  so  that  they  should  not  be 
destroyed  by  the  fury  of  the  waves. 
We  recognize,  of  course,  a  somewhat 
selfish  and  wholly  uncontrolled  desire 
to  occupy  the  center  of  the  stage  when- 
ever possible.  If  one  should  wish  to 
find  a  native  instinct  at  the  root  of  this 
habit,  he  might  speak  of  the  desire  for 
approval  and  display  which  seemed  to 
be  developed  to  an  abnormal  degree  in 
this  youth.  The  necessity  for  invent- 
ing situations  in  which  he  is  the  praise- 
worthy and  central  figure  roots  itself 
in  the  poverty  of  the  boy's  actual  ex- 
periences. 

If,  however,  we  had  stopped  here  we 
should  not  have  reached  the  very  seri- 
ous root  of  his  difficulty.  Further 
study  revealed  the  fact  that  at  the  age 
of  seventeen  he  was  still  in  the  first  year 
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at  high  school,  that  he  had  not  made 
his  promotion  clearly  and  fairly  since 
he  graduated  from  the  sixth  grade. 
He  had  been  practically  expelled  from 
school  because  he  claimed  that  he  had 
sold  a  very  large  number  of  tickets  to 
a  school  entertainment  but  could  not 
produce  the  money  for  the  tickets,  the 
fact  being  that  he  had  never  sold  the 
tickets  but  desired  to  have  the  glory 
of  being  a  leader  in  that  respect.  Inas- 
much as  he  would  not  produce  the 
tickets  and  could  not  produce  the 
money,  trouble  ensued. 

It  was  further  discovered  that  ever 
since  his  birth  this  boy  had  been  the 
peculiar  pet  and  pride  of  an  over-indul- 
gent mother.  Times  without  number 
his  mother  had  credited  him  with  clever 
sayings  and  deeds  which,  as  a  matter  of 
fact,  he  had  never  said  or  done. 

The  diagnosis  in  this  case  is  fairly 
clear.  The  prognosis  is  rather  dark. 
The  boy  is  still  his  over-indulgent 
mother's  pet.  He  sees  no  fault  in  him- 
self, and  in  his  mother's  sight  he  is 
exceptionally  fine.  The  case  offers  a 
good  opportunity  of  formulating  what 
might  be  called  a  psychological  sequence. 
First,  we  have  a  native  mental  defect 
which  is  the  central  and  determining 
fact  in  the  case.  Superimposed  upon 
this  defect  is  a  long  period  of  home  life 
and  training  which  could  scarcely  have 
been  less  fortunate,  including,  as  it 
does,  constant  overstatements  of  the 
imaginary  cleverness  of  the  boy's  say- 
ings and  doings,  which  have  resulted  in 
an  utter  lack  of  appreciation  of  the  im- 
portance of  truth  telling  and  the  beauty 
of  modesty.  In  our  opinion,  had  great- 
er wisdom  been  shown  by  his  parents, 
the  boy  could  have  been  trained  to  a 
fair  degree  in  the  appreciation  of  truth- 
fulness and  modesty.  The  next  link 
in  the  chain  is  an  increasing  unreliabil- 
ity and  braggadocio,  and  the  distaste 
for  all  serious  work.  The  idle  hands 
of  a  high  grade  moron  easily  find  much 
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mischief  to  do.  The  other  social  reac- 
tions in  the  case  are  precisely  what  one 
might  expect,  all  the  facts  being  known. 
The  parents  are  well-to-do  people  who 
would  not  for  a  moment  consider  a  new 
home  for  their  child  and  who  cannot  be 
made  to  see  the  mistakes  which  they 
have  been  constantly  making. 

Importance  of  the  Child's  Mental 

Content 

After  the  formal  physical  and  mental 
tests  have  been  given,  there  is  no  part 
of  the  scheme  of  child  study  more 
important  or  more  fruitful  than  that  of 
carefully  ascertaining  the  child's  pres- 
ent mental  content.  By  that  is  meant 
the  discovery  of  such  of  the  child's 
ideas  as  are  fixed,  or  are  tending  to  be- 
come fixed,  with  the  emotions  which 
are  associated  with  them.  The  social 
and  ethical  codes  which  the  child  really 
accepts,  although  his  behavior  at  times 
may  be  at  variance  with  these  codes, 
are  of  great  significance.  It  is  very 
important  to  get,  if  one  can,  the  child's 
interpretation  of  his  owti  behavior,  for, 
after  all,  anti-social  conduct  such  as 
lying,  or  stealing,  or  truancy  or  dis- 
obedience, may  have  a  very  distinct 
meaning  to  a  child  which  is  not  all  the 
meaning  which  appears  so  obvious  to 
his  seniors.  Our  studies  here  afford 
numberless  illustrations  on  this  point. 

Wlien  is  a  deviation  from  the  truth, 
a  lie.''  A  boy  sees  one  elephant  in  a 
circus  parade.  Three  days  after  the 
circus  has  left  town  he  is  overheard 
telling  his  playmates  that  he  saw  two 
elephants,  and  is  promptly  reproved  for 
saying  that  which  is  not  true.  At  the 
funeral  services  of  his  grandfather  held 
three  days  after  this  episode,  he  hears 
his  pastor  make  this  statement:  "I 
see  the  soul  of  the  departed  attended  by 
legions  of  welcoming  angels  sweeping 
through  the  pearly  gates  into  the  new 
Jerusalem."  No  one  thinks  of  reprov- 
ing the  preacher  for  a  statement  of  this 
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kind  although  it  is  absolutely  devoid  of 
truth.  The  minister  never  saw  any- 
such  thin<?.  If  called  to  account,  he 
would  say  that  he  saw  it  with  the  eye 
of  faith,  Init  he  would  be  sorely  put  to 
it  to  explain  to  a  boy  of  fourteen  just 
what  the  eye  of  faith  is.  My  conten- 
tion is  not  that  the  minister  should  be 
punished  for  making  a  statement  which 
has  no  basis  in  kno\\'n  fact,  but  that  be- 
fore the  boy  is  punished  for  saying  that 
he  had  seen  two  elephants,  he  should  be 
given  an  opportunity  to  give  his  own 
interpretation  of  his  statement.  Pos- 
sibly he  saw  two  elephants  with  the  eye 
of  faith.  At  all  events,  he  saw  one  more 
elephant  than  the  preacher  did  angels. 
Under  proper  guidance  many  a  child 
can  give  a  better  explanation  of  his 
behavior  and  can  disclose  more  ac- 
curate data  bearing  upon  his  mental 
life  than  can  be  gathered  in  any  other 
one  way. 

At  least  two  mistakes  are  to  be 
avoided  when  one  attempts  to  ascer- 
tain a  child's  present  mental  content. 
The  examiner  must  not  play  the  part  of 
the  conjurer  who  puts  the  rabbit  into 
the  hat  that  later  on  he  may  extract  it " 
therefrom.  In  other  words,  the  exam- 
iner must  not  suggest  to  the  child's 
mind  ideas  which  questions  may  bring 
out  of  it  later  on.  In  the  second  place, 
the  examiner  must  keep  a  perfectly 
open  mind  himself  until  the  evidence  is 
all  in.  Otherwise,  he  will  be  in  danger 
of  forming  a  premature  opinion  which 
will  make  him  desirous  of  getting  either 
facts  against  the  child  or  statements 
favorable  to  the  child.  When  an 
opinion  has  once  been  formed  it  is  quite 
natural  for  the  examiner  to  discover 
data  to  substantiate  that  opinion.  No 
part  of  the  task  of  studying  the  child 
recjuires  greater  patience,  fairminded- 
ness,  knowledge  of  the  world  and  the 
ability  to  evaluate  data  than  that  with 
which  we  are  now  dealing. 

We  make  no  reference  to  the  psycho- 


analytic methods  connected  commonly 
with  the  name  of  Freud,  not  because 
we  underestimate  their  importance  but 
because  the  whole  subject  has  fre- 
quently been  handled  with  much  more 
skill  and  knowledge  than  the  present 
writer  possesses  and  any  satisfactory 
statement  would  require  much  more 
space  than  is  at  the  writer's  command. 
Also  because  of  lack  of  space  we  shall 
not  present  in  any  detail  the  work  of 
the  psychiatrist,  but  shall  merely  state 
that  the  psychiatrist's  study  of  the 
whole  field  of  the  child's  personality  is 
of  the  utmost  importance  in  determin- 
ing the  proper  diagnosis  and  in  suggest- 
ing treatment. 

Final  Diagnosis 

When  the  reports  from  the  social 
worker,  the  pediatrician,  the  psycholo- 
gist, the  observers,  the  psychiatrist  and 
others  interested  are  in,  the  director, 
whose  duty  it  is  to  edit  these  findings 
and  to  reduce  them  to  a  unified  diagno- 
sis, will  find  himself  in  the  possession  of 
a  considerable  amount  of  data  of 
various  kinds  and  of  all  degrees  of  im- 
portance. He  must  first  of  all  dili- 
gently eliminate  from  consideration 
all  that  does  not  have  a  bearing 
upon  the  question  of  social  fitness. 
What  remains  must  then  be  carefully 
evaluated  and  interpreted.  The  rela- 
tion of  one  fact  to  the  others  must  be 
carefully  determined.  The  diagnosis 
finally  reached  must  be  the  natural  se- 
quence of  that  part  of  the  data  fur- 
nished which  is  thought  to  be  of  chief 
importance,  or  which  has  to  do  with 
those  abnormalities  which  have  contrib- 
uted to  the  problems  presented  in  the 
child's  behavior.  Just  as  the  physician 
in  diagnosing  a  case  presented  to  him 
would  not  consider  a  patient's  politics, 
his  religion,  or  certain  harmless  birth- 
marks, but  would  make  his  diagnosis  of 
pneumonia  upon  a  careful  considera- 
tion   of   data   bearing   upon    physical 
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disease,  so  in  the  solution  of  behavior 
problems  we  must  confine  our  attention 
to  data  bearing  upon  the  nature  and 
solution  of  problems  in  that  field.  The 
diagnosis  is  the  succinct,  comprehen- 
sive and  definite  conclusion  reached  by 
a  consideration  of  the  data  in  the  field 
concerned.  In  other  words,  the  diagno- 
sis should,  as  far  as  possible,  satisfy  the 
just  demands  of  all  significant  data. 

A  concluding  word  must  be  said  in 
regard  to  follow-up  work.  It  is  most 
exasperating  to  expend  time  and  effort 
in  an  attempt  to  reach  a  just  diagnosis 
in  a  problem  case  and  to  suggest 
methods  of  treatment  which  promise 
well  for  the  child  concerned,  only  to 
find  that  there  is  no  one  available  with 


sufficient  interest  or  intelligence  to 
carry  on  the  treatment  suggested. 
All  too  frequently  the  findings  of  psy- 
chologists and  psychiatrists  have  been 
placed  in  the  hands  of  relatives  or 
friends  who  either  fail  utterly  to  under- 
stand the  findings  or  are  unable  to 
carry  out  the  directions  given  as  to  the 
treatment  of  the  case. 

In  child  helping  organizations  of 
the  better  sort  nothing  is  more  notice- 
able and  nothing  is  more  encouraging 
than  the  increasing  skill  of  those  to 
whom  is  given  the  task  of  dealing  with 
atypical  children.  Under  the  best  con- 
ditions we  have  failures  enough  to  keep 
us  humble  and  successes  enough  to  con- 
vince us  that  we  are  on  the  right  track. 


Public  School  Provision  for  Exceptional  Children 

By  Arnold  Gesell,  Ph.D.,  M.D. 

Professor  of  Child  Hygiene,  Director  of  Psyclio-Clinic,  Yale  University 


IN  the  consideration  of  certain  prob- 
lems of  child  w^elfare  we  are  apt  to 
forget  or  to  undervalue  the  importance 
of  our  public  school  system.  Our  vast 
aggregation  of  elementary  schools  ought 
to  be  regarded,  however,  as  our  largest 
and,  in  a  sense,  our  most  legitimate 
child  welfare  agency.  Certainly  the 
historic  sanction  and  strategic  position 
of  the  public  school  system  in  the 
American  commonwealth  make  it  the 
most  promising  instrument  for  the 
further  development  of  public  policies 
in  behalf  of  a  very  large  proportion  of 
those  exceptional  children  who  because 
of  handicap  or  other  circumstances 
need  a  special  measure  of  extra  parental 
care  during  the  years  of  their  education. 
A  few  statistics  will  convey  the 
broad  outlines  of  the  national  situation. 
The  figures  are  rounded  but  sufficiently 
accurate  for  the  purpose  in  hand. 
There  are  twenty  millions  of  children 
enrolled    in    the    elementary    public 


schools  of  the  country.  These  children 
are  provided  for  in  over  a  quarter  of  a 
million  of  buildings  with  a  valuation  of 
two  billions  of  dollars.  The  personnel 
of  this  vast  plant  consists  of  over  a 
half  million  teachers,  supervisors  and 
superintendents,  and,  in  city  districts, 
of  about  three  thousand  physicians  and 
school  nurses  and  sixteen  hundred 
truant  ofiicers.  The  welfare  of  no  less 
than  three  quarters  of  a  million  of  phys- 
ically and  mentally  handicapped  chil- 
dren is  affected  by  the  policies  of  this 
huge  institution. 

A  complete  classification  of  handi- 
capped children  would  include  all  those 
children  who,  by  virtue  of  exceptional 
circumstances  or  by  inherent  or  ac- 
quired constitution,  deviate  so  much 
from  the  normal  as  to  cause  a  special 
status  to  arise  with  reference  to  their 
educational  and  social  treatment. 
Sometimes  the  courts  determine  w^hen 
the  special  status  exists;  sometimes  it 
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is  a  matter  of  common  knowledge; 
sometimes  it  is  recognized  only  by 
experts;  but  in  one  way  or  another,  the 
handicapped  child  generally  comes 
within  the  purview  of  tlie  public  school 
system  and  educational  law. 

A  comprehensive  list  of  the  conse- 
quential forms  of  handicap  would  in- 
clude those  of  environmental  character, 
such  as  abnormal  home  conditions, 
illegitimate  parentage,  dependency,  ne- 
glect and  injudicious  employment;  and 
a  large  group  of  constitutional  and  ac- 
quired handicaps  affecting  physique, 
sensation,  motor  capacity,  speech, 
conduct  and  mentality.  We  shall  con- 
sider mainly  the  children  with  constitu- 
tional and  acquired  handicaps. 

It  is,  of  course,  impossible  to  set  pre- 
cise limits  to  such  a  term  as  handicap. 
The  scope  of  our  discussion,  however, 
is  indicated  by  the  following  quotation 
from  a  recent  Connecticut  statute. 

The  term  educationally  exceptional  chil- 
dren shall  include  all  children  over  four 
and  under  sixteen  years  of  age  who,  because 
of  mental  or  physical  handicap,  are  incapa- 
ble of  receiving  proper  benefit  from  ordinary 
instruction  and  who  for  their  own  and  the 
social  welfare  need  special  educational 
provisions. 

On  the  basis  of  this  definition  I 
would  estimate  that  about  one  public 
school  pupil  out  of  twenty -five  may  be 
regarded  as  exceptional,  from  the 
standpoint  of  child  welfare  and  school 
administration.  The  distribution  of 
such  exceptional  children  per  1,000  of 
all  children  of  compulsory  school  age, 
would  be  approximately  as  follows: 

Blind  and  partially  sighted 3 

Deaf  and  semi-deaf 2 

Crippled 2 

Physically  rlefective 12 

Psychopathic 2 

Delinquent 4 

Speech  defective S 

Mentally  deficient 12 

Total  number  per  1,000 40 


If  we  give  the  term  exceptional  a  still 
wider  connotation,  we  would  include  in 
the  above  list  two  further  groups  of 
children:  (1)  Those  who  are  not  classi- 
fiable as  feeble-minded  but  are  extreme- 
h'  dull  or  non-academic  and  (2)  those 
who  are  unusually  gifted  or  endowed 
with  superior  intelligence.  These  two 
groups  combined  would  bring  the  total 
up  to  50  per  1,000.  They  are  by  no 
means  unimportant  from  the  stand- 
point of  social  and  educational  policy. 

No  one  of  the  groups  mentioned  can 
be  limited  with  absolute  precision,  A 
speech  defect,  for  example,  may  be  so 
mild  as  to  be  negligible  or  so  severe  as 
to  constitute  a  real  handicap.  The 
figures  given  above  are  restrained  and 
are  intended  to  include  school  children 
whose  defect  or  deviation  is  so  serious 
as  to  demand  special  consideration 
even  in  a  non-Utopian  state. 

A  generation  ago  the  exceptional 
child  was  not  considered  to  be  a  legiti- 
mate public  school  problem.  It  was 
assumed — it  is  even  now  sometimes 
argued— that  the  business  of  the  schools 
is  to  teach  the  statutory  subjects  (read- 
ing, \\Titing  and  arithmetic).  But  the 
principle  of  compulsory  education  in  a 
democratic  country  has  carried  with  it 
implications  and  complications  which 
have  brought  about  an  altogether 
different  point  of  view.  A  policy  of  ex- 
clusion of  exceptional  children  would 
have  lead  only  to  confusion  and  injus- 
tice. The  public  school  in  progressive 
communities  is  steadily  shouldering 
the  whole  problem  of  defective  and 
handicapped  pupils,  and  one  can  find 
today  examples  of  special  tax-supported 
provisions  for  every  type  of  exceptional 
school  child. 

It  is  unnecessary  to  go  to  extremes 
and  to  contend  that  special  state  insti- 
tutions for  defective  and  handicapped 
children  are  to  be  systematically  dis- 
couraged. Such  institutions  have  an 
important  work  in  the  care  of  those 
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cases  who,  for  practical  reasons,  cannot 
be  reached  in  any  other  way,  but  as  a 
matter  of  pubhc  economy  and  pubhc 
pohcy  we  should  do  everything  we 
reasonal)ly  can  to  keep  certain  types  of 
defective  children  near  their  fathers, 
mothers,  brothers  and  sisters.  Indeed, 
there  may  even  be  good  reasons  for 
doing  what  England  is  doing,  namely: 
placing  small  groups  of  children  (like 
the  crippled  or  deaf)  in  family  homes 
located  near  public  schools  where  these 
children  can  get  the  same  sort  of  train- 
ing which  they  might  otherwise  have  to 
receive  in  some  more  remote  central 
institution.  The  whole  drift  of  legisla- 
tive and  social  program  is  in  the  direc- 
tion of  expanding  the  authority  and 
scope  of  our  public  school  system  in 
such  a  way  that  local  communities,  like 
cities,  towns  and  counties,  can  take 
primary  responsibility  for  the  care  of 
their  own  child  welfare  problems. 

The  present  scope  and  possibilities 
of  public  school  provision  can  be 
indicated  briefly  for  each  of  the  eight 
classes  of  children  referred  to  in  the 
preceding  classification. 

1.  Blind  and  Partially  Sighted.  The 
number  of  pupils  in  schools  and  classes 
for  the  bhnd  in  1918  was  5,386.  About 
9  per  cent  of  these  were  receiving  their 
education  in  ten  cities  where  classes 
for  the  blind  are  part  of  the  public 
school  system.  The  first  city  school 
classes  for  the  blind  were  inaugurated 
by  New  York  and  Cleveland  in  the 
year  1909.  One  or  more  classes  are 
now  maintained  by  Chicago,  Detroit, 
Jersey  City,  Newark,  Cincinnati,  Mans- 
field, Toledo  and  Milwaukee.  It  is 
very  significant  that  in  a  short  period 
of  twelve  years,  such  a  large  proportion 
of  blind  children  has  been  reached  by 
the  public  schools;  and  that  states  like 
Pennsylvania,  Ohio,  Minnesota  and 
New  Jersey  have  passed  laws  providing 
liberal  state  aid  for  the  education  of 
blind  children  in  public  school  classes. 


Cleveland  has  been  a  pioneer  in  hav- 
ing the  blind  taught  in  classes  with 
seeing  children.  The  special  teachers 
for  the  blind  children  are  tutors  for  the 
group  and  segregation  is  reduced  as 
much  as  possible.  Since  the  blind  must 
find  a  place  in  life  beside  the  seeing, 
this  Cleveland  plan  has  much  to  com- 
mend it.  This  same  consideration  is  a 
reason  for  the  further  extension  of  pub- 
lic school  provisions.  It  is  not  impossi- 
ble that  state  departments  of  education 
and  commissions  for  the  blind  will 
gradually  develop  an  administrative 
technique,  through  supervising  experts, 
visiting  instructors  and  training  centers, 
whereby  an  increasing  number  of  blind 
children  from  small  communities  can 
be  educated  under  public  school  aus- 
pices. The  fact  that  the  per  pupil  cost 
of  education  in  a  public  school  class  for 
the  blind  is  less  than  half  of  the  per 
pupil  cost  in  a  public  institution  will 
fortunately  not  act  as  a  deterrent. 

The  education  of  the  near  blind  or 
partially  sighted  is  a  problem  which 
falls  peculiarly  within  the  scope  of  the 
public  school.  Surely  it  is  not  a  prob- 
lem to  be  solved  by  erecting  state  insti- 
tutions, or  by  excluding  the  child  from 
school  attendance.  The  task  is  not  a 
small  one.  The  Massachusetts  Com- 
mission for  the  blind  found  that  4  per 
cent  of  all  school  children  tested  had 
less  than  one-half  normal  vision  and 
that  four  tenths  of  one  per  cent  (one  in 
ten  of  this  group)  were  so  seriously 
handicapped  as  to  require  special  educa- 
tional procedure.  Special  classes  for 
partially  sighted  children  are  being  es- 
tablished in  several  of  the  larger  cities 
of  the  country,  as  sight  conservation 
classes,  and  with  very  beneficial  results. 
These  classes  should  be  fostered;  but 
here  again  the  special  class  has  its  limi- 
tations. More  flexible  provisions,  more 
abundant  materials,  including  large 
type  texts,  can  be  created  to  reach  the 
individual  child   who  in  spite  of  his 
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visual  handicap  must  be  maintained 
in  a  regular  school. 

"2.  Deaf  and  Semi-Deaf.  The  drift 
toward  public  school  care  has  been 
even  more  marked  in  the  case  of  deaf 
children  than  in  the  case  of  blind. 
This  is  al)  the  more  remarkable  when 
it  is  recalled  that  the  education  of  the 
deaf  is  one  of  the  most  difficult  of  peda- 
gogical tasks.  Government  statistics 
show  that  the  number  of  state  and 
private  schools  for  the  deaf  since  1900 
has  remained  practically  the  same 
throughout  the  United  States.  The 
number  of  public  school  day  classes  has 
increased  from  41  in  that  year  to  69  in 
1918.  The  enrollment  in  these  classes 
has  mounted  from  749  in  1900  to  2,482 
in  1918,  an  increase  of  231  percent; 
while  the  relative  enrollment  in  state 
institutions  has  declined  in  the  same 
period  from  89  per  cent  to  78  per  cent. 

This  is  a  wholesome  tendency.  The 
care  of  the  deaf  like  that  of  the  blind 
should  so  far  as  possible  be  de-institu- 
tionalized. Whenever  practical  the 
deaf  child  should  grow  up  in  contact 
with  the  hearing  child.  Such  contact 
can  be  supplied  in  the  public  school. 
Moreover,  public  school  provisions  for 
the  deaf  encourage  the  beginning  of 
the  oral  method  at  the  tender  but  fav- 
orable age  of  three  or  four,  when  fam- 
ilies are  naturally  reluctant  to  commit 
to  a  distant  institution.  Several  states 
now  foster  the  extension  of  public 
school  classes  by  special  grants  of  state 
aid.  This,  fortunately,  is  an  adminis- 
tratively economical  as  well  as  humane 
policy.  The  average  annual  cost  per 
deaf  pupil  enrolled  in  the  public  schools 
was  (in  1918)  $195.  The  corres- 
ponding average  per  capital  expendi- 
ture in  state  institutions  was  $399 — a 
difference  of  over  $200  per  pupil  in 
favor  of  those  communities  where  deaf 
children  were  trained  to  speak  and  to 
read  the  lips,  without  being  separated 
from  their  homes  and  from  the  compan- 


ionship of  more  fortunate  schoolmates. 

3.  Crippled  Children.  Chicago  in 
1899  established  the  first  i)ublic  school 
for  crippled  children  in  the  United 
States.  It  now  maintains  under  the 
board  of  education  a  permanent  school 
building  for  the  exclusive  use  of  crippled 
children.  The  New  York  classes  in- 
augurated in  1906  now  register  over  a 
thousand  pupils.  As  many  as  eleven 
special  classes  for  crippled  children  are 
maintained  in  one  building. 

Tlie  provisions  for  crippled  school 
children  in  the  larger  cities  often  in- 
clude school  lunches  and  transportation. 
Sometimes  the  transportation  is  to 
regular  classes.  The  per  capita  cost  is 
not  prohibitive,  being  less  than  that  for 
the  education  of  the  blind  and  deaf. 
In  Chicago  in  1916  it  was  $51  for 
teachers'  salaries,  $8  for  lunches,  only 
16  cents  for  supplies  and  $86  for  trans- 
portation— a  total  of  $145. 

The  complete  and  careful  survey 
made  in  Cleveland  in  1916,  showed 
that  there  were  six  cripples  for  each 
1,000  inhabitants;  22  per  cent  of  all 
cases  were  under  15  years  of  age;  9  per 
cent  were  from  15  to  19  years  of  age. 
The  age  distribution  of  the  blind  shows 
that  only  7  per  cent  are  under  15  years 
of  age.  Furthermore,  in  only  26  per 
cent  of  the  blind  does  the  disability 
occur  before  the  age  of  15,  while  in  the 
case  of  the  crippled  the  proportion  is 
49  per  cent.  These  figures  emphasize 
the  public  school  importance  of  the 
crippled  cthild. 

The  solution  of  the  problem,  how- 
ever, involves  much  more  than  the 
creation  of  special  classes  and  provi- 
sions of  transportation .  Many  crippled 
children  need  medical  care  over  long 
periods  of  time.  This  care  can  be  best 
rendered  by  a  hospital  type  of  school, 
which  should,  however,  maintain  close 
relations  with  the  public  system  of 
education.  Here  again  it  is  desirable 
to  avoid  so  far  as  possible  unnecessary 
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segregation  or  any  tendency  that  would 
make  the  cripple  self-conscious  and 
dejjendent.  The  purely  educational 
and  vocational  part  of  the  task  is  one 
which  the  public  school  could  under- 
take even  in  sparsely  settled  communi- 
ties. 

4.  Physically  Defective.  This  group 
is  difficult  to  define.  We  include  in  it 
all  children  who  are  so  seriously  handi- 
capped by  malnutrition,  cardiac  defect 
or  chronic  disease  as  to  be  lu-gently  in 
need  of  special  hygienic  arrangements 
in  school.  To  place  the  number  of  such 
children  at  over  1  per  cent  is  conserva- 
tive. The  number  of  undernourished 
children  in  an  ordinary  school  popula- 
tion has  been  placed  as  high  as  from  15 
to  20  per  cent ;  and  as  many  (to  a  large 
extent  the  same  children)  are  consid- 
ered to  be  predisposed  to  tuberculosis. 
Medical  inspection,  health  instruction, 
physical  education,  nutrition  classes, 
school  lunches,  home  visitation,  etc., 
must  be  counted  upon  to  reach  this 
large  group  of  physically  inferior 
children. 

Open  air  rooms  and  hospital  schools 
are,  however,  necessary  for  the  ade- 
quate treatment  of  many  children. 
The  first  open  air  school  room  in  the 
United  States  was  established  in  Provi- 
dence in  1908.  Since  then,  such  rooms 
and  open  window  classes  have  spread 
with  great  rapidity  over  the  country, 
and  can  now  be  numbered  by  the  score. 
New  York  alone  has  in  the  neighbor- 
hood of  one  hvmdred  open  air  classes. 
Vacation  camps  and  summer  outdoor 
schools  for  physically  defective  children 
will  undoubtedly  be  further  developed 
as  a  legitimate  part  of  public  school 
work.  The  welfare  of  the  physically 
defective  child  in  smaller  communities 
depends  upon  a  close  coordination  of 
public  health,  medical  and  educational 
control.  Much  can  still  be  done  for 
him  by  special  adaptations  and  super- 
vision within  the  regular  school. 


5.  Psychopathic.  Although  mental 
and  nervous  disability  constitutes  one 
of  the  heaviest  burdens  of  society,  al- 
most nothing  has  been  done  by  the 
j)ublic  schools  in  the  way  of  preventive 
mental  hygiene.  In  1920  there  were 
232,680  patients  with  mental  disease, 
14,937  epileptics  and  1,971  alcoholic 
and  drug  addicts  actually  in  institu- 
tions in  the  United  States.  A  consid- 
erable proportion  of  all  cases  of  mental 
and  nervous  disease  are  conditioned,  if 
not  caused,  by  factors  which  operate  in 
childhood  and  youth.  There  are  no 
convenient  or  accurate  methods  of 
diagnosis  which  will  reveal  those  chil- 
dren who  are  harboring  a  latent  insan- 
ity, or  developing  the  basis  for  insanity 
and  social  inadequacy.  Ordinary  special 
class  methods  will  have  decided  limita- 
tions in  this  field,  but  careful  observa- 
tion and  guidance  of  pupils  with  psy- 
chopathic tendencies  has,  on  a  small 
scale,  been  successfully  inaugurated  in 
the  New  York  Public  Schools.  The 
first  step  in  the  development  of  con- 
structive school  measures  lies  in  recog- 
nizing pupils  who  show  serious  defects 
in  personality  makeup,  symptoms  of 
emotional  instability,  emotional  shal- 
lowness, perversions,  irritability,  mor- 
bid fears,  psychasthenia,  social  malad- 
justments, infantile  dependency,  etc. 
The  psychopathic  child  is  father  of  the 
psychopathic  man.  Once  the  signifi- 
cance of  this  type  of  child  is  grasped, 
ways  and  means  for  ameliorating  his 
condition  and  forestalling  its  latter  day 
consequences,  can  be  found. 

We  need  perhaps  to  develop  a  new 
type  of  school  nurse,  who  by  super- 
vision, corrective  teaching  and  home 
visitation  \\all  undertake  the  concrete 
tasks  of  mental  hygiene.  This  psy- 
chiatric school  nurse  would  be  a 
counterpart  of  the  medical  school  nurse 
and  work  in  close  contact  with  her,  but 
she  would  revolve  in  a  different  circle 
of  problems.     Instead  of  pupils  with 
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discharging  ears  and  deteriorating 
molars,  her  cUents  would  be  the  child 
with  night  terrors,  the  nail-biter,  the 
over-tearful  child,  the  over-silent  child, 
the  pervert,  the  infantile  child,  the  un- 
stable and  choreic.  There  should  in 
time  be  schools,  classes  and  camps  in 
close  relation  to  city  and  state  school 
systems,  where  children  of  this  type 
may  go  for  long  or  short  periods  and 
secure  the  combination  of  medical  and 
educational  treatment  which  alone  is 
adequate  to  reconstruct  them  men- 
tally. These  provisions  imply  neuro- 
logical and  psychiatric  specialists,  edu- 
cational psychologists  and  teacher- 
nurses,  all  cooperating  as  public  health 
experts  in  a  work  of  mental  salvage 
and  prophylaxis.  From  a  financial 
viexNpoint  these  suggestions  seem  ex- 
travagant; but  only  by  such  radical 
and  sincere  methods  can  we  ever  hope 
to  reduce  the  massive  bm-den  of  adult 
insanity.  Expensive  in  the  beginning, 
a  preventive  juvenile  system  of  sanita- 
tion administered  through  the  public 
schools,  may,  after  all,  prove  to  be  a 
form  of  socialized  thrift. 

6.  Delinquent.  A\Tiat  has  just  been 
said  about  psychopathic  children  ap- 
plies in  great  measiu-e  to  the  delinquent 
group.  Both  groups  comprise  disorders 
of  conduct,  faulty  social  adjustment, 
abnormal  behavior  and  instability. 
The  psychological  and  psychiatric 
approach  emphasizes  the  close  relation 
and  sometimes  the  identity  of  the 
problems  involved  in  both  fields.  Our 
increasingly  scientific  attitude  toward 
crime  is  bound  to  reflect  itself  in  public 
school  procedure. 

Cleveland  in  1876  was  the  first  city 
in  the  country  to  organize  a  school  for 
incorrigible  boys.  A  prominent  motive 
was  that  of  segregation  and  discipline. 
Similar  "disciplinary  classes,"  refrac- 
tory classes  and  day  schools  for  truants 
have  sprung  up  in  all  our  larger  cities. 
Reformatories  for  boys  and  girls  have 


usually  been  organized  as  state  institu- 
tions and  largely  independent  of  the 
state  educational  system.  It  is  desira- 
ble in  many  ways  that  public  school 
provisions  for  the  delinquent  be  further 
developed,  so  that  the  number  of  com- 
mitments to  reformatories  may  be  re- 
duced, and  more  timely  preventive 
work  may  be  done.  A  very  consider- 
able proportion  of  all  careers  of  juvenile 
delinquency  first  manifest  themselves 
in  truancy;  and  a  thoroughgoing  inter- 
est in  and  study  of  all  types  of  misfits 
and  exceptional  school  children  would 
ultimately  lead  to  the  reduction  of 
crime.  About  one-fifth  of  the  popu- 
lation of  reformatories  is,  ordinarily, 
defective  in  mentality.  Industrial 
training  and  supervised  vocational 
provisions  in  close  relation  to  local 
school  systems  would  make  it  unneces- 
sary to  commit  many  of  this  class  of 
delinquents  to  state  institutions. 

The  public  schools  ought  to  function 
in  closer  cooperative  relations  with 
juvenile  courts,  probation  service  and 
industrial  schools.  The  establishment 
by  state  law  of  the  "Twenty-Four 
Hour  School "  in  California,  is  a  promis- 
ing ex}>eriment,  and  may  be  an  object 
lesson  of  what  public  schools,  by  modi- 
fied methods,  could  accomplish  for  the 
delinquent  without  sending  him  out  of 
the  community  for  reform. 

7.  Speech  Defective.  Stuttering  chil- 
dren are  sadly  in  need  of  attention ;  for 
as  a  rule  they  are  neglected  by  both 
parents  and  physicians.  Only  those 
familiar  with  the  subject  can  appre- 
ciate how  serious  this  handicap  is,  what 
suffering  it  causes,  and  what  effects  it 
produces  on  the  more  sensitive  child. 
Stuttering  is  a  disease,  often  associated 
with  serious  mental  and  nervous  com- 
plications, but  it  is  definitely  curable 
and  responds  to  corrective  training. 
For  many  years  European  public 
schools  have  provided  this  speech  cor- 
rective work  and  it  is  coming  to  be  con- 


Public  Schools  and  Exceptional  Children 


79 


sidered  a  natural  function  of  the  schools 
in  this  country,  as  sho\\"n  by  recent 
subsidy  legislation  in  Ohio,  Minnesota, 
Wisconsin  and  elsewhere.  New  York 
started  a  class  in  1909,  and  has  demon- 
strated the  possibility  of  reaching  a 
relatively  large  number  of  speech  de- 
fective pupils  by  assigning  them  for 
portions  of  a  day  and  term  to  a  speech 
improvement  class  and  permitting 
them  to  remain  in  their  regular  room 
the  rest  of  the  time. 

8.  Mentally  Deficient.  Inborn  and  ac- 
quired deficiency  of  intelligence  handi- 
caps at  least  one  child  out  of  a  hundred. 
In  some  respects  this  handicap  is  more 
serious  than  other  forms  already  dis- 
cussed; but  in  other  respects  it  may 
actually  be  less  serious  for  the  individ- 
ual and  less  burdensome  to  the  state, 
because  it  yields  to  social  control. 

In  1919-1920  the  National  Commit- 
tee for  Mental  Hygiene  made  a  survey 
of  provisions  for  mentally  defective 
children.  Thirty  state  and  17  private 
institutions  reported  26,774  such  chil- 
dren; 108  cities  in  the  United  States 
reported  1,177  special  classes  providing 
for  21,251  defective  pupils.  We  know 
that  the  number  of  cities  reporting  is 
incomplete.  It  is  safe  to  say  that  the 
public  schools  of  the  country  are  sup- 
plying special  provisions  for  as  many 
mentally  defective  children  as  are  now 
cared  for  by  institutions.  Feeble- 
mindedness is  more  and  more  coming 
to  be  regarded  as  a  public  school  prob- 
lem. Newark,  Rochester,  Boston, 
New  Haven  and  other  cities  have 
demonstrated  that  it  is  possible  to 
create,  within  the  public  school  system, 
day  schools  for  defectives  which  em- 
body most  of  the  best  features  of  state 
institutions  and  offer  significant  evi- 
dence of  the  adaptability  of  our  public 
school  system.  These  special  schools, 
and  special  classes  as  well,  often  pro- 
vide for  children  whose  mentality  is  no 
higher  than  that  of  the  institutional 


imbecile.  Their  chief  function,  how- 
ever, is  the  timely  training  of  the 
moron  along  lines  which  will  make  him 
more  secure,  useful  and  happy  in  his 
community. 

Feeble-mindedness  is  of  course  in- 
curable, and  even  the  graduate  of  a 
special  class  may  need  to  be  sent  to  an 
institution;  but  public  school  training, 
supplemented  by  a  system  of  com- 
munity after-care,  will  reduce  enor- 
mously the  necessity  of  institutional 
commitment,  and  reduce  also  many  of 
the  classic  consequences  of  feeble- 
mindedness: vagrancy,  prostitution, 
dependency,  crime — and  more  feeble- 
mindedness. 

New  Jersey,  Massachusetts,  New 
York,  Wisconsin,  Pennsylvania,  Mis- 
souri and  Minnesota,  all  have  laws 
making  the  establishment  of  special 
classes  for  mentally  subnormal  children, 
obligatory.  In  all  of  these  states  there 
is  supervision  by  the  state  department 
of  education,  and  in  most  of  them  some 
financial  aid  is  granted  by  the  state, 
Wisconsin  bears  one -third  of  the 
expenses  for  such  classes;  Pennsyl- 
vania, one-half;  Minnesota  pays  an- 
nually the  liberal  sum  of  $100  for  each 
child  receiving  special  class  instruction. 
Prompt  state-wide  enforcement  of  com- 
pulsory laws  is  inexpedient;  but  the 
general  policy  behind  these  laws  is 
correct.  Feeble-mindedness  is  both  a 
state  and  a  local  problem;  and  to  a  re- 
markable extent  it  is  a  public  school 
problem.  A  consistent  development 
during  the  next  generation  of  the  policy 
of  public  school  training  and  commu- 
nity supervision  of  these  handicapped 
children,  will  prove  that  the  problem  of 
mental  deficiency  is  not  overwhelming 
but  is  manageable. 

Handicapped   Children   and   State 
Policy 

The  preceding  review  of  the  different 
types  of  exceptional  children  is  neces- 
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sarily  sketchy  and  imperfect.  It  re- 
veals, however,  a  group  of  closely 
related  problems  of  great  significance 
from  the  standpoint  of  child  welfare 
administration.  It  appears  that  the 
public  school  is  a  fundamental  child 
welfare  agency  with  vast  powers  only 
partly  realized.  Sanctioned  by  far- 
reaching  law  and  by  tradition,  and 
founded  on  the  broad,  democratic 
principle  of  compulsory  education, 
which  carries  it  into  the  remotest  rural 
corners,  this  great  agency  of  the  state 
must  in  large  measure  determine  the 
future  welfare  of  handicapped  children. 
There  are  several  factors  and  consid- 
erations which  favor  the  extension 
rather  than  the  restriction  of  public 
school  ])rovisions  for  handicapped  chil- 
dren, namely: 

(1)  The  principle  of  compulsory 
education. 

(2)  The  wide  distribution  of  public 
school  facilities. 

(3)  The  growth  of  medical  inspec- 
tion of  schools,  of  clinical  child  psy- 
chologj\ 

(4)  The  joint  relations  of  state  and 
local  authority  in  school  administra- 
tion. 

(5)  The  relative  economy  of  public 
school  provisions. 

(6)  The  disadvantages  of  institu- 
tional segregation. 

(7)  The  desirability  of  maintaining 
the  responsibility  of  the  home. 

(8)  The  importance  of  fostering 
local  responsibility,  and  community 
control  of  social  problems. 

The  social  significance  of  the  ])rinci- 
ple  of  co'mj)ulsory  education  has  been 
well  stated  by  Cubbcrley:  "Neither 
does  the  state  establish  schools  because 
by  state  cooi)erative  effort  they  can  be 
established  and  conducted  more  eco- 
nomically than  by  private  agencies,  but 
rather  that  by  so  doing  it  may  exercise 
the  state's  inherent  right  to  enforce  a 
type  of  education  looking  specifically 


to  the  preservation  and  improvement 
of  the  state." 

The  creation  of  public  school  pro- 
visions for  handicapped  children  repre- 
sents a  reasonable,  constructive,  self- 
protective  extension  of  the  principle  of 
compulsory  education.  This  principle 
has  justified,  in  spite  of  initial  opposi- 
tion, the  development  of  medical  in- 
spection, the  establishment  of  school 
nurses  and  clinics  and  the  certification 
of  juvenile  employes. 

Public  school  provisions  for  excep- 
tional children  began  through  local 
initiative;  but  the  states  of  the  union 
are  now  framing  legislation  and  organ- 
izing sub-divisions  within  their  state 
departments  of  education,  through 
which  they  will  exercise  their  funda- 
mental jurisdiction.  Connecticut  in 
1915  appointed  a  school  psychologist 
under  the  state  department  of  educa- 
tion, and  in  1920  passed  a  law  creating 
a  director  of  special  classes.  Wisconsin, 
Pennsylvania,  New  York,  Massachu- 
setts and  Wyoming,  are  among  the 
states  that  have  a  special  organization 
for  supervising  and  directing  the  edu- 
cation of  handicapped  children. 

The  functions  which  naturally  fall  to 
the  state  in  the  public  school  care  of 
handicapped  children  may  be  briefly 
summarized  as  follows: 

1.  To  issue  and  enforce  regulations 
regarding  school  enumeration  and  school 
registers,  which  will  result  in  the  re- 
porting of  all  children  of  school  age  who, 
because  of  serious  handicap  or  excep- 
tional physical  and  menttd  condition, 
cannot  be  properly  educated  or  trained 
under  ordinary  conditions.  This  would 
result  in  a  simi)le  form  of  regi,stration 
very  imjwrtant  for  child  welfare  and 
social  welfare. 

2.  To  issue  regulations  and  printed 
forms,  and  to  render  expert  advice  and 
assistance  in  the  educational  measure- 
ment of  mental  examination  of  handi- 
capped or  exceptional  school  children. 
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including  children  passing  through  the 
children's  court. 

3.  To  furnish  similar  direction  and 
assistance  in  the  organization  of  special 
classes. 

4.  To  initiate  and  direct  special 
educational  measures  in  behalf  of 
exceptional  pupils  who  cannot  be 
assigned  to  special  classes,  schools  or 
institutions. 

This  function  is  of  extreme  impor- 
tance and  one  which  remains  almost 
completely  undeveloped.  Measures 
must  and  can  be  found  which  will  reach 
the  handicapped  child  in  rural  and 
village  communities.  Through  special 
courses  in  normal  schools,  special  visit- 
ing supervisors,  printed  manuals,  train- 
ing centers,  school  nurses  and  circulat- 
ing auxiliary  teachers,  a  technique  can 
be  worked  out  which  will  remove  the 
present  neglect  of  the  handicapped 
child  in  the  smaller  community. 

5.  To  administer  the  distribution  of 
state  aid  for  special  classes  and  auxiliary 
education. 

6.  To  maintain  general  relations 
with  all  schools  conducted  in  con- 
nection ■s\ith  special  state  or  county 
institutions  for  dependent,  neglected. 


defective     and     delinquent     children. 

7.  To  foster  and  direct,  as  far  as 
expedient,  measures  of  vocational  guid- 
ance and  supervision  for  the  benefit  of 
educationally  exceptional  or  handi- 
capped youth  up  to  the  age  of  eighteen 
or  twenty. 

These  powers  are  a  natural  expres- 
sion of  the  relation  of  the  state  to  chil- 
dren and  to  education.  It  should  also 
be  recognized  that  tliey  imply  a  re- 
sponsibility to  handicapped  children 
of  compulsory  school  age  who  may 
be  attending  private  and  non-public 
schools  or  who  may  not  be  attending 
school  at  all.  This  responsibility  must 
be  carefully  exercised,  but  it  cannot  be 
evaded.  As  in  child  hygiene  the  most 
primary  necessity  is  a  registration  of 
births,  so  in  the  welfare  of  exceptional 
school  children  the  most  elementary 
obligation  of  the  state  is  the  enumera- 
tion and  registration  of  all  seriously 
handicapped  school  children.  Through 
the  school  census  and  school  register 
over  which  the  state  has  fundamental 
control  let  us  find  out  how  many 
school  children  are  thus  handicapped, 
where  they  are,  and  how  badly  they 
need  our  help. 
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ONE  of  the  interesting  and  promis- 
ing developments  within  the 
public  schools  during  recent  years  is 
the  work  of  the  visiting  teacher.  This 
work  was  introduced  to  meet  a  need 
that  was  felt  alike  by  educators  and 
social  workers.  The  latter  realized 
that  many  of  the  problems  of  juvenile 
delinquency,  industrial  inefficiency  and 
other  social  maladjustments  could  and 
should  be  anticipated  in  the  school. 
Educators   were   aware  that   even   in 


schools  representing  the  most  advanced 
methods  of  teaching  with  the  auxiliary 
service  of  attendance  officer  and  nurse, 
there  were  children  who  did  not  progress 
as  they  should,  and  that  the  efforts  of 
the  teachers  were  being  brought  to 
nought  by  undermining  influences  at 
work  outside  the  school  walls  or  by  the 
faulty  connection  between  the  training 
within  the  school  and  the  life  outside. 
Too  frequently,  even,  the  home  and 
school,  through  lack  of  acquaintance 
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and  misunderstanding,  have  unwit- 
tingly worked  against  each  other,  thus 
thwarting  rather  than  stimuhiting  and 
reinforcing  the  best  efforts  of  the  other 
toward  the  children's  development.  It 
wasrealizedthat  for  the  effective  educa- 
tion of  the  child,  as  well  as  for  the  pre- 
vention of  those  ills  of  childhood — and 
indeed  of  adult  life — that  have  made 
social  work  necessary,  tw^o  conditions 
were  essential:  First,  the  school  must 
comprehend  the  tcliole  child,  the  child 
mental, physical  and  social;  and  second, 
the  home  and  the  school  must  be 
brought  into  mutual  understanding  and 
cooperation. 

Someone  w^as  needed  within  the 
school  system  whose  duty  it  should  be 
to  know  the  conditions  under  which 
the  pupils  live  and  play,  and  their  con- 
sequent educational  needs,  to  become 
acquainted  with  the  individual  child  in 
his  home  and  school  relations,  to  dis- 
cover handicapping  factors  and  to 
bring  about  the  adjustment  of  his 
special  difficulties  through  the  coopera- 
tion of  home,  school  and  social  agencies. 
To  assist  the  school  to  prevent  later 
social  wTCckage,  and  make  sure  that 
each  child's  individual  problem  is  seen 
and  that  his  educational  and  social 
needs  are  met,  the  visiting  teacher  has 
been  added  to  the  school  staff. 

Those  not  familiar  with  school  prob- 
lems or  the  problems  of  school  children 
have  only  to  glance  at  the  fact  that  a 
child  spends  but  five  or  six  hours  a  day, 
or  less  than  15  per  cent  of  his  entire 
year,  in  the  school-room,  to  be  con- 
vinced that  the  school  cannot  afford 
not  to  take  into  account  how  the  out- 
of-school  hours  are  spent,  or  fail  to 
draw  into  effective  coordination  all  the 
educative  forces  of  home,  school  and 
community. 

With  the  complexity  of  our  modern 
city  life,  teachers  may  readily  fail  to 
realize  the  conditions  under  which 
their  pupils  live,  eat,  play,  study  and 


work.  With  the  large  classes,  too  fre- 
quently the  pupils  are  not  real  twenty- 
four-a-day  Toms  and  Dicks,  but  just 
pupils.  This  should  not  be  construed 
as  criticism  of  the  teacher.  Lack  of 
time  and  energy,  pressure  of  class  work, 
preparation  of  lesson  material,  after- 
school  activities,  often  prevent  teach- 
ers from  knowing  the  homes  of  the 
children.  The  time  consumed  in  large 
cities  in  long  trips  to  and  from  school 
also  constitutes  a  limiting  factor. 
With  the  reduction  of  the  size  of  classes 
and  the  lightening  of  the  teaching 
load,  and  with  the  development  of  a 
greater  social  consciousness  through 
the  addition  of  courses  in  social  work  as 
part  of  the  teacher's  training,  teachers 
will  in  the  future,  it  is  hoped,  be  able  to 
do  more  friendly  visiting  and  to  become 
better  acquainted  with  existing  social 
conditions  and  their  effect  on  the  chil- 
dren. Even  then,  visiting  teachers  will 
be  needed  to  adjust  the  difficulties  and 
the  limiting  conditions  which  the  class 
teacher  has  discovered  through  her  home 
visiting.  The  adjustment  of  all  but 
the  simpler  cases  requires  the  technique 
of  social  work,  as  well  as  time  for  calling 
during  school  hours  to  see  the  mother 
alone,  or  at  night  to  talk  over  with  the 
family  group  the  problem  of  the  child; 
time  for  follow-up  work,  and,  indeed, 
time  to  meet  all  the  exigencies  of  the 
duties  of  a  child's  case  worker. 

The  Range  of  School  Problems 

The  influence  and  opportunities  of 
the  school  period  cannot  be  over- 
emphasized. The  school  has  now  come 
to  be  recognized  as  the  logical  place 
from  which  to  work  for  the  prevention 
of  delinquency  and  other  social  prob- 
lems. In  more  than  one  city  the  work 
of  the  visiting  teacher  has  been  initiated 
by  those  who  wished  to  push  back  the 
treatment  of  delinquency  further  than 
the  children's  court.  The  school  has 
signal  opportunity  to  detect  symptoms 
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of  child  maladjustments  as  they  ap- 
pear in  school  dissatisfactions,  poor 
school  work,  indifference,  in  persistent- 
ly troublesome  or  erratic  behavior,  in 
rumors  of  undesirable  companions  or 
unwholesome  interests,  in  apparent 
neglect,  in  environment  or  home  condi- 
tions that  are  dangerous  or  predispos- 
ing to  delinquency.  Children  showing 
any  of  these  symptoms  are  referred  to 
the  visiting  teacher  by  the  principal  or 
teachers,  sometimes  by  parents  or 
neighbors,  or  a  social  agency.  In  fact, 
the  visiting  teacher's  major  work  is 
concerned  with  just  such  individual 
maladjusted  or  problematic  children. 
The  children  who  claim  her  attentions 
include  those  for  whose  failures  and 
behavior  the  school  cannot  account,  the 
repeater,  the  restive  and  the  over-age, 
who  are  struggling  for  the  day  of  their 
release  into  what  appears  to  be  the 


haven  of  industry,  the  violent-tem- 
pered, the  irritable,  the  worried  and  re- 
pressed, those  who  show  tendencies  to 
delinquency,  the  neglected  or  the  over- 
worked. 

A  study  recently  made  under  the 
auspices  of  the  National  Association  of 
Visiting  Teachers  and  Home  and 
School  Visitors  shows  that  the  most 
frequent  reasons  for  referring  children 
to  the  visiting  teachers  are  as  found  in 
the  table  below. 

The  study  further  continues: 

From  this  summary  table  it  is  quite 
evident  that  the  visiting  teacher  is  called 
upon  by  the  school  to  grapple  with  a  wide 
range  of  problematic  children  who  need  an 
intensive  and  extensive  study  of  their  in- 
dividual needs  and  capacities  which  it  is  not 
reasonable  to  expect  from  the  class  teacher. 

As  they  come  under  her  care  they 
fall  naturally  into  two  large  groups. 


Reasons  for  Referring  Children  to  Visiting  Teachers* 


Specific  Reasons 

for 

Referring  Children 

Total  No.  of 

V.   T.'s  naming 

this  reason  as 

occurring  among 

their  cases 

Number  of  V.  T.'s  naming  this  reason  as 

occurring  first,  second,  third,  etc.  in  order  of 

frequency  among  their  cases 

1st 

2nd 

3rd 

4fh 

5th 

1.  Maladjustments  in  scholarship: 
(a)  Subnormality 

50 
49 
48 
34 

48 
47 
39 
32 
31 

45 
41 

38 

42 
38 
37 

11 
11 
29 

1 

26 

17 

7 

0 

0 

33 

10 

6 

17 

20 

9 

6 
31 
10 

2 

14 
19 

8 
5 

1 

4 
20 
16 

13 
15 
13 

26 
5 

8 
8 

4 
8 
16 
8 
6 

8 
11 
16 

12 

3 

15 

7 

2 

1 

23 

3 

5 

6 

14 

(b)  Retardation .... 

(c)  Deficiency  in  lessons  .... 

(d)  Precocity 

2.  Adverse  Home  Conditions : 

(a)  Poverty 

1 

(b)  Neglect   

0 

(c)  Improper  guardianship . . 

(d)  Immorality 

3 
13 

(e)  Cruelty 

10 

3.  Misconduct: 

(a)  In  school 

(b)  Out  of  school 

(c)  Involving  morals 

4.  Irregular  Attendance: 

(a)  Suspicious  absence 

(b)  Due  to  home  conditions 

(c)  Half-days  absence 

*  "  The  Visiting  Teacher  in  the  United  States,"  June,  1921.     P.  25. 

Lateness  and  physical  condition  were  also  given  among  other  general  reasons  for  referring  cases. 
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First,  there  are  those  demanding  a 
more  tlioronjjh  knowledge  and  under- 
standing of  the  child's  personality,  and 
of  the  conditions  under  which  he  lives, 
so  that  the  school  may  more  intelli- 
gently meet  his  needs.  Second,  there 
are  those  needing  some  definite  social 
adjustments  such  as  a  change  in  home 
conditions,  treatment  for  physical  dis- 
ability, opportunity  or  wholesome 
activity. 

The    Approach    of    the    Visiting 
Teacher 

To  meet  the  needs  of  either  group, 
the  visiting  teacher's  first  object  is  to 
establish  friendly  relations  with  the 
c-hild  and  the  family,  and  to  get  what 
light  she  can  on  the  child's  problem. 
Through  conversation  with  the  mother 
or  other  members  of  his  family,  through 
informal,  friendly  interviews  with  the 
child  at  home  or  school,  through  obser- 
vation of  him  in  his  class  and  at  play, 
she  finds  out  the  important  facts  about 
his  heredity,  his  early  history  experi- 
ence, his  home  life,  his  attitude  toward 
school,  his  play  and  companions,  his 
interests  and  ambitions,  his  dislikes  and 
his  difficulties.  From  these  she  tries  to 
discover  the  cause  of  the  child's  trouble 
and  forms  a  plan  of  correction. 

Sometimes  the  solution  of  the  child's 
problem  involves  long  and  painstaking 
change  of  attitude  on  the  part  of  the 
family  toward  the  child.  It  may  re- 
quire a  change  of  regime,  a  change  from 
harsh  to  wise  disciplining,  increased 
supervision,  change  of  diet  and  hours  of 
sleeping,  an  increased  interest  in  his 
success  or  failure  at  school.  Frequent- 
ly the  desired  result  is  effected  by 
changing  the  child's  attitude  toward  his 
own  problem,  through  explanation  of 
his  conduct  and  its  consequences, 
through  encouragement  and  supervi- 
sion, through  substitution  of  whole- 
some activities  for  harmful,  as,  for  in- 
stance, some  stimulating  form  of  ath- 


letics to  take  the  place  of  the  excite- 
ment of  picking  pockets,  or  stealing 
junk. 

Cooperation  with  Other  Agencies 

Many  times  the  visiting  teacher  calls 
in  the  aid  of  a  social  organization.  The 
lists  used  by  visiting  teachers  in  various 
parts  of  the  country  show  considerable 
similarity.  Practically  all  are  assisted 
in  their  work  by  family  agencies,  em- 
ployment bureaus,  nurseries,  child 
protective  associations,  probation  of- 
ficers and  Big  Brothers,  recreation  and 
playgrounds,  libraries,  settlement  clubs, 
medical  and  psychological  clinics. 

Of  great  importance  also  are  the  ad- 
justments made  in  the  school.  When 
the  school  sees  what  the  actual  situa- 
tion is  and  becomes  aware  of  the  real 
need  of  the  child,  it  can  often  modify  re- 
quirements to  the  newly  seen  limita- 
tions: a  change  of  class,  a  transfer  to  a 
special  school,  a  shifting  of  emphasis 
from  one  phase  of  school  work  to  an- 
other, a  new  approach,  a  closer  connec- 
tion of  the  school  work  with  the  child's 
outside  interests.  The  visiting  teacher 
constantly  cooperates  with  the  various 
departments  of  the  school  system  and 
when  the  situation  requires  the  service 
of  school  nurse,  vocational  counselor  or 
Child  Study  Department,  she  refers  the 
child  to  that  particular  agency. 

Many  times,  as  all  case  workers  will 
anticipate,  the  satisfactory  outcome 
involves  the  combined  help  of  family, 
school  and  social  agencies  as  well  as  the 
re-direction  of  the  child's  interests  and 
energy,  as  the  following  case  will  illus- 
trate : 

William's  teacher  and  parents  made  al- 
most simultaneous  comjjlaints  at  the  prin- 
cipal's office.  The  latter  complained  that 
the  boy  stayed  out  late  at  night,  hanging  on 
the  street  corners  with  "loafers,"  that  he 
was  disobedient,  that  he  used  the  money 
given  him  to  buy  the  baby's  milk  for  cig- 
arettes and  for  gambling;  the  teacher  said 
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that  he  was  doing  nothing  in  chiss  but  mak- 
ing trouble,  that  lie  "wasn't  interested  in  a 
blessed  thing."  The  parents  wanted  to 
have  him  "put  away,"  and  the  teacher 
wished  to  have  him  "demoted  until  he 
learned  to  behave." 

The  visiting  teacher  found  William  a  tall, 
overgrown,  awkward  boy,  all  arms  and 
legs,  who  felt  as  big  as  a  man,  and  had  no 
feeling  but  resentment  against  the  school 
for  refusing  to  give  him  his  working  papers 
so  that  he  "could  go  to  work  like  a  man." 
He  was  in  a  lower  grade  than  most  boys  of 
his  age  because  he  had  come  to  America 
only  a  few  years  before.  Because  he  had 
to  "stay  in  school  with  the  kids, "  he  took  it 
out  on  the  teacher.  He  neglected  his  les- 
sons, bothered  the  other  boys  and  was  a 
constant  drag  on  the  class.  He  carried  his 
grudge  out  from  school  and  tried  to  do  all 
the  grown-up  things  he  could  think  of,  and 
cultivated  the  acquaintance  of  the  older 
group  of  "loafers."  His  road  was  leading 
down-hill  precipitately. 

The  visiting  teacher  explained  the  work- 
ing paper  situation  to  the  boy,  found  out 
the  kind  of  work  he  wished  to  go  into, 
showed  him  the  advantage  for  that  trade  of 
further  education,  and  made  him  see  that 
his  recent  conduct  had  been  babyish  rather 
than  manly.  The  teacher,  of  course,  gave 
him  a  new  start,  and  the  parents  were  made 
to  realize  that  the  boy  needed  wholesome 
recreation  and  association  w'ith  older  boys. 
Arrangements  were  made  for  him  to  join  an 
atliletic  club  at  a  nearby  settlement  where 
he  was  tried  out  in  a  position  of  responsibil- 
ity which  seemed  to  him  worthy  of  his  age 
and  mettle. 

William's  remaining  seven  months  of 
school  were  profitable  to  him  and  not  a 
drawback  to  his  classmates.  Wlien  he  left 
school,  he  had  lost  the  grudge  and  had 
gained  a  feeling  of  fair  play  and  loyalty. 
His  relation  to  his  parents  was  helpful,  his 
friends  were  the  kind  of  which  they  ap- 
proved, and  his  conduct  no  longer  a  source 
of  worry. 

Growth  of  the  Movement 

The  first  visiting  teachers  began 
work  in  the  year  1906-1907  in  New 
York,  Boston  and  Hartford,  Connecti- 


cut. In  these  cities,  and  hiter  in  other 
places,  as  has  frequently  lia])pened  in 
other  educational  experiments,  the 
impulse  came  from  outside  the  school 
system.  Private  organizations — in 
Boston,  settlements  and  civic  organiza- 
tions; in  New  York,  settlements  and 
the  Public  Education  Association;  in 
Hartford,  the  director  of  the  Psycho- 
logical Laboratory — saw  the  need  of 
providing  a  specially  eciuip])ed  worker 
to  help  the  schools,  and  developed  and 
privately  maintained  the  work  until 
the  school  board  became  convinced  of 
its  value  and  incorporated  it  as  x^art  of 
the  school  system.  In  other  cities, 
like  Rochester  and  Mt.  Vernon,  New 
York,  and  Cleveland,  Ohio,  the  work 
was  introduced  directly  by  the  board 
of  education.  At  present  in  all  but 
four  cities  the  work  is  part  of  the 
city  public  school  system.  The  move- 
ment has  grown  until  at  present  the 
work  has  been  extended  to  twenty-nine 
cities  in  fifteen  states.  In  some  of 
these  " school  visitor"  or  a  similar  term 
is  used  instead  of  visiting  teacher. 

In  1919  the  National  Association  of 
Visiting  Teachers  and  Home  and  School 
Visitors  was  organized.  It  plans, 
through  interchange  of  experience  and 
study  of  methods  and  common  prob- 
lems, to  develop  standards  of  work 
among  its  professional  members,  and 
through  publications  and  the  interest  of 
its  associate  members,  to  promote  the 
development  of  the  work  and  to  assist 
those  endeavoring  to  establish  it  in  new 
communities. 

It  plans  to  hold  an  annual  conference 
meeting  alternately  with  the  National 
Conference  of  Social  Work  and  the 
National  Education  Association.  It 
has  recently  made  a  survey  of  the  work 
of  the  visiting  teacher  in  this  country, 
a  report  of  which  has  been  published 
by  the  Public  Education  Association  of 
New  York,  under  the  title,  "The  Visit- 
ing Teacher  in  the  United  States." 
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Altliough  ill  various  places  the  work 
has  clitl'ered  in  origin,  some  cities  having 
approached  it  from  the  standpoint  of 
community  welfare  and  child  welfare, 
others  from  that  of  school  efficiency, 
and  although  the  character  of  the  work 
has  naturally  been  modified  by  the 
original  impulse  and  by  local  conditions, 
yet  it  has  developed  along  comparative- 
ly similar  lines  in  all  places,  and  certain 
definite  standards  have  evolved. 

Methods  of  Work 

The  majority  of  cities  have  adopted 
as  the  most  satisfactory  method,  the 
assignment  of  a  visiting  teacher  to  a 
single  school  or  to  two  or  three  small 
neighboring  schools.  This  enables  her 
to  become  identified  with  the  interests 
of  the  school  and  neighborhood,  and 
better  to  act  as  representative  and  in- 
terpreter of  one  to  the  other.  As  has 
been  pointed  out,  studying  the  neigh- 
borhood, knowing  its  resources,  its 
lacks  and  potentialities,  its  traditions, 
ambitions  and  dangers,  is  an  essential 
part  of  the  visiting  teacher's  work, 
while,  as  a  member  of  the  school  staff,, 
she  is  of  course  familiar  with  the 
school's  facilities  and  possibilities. 

When  a  visiting  teacher  works  on  the 
whole-city  plan,  she  usually  calls  at  a 
school  on  the  request  of  the  principal. 
When  she  is  assigned  to  one  school,  as  a 
rule  she  has  daily  office  hours,  and 
where  her  work  covers  several  schools, 
she  usually  holds  office  hours  at  the 
school  where  her  major  work  lies,  and 
visits  the  others  less  regularly.  The 
office  hours  are  uniformly  found  to  be 
of  great  advantage,  and  an  office  where 
she  can  see  children  and  parents  alone 
and  hold  conferences  with  teachers  and 
social  workers,  is  considered  essential. 
Usually  the  visiting  teacher's  office  is  in 
the  school  building  so  that  parents  and 
children  and  teachers  may  find  easy 
access  to  it. 

In  most  cities  the  visiting  teacher's 


hours  approximate  the  school  day, 
though  they  cannot  correspond  exactly, 
for  the  nature  of  the  work  makes  neces- 
sary calls  at  night,  in  the  early  morning, 
or  at  other  irregular  times,  in  order  to 
find  working  parents  or  the  family 
group  at  home,  or  to  observe  the  neigh- 
borhood at  night  that  she  may  find  out 
important  facts  about  the  recreation 
and  other  phases  of  the  neighborhood 
life. 

Bej'ond  the  office  hours  it  is  hard  to 
outline  the  visiting  teacher's  day. 
She  has  no  fixed  schedule  or  procedure. 
Her  time  has  to  be  free  to  meet 
emergencies  that  constantly  arise. 
However,  part  of  almost  every  day  is 
spent  in  school,  conferring  with  the 
teachers  about  the  new  cases  referred 
to  her;  finding  out  the  facts  of  the 
present  situation  from  the  child's  pre- 
vious school  history  and  his  teacher's 
observations;  observing  certain  chil- 
dren in  their  classes;  hearing  from  the 
teachers  about  the  progress  of  others, 
or  the  results  of  a  new  plan  which  may 
recently  have  been  worked  out  together 
by  visiting  teacher  and  class  teacher  in 
the  light  of  personal  environmental 
facts  which  the  visiting  teacher  has 
brought  to  the  teacher's  knowledge. 
"Re])orting  back"  to  the  school  and  to 
the  teacher  directly  the  "conditions 
found,"  constitutes  a  very  important 
part  of  every  visiting  teacher's  work. 
As  soon  as  the  school's  view  of  the  child 
has  been  supplemented  to  include  the 
background,  there  results  almost  im- 
mediately, a  change  of  perspective  in 
which  factors  which  before  loomed 
large  seem  less  dominating.  Further, 
the  completion  of  the  picture  serves  to 
individualize  the  child,  however  large 
the  class,  and  "to  individualize  a  child 
means  seeing  what  he  needs  and  trying 
to  su])ply  it." 

A  large  part  of  the  visiting  teacher's 
day  is  spent  in  calling  at  the  homes  of 
the    children.     Sometimes    the    visits 
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are  made  during  school  hours  to  talk 
over  serious  problems  with  the  mother 
when  she  is  alone  and  comparatively 
undisturbed,  especially  such  ])roblems 
as  might  involve  criticism  of  the  family's 
attitude  toward  the  child  or  the  school. 
Other  times,  the  visits  are  made  after 
school  so  that  matters  may  be  "talked 
out"  with  mother  and  child  and,  again, 
at  night  or  holidays,  to  find  working 
parents  or  the  whole  family  at  home. 

In  the  homes  the  visiting  teacher  fre- 
quently assumes  the  role  of  interpreter, 
explaining  away  misunderstanding 
about  school  requirements,  interpreting 
the  school's  aims  and  demands  and  the 
child's  needs.  When  these  are  realized, 
the  parents  give  their  cooperation  to 
the  school  with  a  quickened  sense  of 
responsibility  and  a  clearer  vision  of 
their  duty.  Many  times  the  visiting 
teacher  finds  herself  faced  with  the  task 
of  giving,  in  the  simplest  possible  form, 
lessons  in  habit  formation  and  child 
psychologJ^  She  has  frequently  to  in- 
terpret to  the  children  the  attitude  of 
their  conservative  parents. 

Visits  are  also  made  to  playgrounds 
and  other  gathering  places  to  observe 
the  child  at  play  and  with  his  mates,  or 
to  get  better  acquainted  with  him  or 
his  "gang."  Frequently,  though  not 
daily,  the  visiting  teacher  confers  with 
social  agencies  to  work  out  plans  for 
individual  children  or  for  families  when 
the  family  situation  is  the  limiting  fac- 
tor in  the  child's  problem.  It  is  the 
policy  of  the  visiting  teacher  almost 
invariably  to  refer  to  social  agencies 
all  cases  requiring  their  special  as- 
sistance. She  does  not  then  close  the 
case,  but  works  cooperatively  with  the 
agency,  keeping  track  of  the  child's 
school  work  and  development  and 
coordinating  the  work  of  the  school  and 
social  agency.  Much  can  be  accom- 
plished by  close  coordinating  of  the 
social  agency  and  the  school,  if  one  has 
as  an  aim  the  securing  of  maximum 
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educational  value  for  the  child  out  of 
the  family  or  special  situation. 

The  following  case  shows  how,  out  of 
a  l)ad  family  situation,  real  educational 
capital  was  made  for  a  head-strong,  ir- 
responsible girl  of  fourteen  who  hated 
school  and  thought  she  wished  to  go  to 
work  to  help  her  family.  Knowing 
the  reaction  of  the  home  situation  on 
the  girl's  school  life,  the  visiting  teacher 
worked  out  a  special  plan  with  the 
family  agency  to  which  she  had  referred 
the  family.  She  advised  that  the 
money  required  for  the  family  budget 
be  paid  in  the  form  of  a  weekly  scholar- 
ship to  the  girl.  The  conditions  stipu- 
lated were  that  she  attend  school 
regularly  and  keep  a  budget.  She  was 
transferred  to  a  special  class  and  given 
a  special  course  providing  an  unusual 
amount  of  household  training — the  one 
school  subject  which  seemed  to  her  to 
serve  any  useful  purpose.  The  per- 
sonal interest  of  the  domestic  science 
teacher  was  enlisted  in  the  girl's  home 
situation,  and  she  not  only  advised 
about  the  budget  but  encouraged  the 
girl  to  make  the  most  of  her  scanty 
home  furnishings.  A  tutor  was  pro- 
vided to  help  with  the  academic  sub- 
jects. Through  this  weekly-payment 
plan  the  girl  was  made  a  partner  in  the 
family  situation,  and  her  sense  of  re- 
sponsibility developed.  Her  budget 
book  served  as  the  most  effective  arith- 
metic text  book  she  had  ever  used. 
Incidentally,  she  learned  much  about 
food  values  and  purchasing. 

Following  Up  Cases 

"How  long  are  cases  followed  up"  is 
a  question  frequently  asked.  No  def- 
inite time  can  be  given :  but  as  a  rule, 
until  the  situation  for  which  the  child 
was  referred  has  been  corrected,  or  until 
the  child  seems  to  be  sufficiently  ad- 
justed at  school  and  home  to  warrant 
thinking  that  he  can  more  than  hold 
his  o^Ti  with  the  ordinary  supervision 
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of  the  family  or  the  social  agency  with 
which  he  has  been  connected.  As  a 
matter  of  fact,  it  is  very  difficult  for  a 
visiting  teacher  really  to  close  a  case, 
for  she  invariably  retains  her  interest  in 
the  children  as  long  as  they  remain  in 
school,  and  is  frequently  consulted 
about  situations  as  they  come  up. 

All  visiting  teachers  keep  records  of 
their  cases.  The  majority  use  a  print- 
ed form  designed  to  take  a  minimum 
amount  of  timeandtorecordthose  items 
which  will  be  of  service  to  the  school  in 
its  treatment  of  the  child.  The  items 
usually  noted  are:  reasons  why  the 
child  was  referred;  significant  facts 
about  his  previous  as  well  as  current 
school  history,  his  home  conditions  and 
environment,  his  interests  and  char- 
acteristics; the  action  taken  by  the 
visiting  teacher  in  the  home  and  the 
school,  with  recreational  relief  or  other 
social  agencies,  and  an  estimate  of  the 
results  of  the  case  and  of  the  funda- 
mental trouble. 

"Through  individuals  to  the  group  is 
the  approach  of  the  visiting  teacher," 
and  as  the  result  of  her  knowledge,  de- 
rived from  case  work,  new  types  of 
classes  have  been  organized,  school 
clubs,  or  other  means  to  make  the  school 
fit  the  newly  discovered  need.  Study 
rooms  have  been  opened,  school  recrea- 
tion centers  organized;  parents'  clubs, 
courses  in  domestic  training,  special 
trade  courses,  school  lunches  and  other 
extensions  have  been  started  as  a  re- 
sult of  the  visiting  teacher's  view  of  the 
neighborhood.  In  this  way  her  work 
becomes  of  value  to  the  school  as  a 
whole.  She  acts  as  a  scout  bringing 
back  a  more  definite  knowledge  of  the 
lacks  in  the  neighborhood,  educational, 
social  and  moral,  and  of  newer  demands 
on  the  school  that  have  arisen  because 
of  changing  social  and  industrial  con- 
ditions. This  relation  accords  with  the 
ideas  of  modern  educators  who  believe 
that  the  connection  between  the  school 


and  the  community  life  cannot  l)e  too 
closely  integrated. 

On  the  other  hand,  the  visiting  teach- 
er's acquaintance  with  the  families  and 
the  neighborhood  brings  about  .social 
results.  Through  her  work,  various 
communities  have  been  stimulated  to 
provide  .scholarship  funds,  nurseries, 
community  houses,  homes  for  neglected 
children  and  other  social  activities. 
Hidden  danger  spots  are  not  infrequent- 
ly brought  to  her  attention  by  parents 
who  have  not  known  what  to  do  about 
the  situation  or  have  been  afraid  to  re- 
port to  the  proper  agency  or  official. 
In  this  way  the  work  assumes  an  ad- 
ditional preventive  aspect,  and  results  j 
in  such  improvements  as  better  policing  ^ 
and  lighting  of  parks,  better  provision 
for  playgrounds,  closing  of  improper  . 
movies,  etc.,  checking  of  traffic  in  drugs 
to  minors  and  the  removal  of  similar  in- 
sidious conditions. 

The  visiting  teacher's  position  as  a 
member  of  the  school  staff  makes  for 
certain  advantages.  She  gets  in  touch 
with  cases  at  an  earlier  stage  than 
would  an  outsider.  Teachers  and 
parents  consult  her  about  suspicious 
cases  which  they  would  not  feel  justi- 
fied in  referring  to  a  social  agency.  As 
representative  of  the  school,  the  visit- 
ing teacher  is  free  from  the  suggestion 
of  philanthropy,  and  of  all  visitors  she 
has,  perhaps,  the  most  natural  approach 
to  the  home,  going  as  she  does  in  the 
interests  of  the  child.  It  is  a  very  rare 
thing  for  a  visiting  teacher  to  experience 
an  unpleasant  reception.  Further,  she 
is  in  a  position  to  follow  the  child  in 
school  from  year  to  year.  Where  the 
home  carries  a  serious  handicap,  she 
may  anticipate  the  difficulties  of  the 
younger  children,  help  them  avoid  the 
false  starts  made  by  the  older  brother 
or  sister,  and  also  assist  the  school  to 
reinforce  the  children  against  the  in- 
roads of  the  family  handicap. 

Her  presence  in  the  school  means  not 
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only  that  she  can  follow  her  cases  from 
day  to  day  at  critical  periods,  but  also 
that  she  is  at  hand  whenever  an  emer- 
gency comes  up  in  the  principal's  of- 
fice that  demands  the  advice  of  a 
social  worker  or  of  someone  familiar 
with  the  social  conditions  and  resources 
of  the  neighborhood.  Thereby,  too, 
loss  of  time  is  avoided  in  getting  the 
case  started.  Her  w'ork  serves  to  co- 
ordinate all  the  social  forces  of  the 
school  and  community.  Further,  as  a 
teacher  and  member  of  the  school  force, 
she  naturally  looks  for  the  educational 
possibilities  of  every  situation,  and  on 
the  basis  of  her  experience  with  num- 
bers of  cases  she  is  in  a  position  to  make 
suggestions  for  changes  or  extensions  of 
the  school  work,  as  has  already  been 
pointed  out. 

The  Visiting  Teacher's  Prepara- 
tion 

This  educational  possibility  brings 
up  the  point  of  the  preparation  of  the 
visiting  teacher.  Answers  to  a  ques- 
tionnaire sent  out  by  the  National  As- 
sociation of  Visiting  Teachers  show 
that  a  majority  of  visiting  teachers 
have  had  both  teaching  experience  and 
social  work.  Almost  all  have  had 
special  training  or  experience  in  the 
latter.  They  have  almost  uniformly 
supplemented  their  previous  experience 
with  courses  in  child  psychology  and 
other  branches  of  psychology  or  mental 
hygiene.  This  need  has  been  partic- 
ularly felt  because  many  of  the  special 
school  problems  which  gravitate  to- 
wardthe  visiting  teacher  require  special 
analysis,  insight  and  patient  under- 
standing of  behavior  problems.  Abil- 
ity to  speak  a  foreign  language  is  a 
great  advantage.  A  visiting  teacher 
needs  to  know  the  nationalities  of  the 
children's  parents,  their  customs,  tra- 
ditions   and    interests,    so    that    she 


may   ha\"e    a    symy)athetic    aj)proach. 

The  work  has  passed  the  experimen- 
tal stage,  but  it  is  still  growing  in  scope 
and  method.  Up  to  the  present  it  has 
been  largely  concerned  with  malad- 
justed children.  In  certain  cities, 
however,  visiting  teachers  have  co- 
operated in  an  attempt  to  get  in  touch 
with  the  school  children  before  they 
become  problems,  through  early  study 
of  their  ability  and  social  back- 
grounds. 

The  results  of  this  work  cannot  be 
measured  entirely  in  statistics.  Studies 
made  from  time  to  time  show  that  a 
large  percentage  of  the  children  re- 
ferred to  visiting  teachers  have  im- 
proved in  conduct,  attendance  and 
scholarship.  All  the  results,  how- 
ever, are  not  rejjorted.  Frequently 
they  are  cumulative:  mothers  who 
have  been  shown  the  reason  for  one 
child's  failure  remember  the  mistake 
to  the  profit  of  their  younger  children. 
Those  who  have  studied  the  field  of 
child  welfare  and  who  are  turning  to 
the  school  as  the  logical  place  for  the 
detection  and  study  of  child  maladjust- 
ments see  in  the  growth  of  this  work, 
great  promise.  They  look  forw^ard  to 
the  time  when  each  child  shall  be  dealt 
with  as  an  individual;  when  he  will  be 
properly  graded,  his  task  fitted  to  his 
capacity.  They  anticipate  the  time 
when  all  the  forces  at  work  upon  the 
child  may  be  harnessed  to  pull  toward 
one  goal.  Then,  as  a  natural  outcome, 
it  is  hoped  that  retardation  will  become 
negligible;  nervousness  and  mental  dis- 
orders will  be  guarded  against;  juvenile 
delinquency  will  be  reduced  to  a  mini- 
mum, and  industrial  eSiciency  will  be 
greatly  lessened,  because  each  child 
will  go  out,  not  prematurely  and  handi- 
capped by  inadequate  training  or  the 
sense  and  habit  of  failure,  but  equipped 
and  able  to  realize  his  potentialities. 
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The  Relation  of  the  Teacher  and  the  Social  Worker 

By  Anna  Beach  Pratt 
Director,  the  White- Williams  Foundation 


IX  the  laboratory  experiments  of  these 
days  where  each  factor  and  all  the 
conditions  are  controlled,  it  is  not  such 
a  diflBcult  matter  to  analyze  and  evalu- 
ate results;  but  in  experiments  with 
human  beings  where  the  factors  have 
not  yet  been  clearly  differentiated  by 
science  and  where  the  conditions  are 
only  partially  controlled,  an  analysis  of 
results  may  be  interpreted  in  a  different 
way  by  each  observer,  ^yhen  there  is 
added  to  this  difficulty,  the  brief  time  of 
four  years  for  an  experiment  that  should 
extend  over  the  child's  entire  school  life 
before  an  ultimate  interpretation  of  any 
part  of  it  is  attempted,  the  reader  will 
understand  how  tentative  must  be  the 
findings  of  this  paper. 

It  was  not  primarily  to  study  the  re- 
lation of  the  social  worker  to  the  teacher 
that  the  experiment  was  begun.  In- 
deed, the  teacher  was  not  even  a  part  of 
the  experiment  when  the  century  old 
Magdalen  Society  of  Philadelphia,  now 
the  White- Williams  Foundation,  de- 
cided that  forming  was  more  profitable 
than  reforming,  and  so  started  out  to 
seek  the  girls  who  were  leaving  school 
for  industry  before  they  were  ready  to 
meet  the  problems  of  store  or  factory. 

By  guiding  the  girl  to  the  work 
adapted  to  her  ability;  by  going  to  the 
factory  with  her  in  a  figurative,  and 
sometimes  in  a  literal,  sense;  by  under- 
standing her  home  and  her  neighbor- 
hood background  and  by  helping  her  to 
secure  what  she  needed  to  round  out 
her  life  in  and  out  of  the  factory,  it  w^as 
hojjed  to  keep  her  from  the  necessity  of 
a  Magdalen  Home. 

One  of  the  first  facts  disclosed  by  this 
undertaking,  was  that  many  of  the 
children  were  going  to  work  for  other 
reasons   than    poverty.     Often    some 


foolish  reason  was  making  them  give  up 
school. 

In  1920  the  White-Williams  coun- 
selors in  the  Junior  Employment  Serv- 
ice of  the  Board  of  Public  Education 
interviewed  908  of  the  10,674  children 
who  came  that  year  to  the  Board  of 
Public  Education  for  general  working 
certificates.  Forty-seven  per  cent  of 
these  did  not  want  to  go  on  with  their 
school  work.  They  gave  as  reasons: 
"I  was  'left  down'";  "I  didn't  like 
arithmetic";  "I  was  too  tall  for  the 
other  girls  in  the  room,"  etc.  Many  of 
these  difficulties  might  have  been  ad- 
justed if  someone  could  have  made 
plans  wath  the  children  while  they  were 
still  in  school. 

Even  before  these  statistics  were 
gathered,  the  counselor's  work  with  the 
individual  child  had  shown  her  that  the 
children  she  knew  were  fitted  neither 
for  citizenship  nor  for  industry,  and 
that  probably  in  this  unfitness  might  be 
found  many  of  the  causes  for  future 
delinquency.  To  reach  these  causes, 
it  would  be  necessary  to  go  farther  back 
into  the  child's  life.  Accordingly,  as  an 
experiment,  counselors  were  placed  in 
two  puljlic  schools  w^hose  work  extend- 
ed from  the  fifth  through  the  eighth 
grade. 

The  cooperation  of  various  social 
agencies  in  the  city  was  enlisted  until 
last  year  the  resources  of  two  hundred 
and  thirty-six  different  agencies  were 
brought  to  the  help  of  the  school  chil- 
dren in  whom  the  counselors  were  in- 
terested. Teachers  are  beginning  to 
turn  to  these  workers  when  children  do 
not  respond  to  teaching.  After  the 
work  had  been  organized  for  the  boys  as 
well  as  for  the  girls,  a  teacher  remarked, 
"We  don't  seem  to  have  disciplinary 
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problems  in  our  room  since  you  came  to 
us."  Yet  almost  in  the  same  breath 
she  told  of  a  very  naughty  boy.  "  Your 
counselor  visited  the  home,"  she  said, 
"and  found  Jim  sleeping  on  four  chairs; 
he  came  to  school  without  breakfast 
and  had  to  steal  food  to  keep  soul  and 
body  together."  He  was  to  her  mind 
not  a  disciplinary  case,  but  a  living  boy 
with  problems  to  solve  far  beyond  his 
years  and  she  was  ready  to  help  him 
solve  them. 

The  Factors  Common  to  Teaching 
AND  Social  Work 

So  much  for  the  background  of  an  at- 
tempt to  relate  social  worker  and  teach- 
er. We  are  now  ready  to  consider  those 
factors,  found  in  the  school,  that  de- 
mand the  services  of  a  social  worker, 
and  to  see  how  these  factors  enter  into 
the  work  of  the  teacher  and  so  bring 
together  the  teacher  and  the  social 
worker.  The  social  worker's  problem 
is  that  of  unadjusted  social  relation- 
ships. Are  these  to  be  found  in  any 
number  in  the  schools,  or  are  those 
which  we  have  reviewed  in  the  work  of 
the  ^Miite- Williams  Foundation,  iso- 
lated incidents.' 

The  statistical  report  of  the  Phila- 
delphia Board  of  Public  Education  for 
1920  gave  a  school  population  of  296,- 
573j  of  which  42.7  per  cent  were  of 
foreign  parentage.  There  were  6,800 
truants;  15  per  cent  of  the  children 
were  "left  do\\Ti";  7,834  children  were 
three  or  more  years  behind  the  so-called 
normal  grade;  2,109  were  in  special 
classes  for  backward  children  and  536 
were  in  disciplinary  classes. 

The  Junior  Employment  Service  was 
able  to  secure  347  school  records  of  the 
908  in  the  study  to  which  reference  has 
already  been  made.  These  showed  that 
283,  or  81  per  cent,  had  failed  one  or 
more  times  to  pass  their  school  grade. 
This  would  seem  to  indicate  that  many 
of  the  children  who  said  that  they  did 


not  like  school,  disliked  it  because  they 
were  unsuccessful  in  the  work  which 
they  were  given  to  do.  If  the  percentage 
of  failure  for  the  347  children  held  good 
for  the  entire  10,000,  and  it  is  probable 
that  it  did,  since  the  347  were  not  a 
selected  group,  it  is  evident  not  only 
that  many  of  the  children  in  school  are 
not  properly  related  to  the  school,  as 
indicated  by  the  figures  of  the  report, 
but  also  that  many  of  those  who  leave 
school,  do  so  for  this  same  reason. 

One  of  the  first  things  which  im- 
pressed the  counselors  when  they  en- 
tered the  school  system,  was  the 
enormous  number  of  children  with 
whom  it  was  dealing.  They  knew  it  in 
figures,  but  when  they  began  to  study 
Mary,  Jennie,  and  the  others  as  indi- 
viduals, the  numbers  became  appalling. 
Looked  at  from  one  angle,  this  vast 
army  whom  we  educate  is  the  glory  of 
our  public  school  system.  It  is  cer- 
tainly unique,  for  never  before  in  the 
history  of  the  world  were  there  gathered 
together  children  from  all  nationalities 
on  the  face  of  the  earth,  to  receive  a 
common  education.  On  the  other 
hand,  this  same  number  of  children 
becomes  a  curse;  by  blurring  the  teach- 
er's vision,  it  prevents  him  from  seeing 
the  individual  child.  There  is  nobody 
interested  in  the  "whole  Johnnie,"  who 
used  to  be  known  because  there  were 
not  so  many  of  him. 

The  Twentieth  Century  Develop- 
ment OF  These  Factors 

Often  we  blame  the  schools  for  this 
neglect,  but  they  are  not  entirely  re- 
sponsible since  they  have  not  had  the 
time  to  catch  up  with  the  rapid  growth 
of  our  country.  Educators  could 
scarcely  foresee  this  vast  increase  in  our 
population  when  they  secured  the  legis- 
lation that  has  caused  so  many  of  our 
problems — the  compulsory  education 
law. 

Such  a  law  in  the  early  part  of  the 
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nineteenth  century  would  not  have 
coniphcated  oiu*  school  probleni  as  it 
has  today,  because  it  would  not  have 
had  to  deal  with  the  foreif^n  language 
groups  or  with  industrial  and  city  prob- 
lems. The  seventeenth  century  im- 
migrants of  New  England  were  eager 
that  their  children  should  learn  to  read 
and  write,  but  too  many  of  the  later  im- 
migrants do  not  hold  "book  learning" 
in  the  same  esteem,  especially  in  a  for- 
eign tongue,  because  it  seems  to  have  no 
connection  with  home  life  or  with  earn- 
ing a  living;  and  not  only  the  foreign 
parents  but  even  the  children  of  old 
American  stock  have  become  impatient 
with  this  book  knowledge. 

When  one  considers,  also,  that  only  a 
century  and  a  quarter  ago,  most  of  our 
population  was  rural,  that  Philadelphia 
with  its  60,000  inhabitants  was  then  the 
largest  city  in  the  United  States,  that 
within  this  comparatively  short  space  of 
time  our  great  indastrial  centers  have 
opened  up  and  that  most  of  the  occu- 
pations of  homemaking  have  neces- 
sarily been  transferred  to  the  factory — 
then  it  becomes  apparent  that  both  the 
parent  and  the  teacher  must  miite  in  of- 
fering to  the  child  a  worthy  substitute 
for  the  old-time  instructive  home-tasks 
of  spinning,  weaving,  carpentering  and 
planning  the  construction  of  various 
complete  articles  for  the  household. 
Parents  have  been  inclined  to  accept 
the  ready-made  existence  of  modern 
industrial  life  and  are  surprised  to  note 
the  changes  in  the  school  curriculum 
which  teachers  must  make  in  order  to 
meet  the  constantly  decreasing  op- 
portunities of  the  home.  They  cannot 
see  why  their  boy  needs  an  education 
different  from  that  which  was  good 
enough  for  them.  In  the  old  days  in 
the  country,  these  parents  had  known 
the  teacher  who  "boarded  'round." 
"Backgrounds  and  foregrounds"  of  the 
child's  life  were  open  to  those  teachers. 


We  have  heard  of  the  wonderful  results 
secured  by  the  teacher  in  the  "little  red 
school  house."  Was  it  not  this  under- 
standing of  his  children,  born  of  inti- 
mate personal  knowledge,  and  the  co- 
operation of  the  parents  that  made 
it  possible  for  him  to  accomplish  so 
much  ? 

In  the  same  way  the  teacher  of  today, 
like  the  parent,  has  taken  for  granted 
the  intimate  conditions  which  touch 
him.  He  has  tried  to  teach  the  foreign 
child  in  the  same  way  that  he  teaches 
the  American,  and  too  often  he  has  ap- 
plied to  both  the  "  system  of  education" 
which  he  has  learned,  regardless  of  the 
need  of  the  child  or  the  changing  in- 
dustrial conditions.  He  may  know 
that  he  has  children  of  five  or  six  na- 
tionalities in  his  room,  but  he  may  not 
know  the  history  and  the  customs  of 
those  nationalities  or  anj'thing  about 
the  present  homes  of  these  children. 
He  sees  the  parents  only  when  they 
come  to  the  school  to  complain  and  he 
is  called  to  the  principal's  office  to  hear 
such  complaint. 

A  teacher  one  day  was  trying  to 
make  an  Italian  child  understand  the 
word  "up."  "Up,  up,"  she  said. 
"  Where  you  go  when  you  sleep."  The 
child  kept  saying  "Down,"  and  the 
teacher  thought  him  stubborn,  until 
she  discov^ered  that  his  family  slept  in 
the  basement. 

How  Teachers  Are  Dealing  with 
These  Factors 

In  the  face  of  these  tremendous 
problems  the  school  is  not  lying  down 
but  is  going  forward  to  meet  them.  In 
1890,  in  Philadelphia,  special  classes  for 
backward  children  were  first  opened 
and  the  Statistical  Report  for  1920  gives 
103  centers  for  this  work.  Last  year  a 
separate  school  building  was  opened 
under  the  direction  of  a  psychologist 
employed  in  the  fall  of  1920;  more  re- 
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cently,  disciplinary  classes  were  started, 
and  three  years  ago  a  disciplinary 
school  was  opened.  Other  schools  of 
the  kind  are  planned  for  this  year. 
The  Statistical  Report  gives,  in  addi- 
tion, a  goodly  number  of  classes  for 
crippled,  tubercular,  anemic,  partial 
sighted  and  non-English-speaking  chil- 
dren. 

The  grading  of  the  regular  schools  is 
being  reviewed.  Last  year  our  psychol- 
ogist found  in  one  fifth  grade,  children 
whose  mental  ages  ranged  from  eight 
to  fifteen  years,  and  this  same  room 
contained  children  with  ability  of 
third,  fourth,  fifth,  sixth  and  seventh 
grades.  When  the  school  is  large 
enough  to  permit  several  divisions  of 
one  class,  the  new  method  contemplates 
the  grading  of  children  according  to 
mental  age,  correlated  with  chrono- 
logical. For  the  hand-minded  children, 
new  opportunities  are  being  offered  in 
the  junior  high  school.  In  Philadel- 
phia, the  first  school  of  this  kind  has 
proved  such  a  success  that  the  Board 
of  Public  Education  is  organizing  three 
additional  junior  high  schools  this  fall. 
For  those  who  are  interested  in  trades, 
there  are  the  new  trade  school  for  girls 
and  the  older  trade  departments  for 
boys  in  the  high  schools. 

To  aid  in  this  group  handling  of 
children  and  to  meet  the  maladjusted 
relationships,  the  schools  are  attempt- 
ing to  study  the  individual  child.  The 
psychologist  is  examining  children  who 
do  not  come  up  to  the  grade  require- 
ments, and  is  planning  the  groups  to  fit 
their  needs.  In  the  Philadelphia 
schools  last  year  the  medical  inspectors 
found,  in  round  numbers,  180,000 
physical  defects,  but  they  were  able  to 
secure  the  treatment  of  only  81,000, 
because  of  the  small  number  of  nurses 
for  follow-up  work.  An  effort  is  being 
made  to  increase  this  number.^ 

1  In  1921,  the  Board  of  Education  granted  17 
new  supervisors  and  inspectors. 


Can     the     Teacher    Handle     the 

Situation  without  the 

Social  Worker? 

Before  we  take  up  the  i)roblein  of 
truancy  which  has  been  less  intimately 
part  of  the  school  work,  it  would  now 
seem  a  fair  c|uestion  to  ask  whether 
these  activities  in  the  school  which 
have  just  been  outlined  are  not  sufficient 
to  adjust  the  relations  between  child 
and  teacher,  so  that  no  other  aid  is 
needed. 

In  reviewing  the  remedies,  the  first 
criticism  naturally  is  that  there  are  not 
enough  of  them  to  estimate  their  value. 
Acknowledging  this  criticism,  but  for 
the  moment  assuming  that  the  schools 
have  funds  to  secure  all  the  doctors 
needed  to  examine  carefully  each  child, 
all  the  nurses  to  visit  every  home  and 
instruct  in  hygiene  as  well  as  to  urge 
the  correction  of  defects,  all  the  psy- 
chologists to  grade  children  according 
to  mental  age  correlated  with  chrono- 
logical, all  the  psychiatrists  to  care  for 
emotional  maladjustments,  and  all  the 
special  classes  and  special  schools  for 
every  kind  of  child,  would  there  be  any 
place  for  a  social  worker?  The  ex- 
periment of  the  White-Williams  Foun- 
dation is  showing  that  in  the  schools 
having  these  activities,  the  teachers  are 
most  desirous  of  securing  social  workers. 

In  1919,  Dr.  J.  H.  Leuba  of  the  De- 
partment of  Psychology  at  Bryn  INIawr 
College  determined  upon  a  study  of 
the  boys  in  Philadelphia's  disciplinary 
school.  He  came  to  the  Foimdation 
for  a  social  worker  to  help  him.  When 
the  study  was  concluded,  and  both 
agencies  withdrew,  the  principal  urged 
the  White-Williams  counselor  to  con- 
tinue her  visits  to  the  homes,  saying 
that  since  he  had  known  that  kind  of 
help,  he  felt  that  it  was  an  essential 
part  of  the  school  work. 

WTien  the  psychologist  of  the  De- 
partment   of    Education    entered   the 
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school  system,  she  also  felt  that  a 
social  worker  was  essential  in  dealing 
with  the  backward  children  in  the 
centers  which  she  was  opening,  and  the 
Whitc-Willianis  Foundation  gave  her 
a  counselor.  At  the  same  time,  a 
principal  of  one  of  the  most  progressive 
high  schools  in  Philadelphia  who  had 
secured  the  services  of  a  psychologist, 
asked  the  Foundation  for  someone  to 
visit  the  homes  and  bring  to  the  psychol- 
ogist the  social  histories  of  the  chil- 
dren. She  said,  "We  have  almost  no 
social  problems  but  we  need  to  know 
about  the  child's  home  life,  to  diagnose 
properly  his  mental  ability  and  to  plan 
for  his  future."  After  less  than  six 
months  of  visiting  in  the  homes  by  a 
counselor,  she  confessed,  "  I  had  no  idea 
that  there  were  so  many  social  prob- 
lems confronting  our  children,  and  I  did 
not  realize  what  a  help  the  knowledge  of 
the  home  would  bring  to  our  teachers." 
These  instances  would  indicate  not 
only  that  there  is  room  for  a  social 
worker  in  the  public  schools,  but  that 
these  new  activities  are  making  the 
need  of  such  a  worker  more  apparent.    , 

Is  the  Teacher's  Need  of  a  Social 

Worker  Comparable  to  the 

Doctor's  Need? 

Little  more  than  ten  years  ago,  Dr. 
Richard  C.  Cabot  discovered  that  the 
hospitals  needed  social  workers.  Just 
as  educators  are  finding  "repeaters"  in 
our  schools  who  have  cost  the  schools 
many  thousand  dollars,  so  they  found 
them  in  the  hospitals.  Money  and 
space  were  being  wasted,  as  they  are  in 
the  schools,  and  the  patients'  time, 
often  very  precious  to  a  working  man  or 
woman,  was  being  consumed  because 
no  one  with  trained  vision  saw  that  the 
patient  could  continue  with  the  right 
treatment  in  his  home  environment. 
The  "backgrounds  of  hospital  work"^ 

*  Social  Service  and  the  Art  of  Healing — by 
Richard  C.  Cabot,  1909. 


as  Dr.  Cabot  called  them,  were  being 
neglected.  In  the  home,  the  nurse's 
experienced  eye  saw  Sarah's  thin  cheeks 
and  hollow  chest;  her  ear  was  alert  to 
the  mother's  peculiar  cough;  but  these 
same  senses,  untrained  in  the  social 
field,  could  not  detect  the  causes  of 
distress  which  controlled  the  family 
situation.  This  visitor  did  not  realize 
that  possibly  it  was  the  father  who  must 
be  given  fresh  courage — someone  must 
help  him  find  a  job, — that  Katie  was 
bound  to  run  wild,  if  her  parents  al- 
lowed her  no  recreation;  that  John 
would  never  be  able  to  do  his  share 
towards  the  family  support  later  on, 
unless  someone  got  him  off  to  school 
regularly  and  on  time  now. 

Today,  in  private  practice,  the  phy- 
sician, the  psychologist  and  the  psy- 
chiatrist all  want  to  know  as  much  as 
possible  about  these  social  conditions 
before  they  will  make  a  diagnosis;  and 
in  the  schools,  when  there  is  time  to 
give  careful  examinations,  the^se  special- 
ists will  increasingly  ask  for  just  this 
information.  The  teacher  cannot  give 
it  to  them.  The  nature  of  her  problem 
has  always  been  considered  one  of 
group  handling  and  her  whole  course  of 
training  has  been  in  group  work.  In 
practice  it  is  impossible  for  her  to  visit 
the  homes  of  from  thirty  to  sixty  chil- 
dren each  semester  and,  if  she  could,  on 
account  of  previous  training  her  eye, 
like  the  nurse's,  would  not  discover  the 
facts  which  these  specialists  need. 

Like  them,  and  even  more  than  they, 
she,  too,  must  have  this  information 
and  she  must  have  it  coordinated  with 
theirs  in  order  to  see  the  "  whole  child." 
In  the  higher  grades,  where  the  work  is 
departmental,  and  the  teacher  may  all 
day  long  instruct  different  classes  in 
arithmetic,  she  cannot  individualize 
her  pupils,  and  they  become  so  many 
little  heads,  which  are  too  often  eager 
for  the  knowledge  of  a  new  kind  of 
mischief,  but  not  of  decimals  and  frac- 
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tions.  To  the  doclor,  these  same  oliil- 
dren  are  diseased  throats,  eyes,  ears, 
etc.;  to  the  psychologist,  they  are  I.Q's 
ranging  from  40  to  140.  Frequently, 
these  workers  may  not  know  the  other's 
estimate  of  the  child. 

This  problem  of  relationships  and 
their  coordination  is  distinctly  that  of 
the  social  worker.  She  cannot  and  she 
should  not  take  the  place  of  any  of 
these  specialists,  but  she  can  bring  to- 
gether their  findings  and,  adding  to 
this  what  she  discovers  of  the  child 
as  a  social  being,  she  can  make  him 
an  interesting,  living  "personality  to 
those  who  before  saw  only  part  of  his 
mechanism.  Especially  must  this  be 
done  for  the  teacher  who,  as  she  gets 
the  vision,  will  see  its  value  so  plainly 
that  she  will  want  to  know  something 
herself  of  social  case  work.  Already  in 
the  progressive  normal  schools  hygiene 
and  experimental  psychology  are  being 
introduced,  not  that  the  teacher  may 
diagnose  disease  or  give  mental  tests, 
but  that  she  may  recognize  the  condi- 
tions which  should  be  referred  to  doc- 
tor and  psychologist.  In  the  same  way 
she  must  have  training  in  social  case 
work  that  she  may  be  able  to  know 
which  children  need  immediate  social 
treatment  and  which  she  can  herself 
help  through  changed  methods  of 
teaching. 

The   Attendance   Officer's   Rela- 
tion TO  Unadjusted  School 
Conditions 

The  problem  of  truancy  has  been 
left  until  the  last,  since,  in  meeting  it, 
the  school  has  a  worker  who  does  visit 
the  home  and  in  whom  there  are  un- 
usual possibilities  for  adjusting  rela- 
tionships. Because  the  Bureau  of 
Compulsory  Education  of  Philadelphia 
offered  its  offices  as  a  laboratory  when 
the  White- Williams  Foundation  enter- 
ed the  school  system,  the  truant  prob- 
lem was  the  first  which  was  brought 


to  the  attention  of  this  organization. 

In  1911,  the  department  was  re- 
organized by  one  of  Philadelphia's 
school  principals.  He  introduced  mod- 
ern school  methods  and  so  transformed 
its  work  that  today  it  is  considered  one 
of  the  most  progressive  departments  in 
the  country,  in  spite  of  the  fact  that 
until  1921  there  was  only  one  attend- 
ance officer  for  every  8,000  of  our  popu- 
lation.^ Here  again,  there  is  the  curse 
of  numbers  and  no  one  now  realizes 
this  better  than  the  chief  of  the  de- 
partment. He  sees  that  truancy  is  not 
a  unit  character  to  be  met  by  compul- 
sion alone,  but  that  the  cause  in  each 
case  must  be  found  and  treated.  Last 
year,  he  helped  to  organize  for  his 
attendance  officers  a  class  in  social 
case  work,  and  by  experimenting  with 
social  workers  as  attendance  officers,  he 
discovered  how  little  real  social  work 
could  be  done  if  each  worker  must  make 
from  30  to  60  visits  a  day  with  no  con- 
tinuous record  of  the  child  in  his  pos- 
session. Earlier  he  had  assigned  an 
attendance  officer  to  one  school  with 
excellent  results. 

It  has  been  suggested*  that  "schools, 
juvenile  courts,  corrective  institutions, 
and  child  welfare  agencies  combine, 
simplify  and  improve"  and  that  the 
new  organization  work  through  the 
schools.  The  chief  of  the  Philadelphia 
Bureau  of  Compulsory  Education  would 
make  a  beginning  by  requiring  that  at- 
tendance officers  be  trained  social 
workers,  qualified  for  teaching.  With 
the  exception  of  ten  or  twelve  to  prose- 
cute when  necessary,  he  would  change 
the  name  of  attendance  officer  because 
of  the  police  power  which  the  present 
name  implies;  he  would  increase  the 
number  of  officers  so  that  there  may  be 
one  in  each  school  to  work  with  the 

^  Last  year,  the  Board  of  Education  allowed  6 
new  officers. 

^  "That  Child"  by  Henrietta  S.  Additon  and 
Neva  R.  Deardorff,  Survey,  May  3,  1919. 
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teachers,  especially  in  the  early  grades 
where  they  may  reach  the  causes  of 
truancy  before  they  become  acute.  As 
these  counselors  had  time,  they  would 
take  not  only  the  childreti  who  are 
running  away  from  school,  but  also 
those  who  are  causing  the  teachers  any 
trouble,  since  an  absent  mind  is  as  im- 
possible to  educate  as  an  absent  body 
and  may  need  more  careful  attention. 
Besides,  when  interest  has  gone,  the 
body  soon  leaves  too,  and  such  a  dif- 
ficulty may  be  truancy  in  its  incipient 
stage.  At  the  end  of  eight  years,  w^hen 
such  an  officer  has  grown  up  with  the 
children  and  has  secured  the  coopera- 
tion of  the  teachers  and  the  help  of  the 
school  office,  there  is  every  reason  to 
believe  that  the  problem  of  truancy  will 
be  practically  solved. 

The    Link    Between    Parent    and 
Teacher 

Such  a  plan  as  this  would  not  require 
great  added  expense  in  proportion  to 
the  -whole  school  budget  and  is  not  the 
visionary  dream  of  someone  who  does 
not  know  the  schools;  it  has  been  out- 
lined by  a  practical  school  man  of  large 
experience.  It  would  also,  to  his  mind, 
be  the  natural  avenue  for  the  introduc- 
tion  of  social  workers  into  the  schools. 
In  factories,  large  prices  are  paid  for  ef- 
ficiency methods  and  these  are  adopted 
without  question  after  it  has  been 
proved  that,  in  the  long  run,  money  can 
be  saved.  In  the  school  system,  the 
methods  proposed  would  probably  not 
save  money,  but,  far  more,  they  would 
save  manhood  and  womanhood,  the 
manhood  and  womanhood  of  the  old 
days  of  which  we  read,  when  the  parent 
and  the  teacher  worked  hand  in  hand  for 
the  child.  We  should  again  link  them 
together;  but  we  cannot  go  backward. 
There  must  be  a  new  link  in  the  chain 
to  unite  the  broken  parts  and  experi- 
ment is  teaching  us  that  this  link  is  the 
social  worker.     She  will  connect  with 


the  home  not  only  the  teachers,  but  al- 
so all  the  necessary  forces  of  school  and 
community  for  the  help  of  the  child. 

Summary 

To  summarize  what  has  been  said: 
In  the  early  days  of  our  country,  the 
center  of  the  child's  educational  life 
was  in  the  home.  Parents  who  were 
obliged  to  report  from  time  to  time 
whether  they  were  training  their 
children  "in  learning  and  labor  and 
other  employments  profitable  to  the 
Commonwealth,"  unconsciously  so  co- 
ordinated the  child's  physical,  mental, 
emotional,  social  and  vocational  life 
that  the  "whole  child"  was  understood 
and  educated.  As  the  center  of  his  ed- 
ucation gradually  shifted  to  the  school, 
and  as  specialists  in  addition  to  the 
teacher  began  to  deal  with  the  child, 
each  one  knew  only  a  part  of  him  and 
no  one  knew  his  background. 

Once  more,  education  is  demanding 
the  knowledge  of  the  "whole  child"  in 
his  environment  before  attempting  to 
teach  him.  Today,  the  one  coordina- 
tor of  this  "whole  child"  in  home  and 
school  environment  is  the  social  worker. 
When  all  teachers  have  understanding 
of  social  case  work,  they  will  give  this 
worker  the  welcome  which  is  now  ac- 
corded to  her  by  those  of  their  own 
numl)er  who  already  understand,  and 
by  socially  minded  physicians,  psychi- 
atrists and  psychologists. 

At  present,  it  looks  as  if  attendance 
departments  would  be  the  first  to 
recognize  the  need  of  a  social  worker, 
but  until  some  department  of  the  school 
does  see  this  need,  the  social  workers  in 
j)rivate  organizations  can  do  little  more 
than  present  the  picture  of  a  few  "  whole 
children"  to  the  school  and  to  the  com- 
munity, so  that  popular  opinion  may 
recognize  the  value  of  the  individual 
with  liis  unknown  potential  power  and 
give  him,  in  the  school,  the  opportunity 
to  develop  this  power  to  the  utmost. 
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WHAT  has  been  popularly  known 
as  the  "  mothers'  pension  move- 
ment" had  its  origin  at  a  time  marked 
by  reaction  against  old  forms  of  public 
relief  and  the  institutional  care  of  de- 
pendent children.  The  White  House 
Conference,  called  by  President  Roose- 
velt in  1909,  focused  attention  on  the 
desirability  of  placing  children,  where- 
ever  possible,  in  family  homes  instead 
of  in  institutions.  However,  its  funda- 
mental proposition  was  that  children 
should  not  be  deprived  of  home  care 
except  for  urgent  and  compelling  rea- 
sons, and  that  "children  of  parents  of 
worthy  character,  and  children  of 
reasonably  efficient  and  deserving 
mothers  who  are  without  support  of 
the  normal  breadwinner,  should,  as  a 
rule,  be  kept  with  their  parents,  such 
aid  being  given  as  may  be  necessary 
to  maintain  suitable  homes  for  the 
rearing  of  children."  However,  the 
ban  which  rested  on  public  relief  at 
that  time  was  indicated  by  the  sug- 
gestion in  the  conclusions  of  the  con- 
ference that  such  aid  to  mothers 
should  be  given  from  private,  not  from 
public  funds. 

Accordingly  when  the  earliest  bills 
were  proposed,  beginning  in  1911,  the 
policy  of  a  special  form  of  public  relief 
for  dependent  children  in  their  own 
homes  met  with  a  storm  of  protest 
from  the  advocates  of  private  relief. 
But  the  wave  of  sentiment  for  such 
public  provision  as  would  make  un- 
necessary the  removal  of  children 
from  their  homes  because  of  poverty, 
grew  increasingly,  and  by  1921  forty 
states  and  Alaska  and  Hawaii,  had 
embodied    this    idea    in    their    laws. 


Not  all,  however,  have  translated  the 
legal  theory  into  practice.  It  may 
fairly  be  said  that  the  princij)le  of  home 
care  for  dependent  children  is  gen- 
erally accepted  in  this  country,  but 
the  ten  years'  experiment  does  not  by 
any  means  indicate  that  the  problem 
has  been  met.  In  two  states  laws 
have  been  inoperative  because  of  de- 
fects; in  several  others,  practically  no 
use  has  been  made  of  the  legal  pro- 
vision; and  in  many  states  where 
splendid  work  has  been  done  in  some 
localities,  in  other  communities  the 
intent  of  the  law  has  been  ignored 
or  the  provisions  made  have  been  so 
inadequate  as  to  be  of  little  avail. 

Beginnings   of  the   Mothers'   Aid 
Movement 

Before  mothers'  pension  laws  were 
enacted  a  number  of  states  and  locali- 
ties had  recognized  the  wisdom  of  the 
principle  and  had  applied  it  in  a  limited 
way.  As  early  as  1906,  the  juvenile 
courts  of  some  counties  of  California 
granted  county  aid  to  children  in  their 
own  homes;  later,  in  1911,  the  state 
began  to  reimburse  counties  for  such 
aid  given  to  half  orphans.  An  Okla- 
homa law  of  1908  provided  for  "school 
scholarships"  to  be  paid  by  counties 
upon  recommendation  of  the  school 
authorities,  to  children  whose  widowed 
mothers  needed  their  earnings.  A 
Michigan  law  of  1911  also  authorized 
payment  from  school  funds  to  enable 
children  of  indigent  parents  to  attend 
school.  Through  a  resolution  by  the 
County  Board  of  Milwaukee  County, 
Wisconsin,  in  1912,  such  aid  was  given 
through  the  juvenile  court.     In  New 
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Jersey,  aid  to  dependent  eliildren  in 
their  homes  had  been  granted  from 
county  funds  prior  to  1913.  The  first 
concrete  legal  provision  of  aid  to 
mothers  of  dependent  children  was 
passed  by  the  Missouri  legislature  in 
1911,  applying  only  to  Jackson  County 
(Kansas  City)  and  later,  in  the  same 
year,  to  the  city  of  St.  Louis.  The 
first  state-wide  mothers'  aid  law  was 
enacted  in  Illinois  in  1911. 

Spread  of  Legislation 

After  this  definite  beginning,  the 
movement  spread  rapidly.  In  1913,  a 
total  of  eighteen  states  enacted  moth- 
ers' pension  or  aid  to  mothers  laws; 
these  were  California,  Colorado,  Idaho, 
Iowa,  Massachusetts,  Michigan,  Min- 
nesota, Nebraska,  Nevada,  New  Hamp- 
shire, New  Jersey,  Ohio,  Oregon, 
Pennsylvania,  South  Dakota,  Utah, 
Washington  and  ^Yisconsin.  In  1914, 
Arizona  was  added  to  the  list;  in  1915, 
Kansas,  Montana,  New  York,  North 
Dakota,  Oklahoma,  Tennessee,  West 
Virginia  and  Wyoming — a  total  of 
eight  states;  and  in  1916,  Maryland. 
Six  states — Arkansas,  Delaware, 
Maine,  Missouri  (state-wide  law), 
Texas  and  Vermont — and  the  territory 
of  Alaska  passed  such  laws  in  1917; 
Virginia,  in  1918,  provided  for  allow- 
ances to  widows.  Connecticut,  Flor- 
ida and  Hawaii  were  added  in  1919, 
and  during  the  same  year  in  Indiana, 
an  amendment  to  the  Board  of  Chil- 
dren's Guardians  law  permitted  aid 
from  public  funds  to  be  given  for  chil- 
dren in  their  own  homes.  Louisiana 
passed  a  mothers'  aid  law  in  1920,  and, 
in  1921,  the  Constitutional  Conven- 
tion submitted  such  a  measure  as  an 
amendment  to  the  State  Constitution. 

The  experimental  character  of  much 
of  this  legislation,  due  largely  to  the 
haste  with  which  the  idea  was  adopted, 
is  seen  in  the  revisions  and  numerous 
amendments  found  necessary  as  the 


laws  were  j)ut  into  operation.  The 
first  Illinois  act  was  completely  re- 
vised in  1913,  and  in  other  states  five 
of  the  1913  laws  were  completely  re- 
vised and  eight  others  amended  in 
1915.  Similar  changes  have  been 
made  in  the  later  legislation,  but  the 
majority  of  these  amendments  have 
been  for  the  purpose  of  improving  the 
administration,  making  the  applica- 
tion more  inclusive  and  increasing  the 
amount  of  the  grant  or  of  the  total 
appropriation  available.  The  earliest 
Arizona  law  was  in  1916  declared  un- 
constitutional, and  another  act  passed 
in  1917  was  also  found  to  be  unwork- 
able; a  new  law  was  passed  in  1921. 
Because  of  a  defect  in  the  appropria- 
tion section,  the  Maryland  law  of  1916 
has  been  inoperative.  In  a  few  other 
states,  while  the  validity  of  the  laws 
has  not  been  questioned,  they  have 
been  largely  ineffective  because  of 
failure  to  make  the  necessary  funds 
available. 

Application  of  the  Law 

The  central  idea  in  the  propaganda, 
and  the  most  common  inclusion  in  the 
earlier  laws,  was  aid  to  widows.  Grad- 
ually this  conception  has  widened, 
until  now  only  six  states  of  the  forty 
limit  the  grant  to  children  of  widows, 
though  all  states  include  widows  di- 
rectly or  by  implication.  The  first 
Illinois  act  was  entitled  "funds  to 
parents  act,"  and  the  law  that  fol- 
lowed shortly  after  in  Colorado  in- 
cludes a  parent,  or  parents,  who  be- 
cause of  poverty  are  unable  to  provide 
properly  for  a  dependent  child.  In 
Illinois,  however,  revision  has  limited 
the  ap}>lication  of  the  law  to  depend- 
ent children  whose  fathers  are  dead  or 
totally  incapacitated.  In  seventeen 
states  children  of  deserted  mothers 
may  be  granted  aid,  and  in  six  states, 
children  of  divorced  mothers.  Fami- 
lies where  the  father  is  totally  inca- 
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pacitated  may  be  helped  in  eighteen 
states;  fifteen  states  permit  aid  if  the 
father  is  in  an  institution  for  the  insane 
or  is  feeble-minded,  and  twenty  states 
if  the  father  is  in  a  state  penal  insti- 
tution, A  few  states  gave  assistance 
to  relatives  or  guardians,  other  than 
parents,  having  custody  of  a  depend- 
ent child.  The  whole  trend  appears 
to  be  toward  giving  the  benefit  of  such 
aid  to  a  larger  group  of  children  in  their 
own  homes.  In  Washington,  the  law 
is  applicable  to  any  "mothers  who  are 
needy";  in  Maine  and  Massachusetts, 
to  mothers  with  dependent  children; 
in  New  Hampshire,  to  mothers  de- 
pendent on  their  own  efforts  to  support 
their  children;  and  in  North  Dakota, 
to  any  woman  who  has  one  or  more 
children  dependent  on  her  for  support. 
Michigan  and  Nebraska  specifically 
include  unmarried  mothers,  while  in 
some  other  states  the  law  can  be  so 
applied. 

There  is  the  same  lack  of  uniformity 
in  the  residence  requirements  in  the 
different  states.  Except  for  five  states 
in  which  there  are  no  stated  require- 
ments, these  vary  from  one  year  in  the 
county  to  citizenship  in  the  United 
States  with  five  years'  residence  in  the 
state  and  three  years'  in  the  county. 
Citizenship  in  the  United  States  is 
included  in  the  requirements  of  only 
eight  states. 

In  general,  the  age — by  law  or  in 
practical  application — at  which  a  child 
is  given  this  form  of  aid  coincides  wuth 
the  minimum  age  at  which  employ- 
ment is  permitted  under  the  law, 
although  in  three-fourths  of  the  states 
aid  may  be  granted  after  the  child 
reaches  14  years  of  age.  In  only  one 
state.  West  Virginia,  the  age  limit  is 
13  years;  in  nine  states  grants  may  be 
made  for  children  up  to  14  years  of 
age.  Fifteen  years  is  the  maximum 
in  seven  states  and  16  years  in  nine- 
teen states.     Indiana  permits  aid  up 


to  16  years  for  boys  and  17  years  for 
girls.  In  Michigan  grants  may  be 
made  for  children  up  to  17  years  of 
age;  Ohio  and  Vermont  mention  no 
age  limits.  In  six  of  the  nine  states 
in  w^hich  the  maximum  age  is  14  years, 
there  may  be  extension  of  the  age  in 
case  of  sickness  or  unusual  conditions, 
or  if  the  child  should  continue  in  school. 
In  Louisiana  the  maximum  age  may 
be  increased  from  16  to  18  years  in 
case  of  sickness  or  incapacity.  Be- 
cause of  inadequate  appropriations  it 
is  doubtful,  however,  if  a  very  con- 
siderable number  of  children  above 
the  compulsory  education  age  are 
beneficiaries  of  these  acts. 

Causes  of  Dependency 

Any  attempt  to  analyze  the  char- 
acter of  the  disabilities  that  cause  fam- 
ilies to  become  applicants  for  this  form 
of  public  assistance,  must  take  into 
account  variations  of  practice,  due 
largely  to  the  inadequacy  of  the  funds 
and,  perhaps,  in  lesser  degree,  to  the 
differences  in  administrative  rulings  in 
states  and  localities  operating  under 
apparently  similar  legal  provisions. 
The  distribution  of  the  reported  causes 
of  dependency  in  a  total  of  9,194  cases 
of  aid  to  mothers  of  dependent  chil- 
dren is  showTi  in  Figure  1.  The  figures 
are  for  the  states  of  Colorado,  Massa- 
chusetts, Maine,  Minnesota  and  Ne- 
braska, in  all  of  which  the  application 
of  the  law  is  very  inclusive. 

In  view  of  the  original  emphasis  on 
aid  for  children  of  widow's,  it  is  sig- 
nificant to  note  that  families  of  wid- 
owed mothers  represent  three-fourths 
of  the  entire  number.  It  is  probably 
true  that  the  percentages  of  families  in 
which  the  father  was  incapacitated 
physically  or  mentally,  or  in  which 
divorce,  desertion  or  imprisonment  of 
the  father  were  the  causes  of  depend- 
ency, are  lower  than  they  would  be  in 
actual  fact  if  the  limitation  of  funds 
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did  not  .stand  in  the  way.  At  any 
rate,  the  'io  per  cent  in  which  the  death 
of  the  father  was  not  the  occasion  for 
aid  shows  the  necessity  for  a  more 
general  apphcation  of  this  form  of 
assistance  to  children  than  was  at 
first  recognized. 

The  figures  for  two  states,  Michigan 


of  a  total  of  almost  G,000  cases,  8  per 
cent  were  children  who  were  orphans. 

Children  Aided 

Data  on  the  number  of  children 
toward  whose  support  in  their  own 
homes  public  grants  are  made,  are 
available    only   to    a    limited    extent. 


FIGURE  1 

Causfs  of  Depkndenct 

Based  on  9,194  Families  Receiving  Mothers'  Pensions  in  5  States. 


Fa-fhcr  \n  Prison] 
D  I V  or  c  a- 


and  Wisconsin,  that  extend  aid  to  still 
other  groups  than  those  mentioned 
above,  are  of  interest  as  indicating 
the  types  of  need  that  are  still  unmet 
in  most  states.  In  Miciiigan,  aid 
may  be  given  to  unmarried  mothers, 
and  while  it  may  be  assumed  that  such 
aid  was  kcy^t  at  a  minimum,  1  per  cent 
of  almost  7,000  mothers  were  unmar- 
ried. In  Wisconsin,  aid  may  be  given 
to  grandparents  or  to  others  having 
the  custody  of  a  dependent  child.  Out 


For  a  number  of  states  and  cities  the 
proportion  of  children  granted  allow- 
ances to  the  total  population  under 
fifteen  years  of  age,  ranges  from  one- 
tenth  of  one  per  cent  to  1.9  })er  cent. 
If  similar  conditions  prevailed  in  the 
remaining  states,  it  is  estimated  that 
the  total  number  of  children  to  receive 
sucii  aid  in  the  United  States  would 
api)roximate  200,000.  If,  on  the 
other  hand,  the  estimate  were  based 
on  the  proportion  of  children  found  to 
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be  in  need  of  such  aid  in  the  communi- 
ties where  this  assistance  seems  to  be 
given  on  a  fairly  adequate  basis  both 
as  to  inclusion  and  amount  of  grants, 
the  total  number  of  children  in  the 
United  States  for  whom  aid  should  be 
granted  in  their  own  homes  would 
be  closer  to  350,000  or  400,000— and 
probably  beyond  even  this  estimate  if 
all  types  of  more  or  less  permanent 
family  disability  were  included.  The 
situation  that  now  appears  to  exist, 
in  which  there  are  proportionately 
almost  twenty  times  as  many  families 
granted  aid  in  one  community  as  in 
another,  probably  does  not  imply  a 
higher  economic  level  in  the  former, 
but  may  instead  indicate  an  absence 
of  proper  provision.  Mothers'  pension 
administration  offers  perhaps  the  most 
obvious  arguments  as  to  the  futility, 
not  to  say  actual  detriment,  of  placing 
laws  on  the  statute  books  but  failing 
to  make  them  practically  effective 
through  adequate  appropriations  and 
proper  administration. 

The  ages  of  children  for  whom  aid  is 
granted  are  rarely  compiled  by  the 
administrative  agencies,  though  this 
would  seem  to  be  a  very  significant 
factor.  In  two  states  and  a  large  city 
for  which  age  figures  were  available, 
including  13,553  children,  34  per  cent 
were  under  6  years;  60  per  cent,  from 
6  to  14  years,  and  6  per  cent,  14  and 
15  years  of  age.  Thus,  one-third  of 
the  children  were  below  school  age, 
requiring  the  more  constant  attention 
of  the  mothers.  The  average  number 
of  children  in  the  families  aided  appears 
in  most  states  and  localities  to  be 
about  3.5. 

Reasons    for    Discontinuance    of 
Aid 

An  analysis  of  the  reasons  for  dis- 
continuing aid,  as  given  in  the  reports 
of  six  states  and  five  counties  contain- 
ing large  cities,  for  a  total  of  7,480  cases. 


indicates  to  some  extent  the  complexity 
of  the  problem,  and  the  necessity  for 
keeping  constantly  in  touch  with  con- 
ditions in  the  home  if  the  assistance 
intended  for  the  children  is  to  be  well 
applied.  In  only  44  per  cent  of  the 
cases  was  aid  discontinued  because  it 
was  no  longer  required;  most  fre- 
quently, no  doubt,  this  meant  that  a 
child  began  to  work,  or  that  the  moth- 
er's earnings  increased  or  that  rela- 
tives or  others  came  to  the  assistance 
of  the  family.  Too  often  the  mother 
finds  it  impossible  to  maintain  her 
family  on  the  allowance  granted,  and 
elects  to  dispense  with  both  the  aid 
and  the  regulations  that  accompany 
it,  undertaking  employment  that  ne- 
cessitates either  neglecting  the  home  or 
making  provision  for  the  care  of  the 
children  elsewhere.  In  truth,  because 
of  the  very  common  inadequacy  of  the 
aid,  no  reliable  economic  interpreta- 
tion can  be  given  these  figures.  The 
reason  for  discontinuance,  reported 
as  next  in  frequency,  was  the  remar- 
riage of  the  mother — 16  per  cent.  In 
11  per  cent  of  the  cases  in  which  aid 
had  been  granted,  it  was  later  discon- 
tinued because  the  home  was  found 
unsatisfactory,  the  mother  proved 
unfit  to  care  for  the  children  properly, 
or  for  a  similar  reason.  In  another 
11  per  cent  the  aid  was  discontinued 
because  the  mother  or  the  child  for 
whose  benefit  the  grant  was  made  had 
died,  because  the  mother  or  the  child 
was  taken  into  an  institution,  the 
mother  ceased  maintaining  a  home,  or 
the  family  left  the  county  or  state. 
In  the  states  giving  aid  to  families  of 
fathers  in  prison  or  deserting,  a  small 
proportion  were  no  longer  aided  be- 
cause the  fathers  were  released  or  had 
returned  to  their  families. 

Increase  of  Expenditures 

When     appropriations     were     first 
made  for  the  aid  of  dependent  chil- 
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dreu  in  their  homes,  there  was  Httle 
actual  knowkHlge  in  regard  to  the 
extent  of  the  need  to  be  met.  As 
experience  was  gained,  the  funds 
avaihibk"  were  increased.  But  a  study 
of  tlie  situation  in  ])erhaps  the  majority 
of  locahties  will  show  that  the  amounts 
appropriated  for  grants  to  mothers  of 
dependent  children  are  still  far  below 
what  is  needed  to  carry  out  the  spirit 
of  these  laws.  In  states  w^here  there 
is  some  form  of  supervision  by  the 
state  authorities,  and  in  counties  and 
cities  where  "case  work"  methods 
prevail,  there  is  usually  an  effort  to 
utilize  the  funds  available  in  such  a 
w'ay  that  the  families  accepted  for 
grants  will  receive  the  necessary  amount 
of  assistance,  even  though  a  consid- 
erable number  of  mothers  with  de- 
pendent children  cannot  be  given  aid. 
In  one  of  our  large  cities  the  total 
state  and  county  appropriation  avail- 
able for  mothers'  aid  makes  it  possible 
to  care  fairly  adequately  for  about  one 
thousand  families,  leaving  a  waiting 
list  that  for  the  past  two  or  three  years 
has  approximated  eight  hundred  fami- 
lies who  are  under  the  terms  of  the  law 
entitled  to  receive  aid  but  who  can- 
not be  supplied.  And  this  in  spite  of 
the  fact  that  apjjropriations  in  this 
state  and  county  have  doubled  and 
trebled  during  the  past  few^  years! 

Figure  2  indicates  the  increase  in  ex- 
I)enditures  over  a  five-year  period  as 
compared  with  the  increase  in  the  num- 
ber of  families  aided  during  the  same 
years.  The  five  states  represented  are 
Massachusetts,  Michigan,  New  Jersey, 
New  York  and  Wisconsin.  Their  ag- 
gregate expenditures  for  mothers'  pen- 
sions in  lO^O  reached  a  total  of  almost 
six  and  a  half  million  dollars. 

By  1920,  as  compared  with  the  totals 
for  1916,  the  expenditures  in  these 
states  had  increased  18G  per  cent  and 
the  number  of  families,  101  per  cent. 
The   obvious   conclusion   is   that    th? 


earlier  appropriations  were  found  to 
be  very  insufficient  for  the  needs  of 
the  families  aided,  and  that  as  more 
funds  became  available,  more  ade- 
quate grants  were  made  to  the  families 
under  care.  The  data  cannot  be 
taken  as  criteria  of  either  the  amounts 
required  or  of  the  number  of  families 
eligible  for  and  in  need  of  this  form  of 
assistance. 

Inadequacy  of  Grants 

Amounts  paid  for  the  care  of  chil- 
dren in  boarding  homes  by  private 
child-caring  agencies  in  1920  approx- 
imately averaged  $4.50  a  week  per 
child;  for  three  children,  this  would 
be  approximately  $60  a  month.  For 
the  states  in  which  a  legal  allowance  is 
specified,  the  maximum  grants  for 
three  dependent  children  in  their  own 
home  are  as  follows:  $19  to  $20,  seven 
states;  $22  to  $29,  nine  states;  $30 
to  $39,  eight  states;  $40  to  $49,  four 
states;  $50  to  ^55,  four  states. 

The  lack  of  uniformity  and  the  ap- 
parent absence  of  the  proper  consid- 
eration of  family  needs  for  subsistence 
are  indicated  in  the  amounts  permitted 
under  the  laws  relating  to  mothers'  aid 
in  the  state  of  Missouri.  For  Jackson 
County  (Kansas  City)  the  maximum 
legal  allowance  for  a  family  with  three 
children  is  $20;  for  St.  Louis,  $45;  and 
for  the  state  outside  these  two  cities, 
$32. 

In  boarding  homes  the  family  would 
necessarily  have  some  other  income; 
the  families  granted  mothers'  pensions 
are  much  less  likely  to  have  other  re- 
sources. Yet  the  standard  set  in 
mothers'  jjension  laws  is  approxi- 
mately from  one-third  to  two-thirds 
the  amount  found  requisite  by  agen- 
cies for  boarding  children  in  family 
homes.  Again  it  should  be  empha- 
sized that  even  the  inadequate  maxi- 
mum permitted  by  the  terms  of  the 
law  is  seldom  granted.     Local  economy 
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and  inadequate  appropriations  set  a 
minimum  entirely  insufficient  for  the 
proper  maintenance  and  safeguarding 
of  the  children  who  are  by  this  legisla- 
tion recognized  as  being  in  special 
need  of  aid  and  protection  by  the  state. 
The  more  closely  the  administra- 
tion of  aid  to  dependent  children  in 
their  own  homes  approximates  the 
methods  used  in  good  "family  case 
work,"  the  more  nearly  does  the  allow- 
ance approach  the  needs  of  the  family 
and  the  assistance  conserve  the  wel- 


fare of  the  children.  Not  infrequently 
the  public  funds  known  to  be  required 
must  be  supplemented  by  private 
charity  or  ordinary  poor  relief  grants. 
Or,  as  seems  to  be  the  situation  in  a 
very  considerable  proportion  of  locali- 
ties, the  allowances  must  be  eked  out 
by  the  mothers'  earnings.  If  proper 
arrangements  can  be  made  for  the  care 
and  safeguarding  of  the  children  while 
the  mother  is  away  from  the  home, 
this  may  work  out  satisfactorily.  But 
it  requires  very  careful  attention  to 


FIGURE  2 

Comparative  Increase  in  Expenditures  for  Mothers'  Aid  and  in  Number  op 

Famiijes  Aided  During  the  Five- Year  Period  1916-1920,  as  Shown  by 

Percentages  of  1916  Figures 
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the  situation  in  each  home  aided  to 
make  sure  that  the  assistance  given  is 
such  that  the  welfare  of  the  children 
is  conserved. 

Administration  and  Supervision 

There  are  four  main  types  of  ad- 
ministrative agencies:  court  (juvenile, 
county,  district,  etc.),  county  or  town 
board  granting  poor  relief,  special 
county  board  and  state  board.  The 
administration  of  mothers'  aid  in 
twenty  states  is  lodged  in  a  court  hav- 
ing juvenile  jurisdiction.  In  eleven 
states  the  county,  town,  or  municipal 
board  giving  poor-relief  administers 
also  the  aid  to  mothers  of  dependent 
children.  In  three  states,  Pennsyl- 
vania, Delaware  and  New  York,  there 
are  specially  created  county  boards 
for  the  purpose  of  administering  moth- 
ers' aid.  In  the  first,  there  is  a  state 
supervisor  having  general  advisory 
powers,  and  in  the  second,  a  state 
mothers'  pension  commission  with  an 
executive  secretary  for  administrative 
work;  the  New  York  State  Board  of 
Charities  has  general  supervision  over 
the  work  of  the  county  boards  and 
has  power  to  revoke  allowances. 

An  existing  state  board  is  sometimes 
given  administrative  duties.  In  New 
Jersey,  allowances  are  made  by  courts, 
but  the  preliminary  investigations 
and  the  supervision  of  the  families 
are  under  the  State  Board  of  Chil- 
dren's Guardians.  The  general  ad- 
ministration in  Vermont  is  in  the  hands 
of  the  State  Board  of  Charities  and 
Probation.  The  California  State  Board 
of  Control,  through  its  children's  agent, 
grants  and  supervises  aid  to  orphans, 
half-orphans,  abandoned  children,  and 
children  of  permanently  incapacitated 
and  tuberculous  fathers,  the  counties 
also  paying  stated  amounts.  The 
Arizona  law  of  1921  provides  for  a 
State  Board  of  Child  Welfare,  with 
cooperating    County    Child    Welfare 


Boards,  part  of  whose  work  includes 
assistance  to  dependent  children  in 
their  own  homes.  In  New  Hamp- 
shire, the  State  Board  of  Education  is 
charged  with  administration  of  allow- 
ances to  mothers,  working  through  the 
town  school  boards.  In  Florida,  also, 
the  work  is  tied  uj)  with  the  county 
boards  of  public  instruction,  l)ut  al- 
lowances are  made  by  the  county  com- 
missioners and  supervision  is  in  the  _ 
hands  of  the  State  Board  of  Health  I 
in  cooperation  with  the  county  boards. 
In  Indiana,  the  existing  County  Boards 
of  Children's  Guardians  were  given 
authority  to  grant  aid  to  children  in 
their  own  homes. 

There  is  some  form  of  state  super- 
vision in  eighteen  states  in  addition 
to  those  in  which  definite  administra- 
tive authority  is  lodged  in  a  state  ■ 
board.  In  Massachusetts,  Maine  and 
Connecticut,  the  designated  state 
board  investigates  recommendations 
of  the  local  agencies,  approves  or  dis- 
approves grants,  and  exercises  general 
supervision  over  the  administration 
of  grants.  In  the  last  two,  the  states 
divide  equally  with  the  town,  munici- 
pality or  county,  the  expenditures  for 
relief;  in  Massachusetts,  the  state  pays 
one-third.  In  Pennsylvania,  there  is 
a  state  supervisor  of  the  Mothers' 
Assistance  Fund,  doing  advisory  work 
and  aiding  the  county  boards  in  ad- 
ministrative problems;  the  state  makes 
an  appropriation  biennially,  which  is 
divided  among  the  counties  in  the 
ratio  of  their  population,  with  the 
provision  that  the  counties  must  supply 
equal  amounts.  State  aj)y)ropriations 
to  supplement  those  made  locally  have 
proved  an  important  factor  in  encour- 
aging local  grants  and  in  raising  the 
standards  of  relief.  Twelve  of  the 
forty  states  are  authorized  to  share 
with  the  counties  or  municipalities 
the  cost  of  administration  or  of  aid. 
States    in    which    the    application    of 
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mothers'  pension  laws  was  originally 
left  to  the  initiative  of  local  officials 
have  frequently  found  it  desirable  to 
amend  laws  so  as  to  make  appropria- 
tions mandatory  instead  of  permissive, 
and  to  supyjly  some  form  of  assistance 
or  supervisory  authority  by  the  state, 
in  order  to  carry  out  the  intent  of  the 
laws. 

The  question  of  effective  administra- 
tion of  mothers'  ])ensions  has  been  well 
summarized  in  the  Standards  agreed 
upon  by  the  Conference  on  Child 
Welfare  held  under  the  auspices  of  the 
Federal  Children's  Bureau  in  1919: 


The  policy  of  assistance  to  mothers  who 
are  competent  to  care  for  their  own  chil- 
dren is  now  well  established.  It  is  generally 
recognized  that  the  amount  provided 
should  be  sufficient  to  enable  the  mother  to 
maintain  her  children  suitably  in  her  own 
home,  without  resorting  to  such  outside 
employment  as  will  necessitate  leaving  her 
children  without  proper  care  and  over- 
sight; but  in  many  states  the  allowances 
are  still  entirely  inadequate  to  secure  this 
result  under  present  living  costs.  The 
amount  required  can  be  determined  only 
by  careful  and  competent  case  study,  which 
must  be  renewed  from  time  to  time  to 
meet  changing  conditions. 


Foster  Home  Standards  for  Socially  Handicapped 

Children 

By  Mary  S.  Doran 

Of  the  Children's  Bureau  of  Pliiladelphia 


ONE  of  the  most  potent  factors  in 
creating  foster  home  standards 
is  a  belief  that  the  socially  handi- 
capped child  should  be  given  every 
chance  to  realize  his  fullest  develop- 
ment; that  his  needs  are  fundamen- 
tally no  different  from  those  of  other 
children  and  should  be  honestly  met. 
Such  a  belief,  the  sort  that  translates 
itself  into  action,  should  permeate  the 
whole  staff  of  a  children's  organization 
and,  particularly,  the  board  of  direc- 
tors, for  their  position  gives  them  the 
final  say  in  determining  policies. 
Board  members,  who  in  accepting  their 
positions  have  voluntarily  assumed  the 
responsibility  of  intelligent  parent- 
hood, must  uphold  their  children's 
rights  in  the  midst  of  communities 
that  so  readily  forget  the  defenseless- 
ness  of  childhood  and  value  dollars  and 
cents  far  above  human  life.  Theirs  is 
the  privilege  of  bringing  to  the  com- 
munity an  appreciation  of  the  real 
value  of  a  child's  life  and  helping  that 


community  to  transmute  more  and 
more  of  its  gold  into  possibilities  for 
the  development  of  its  childhood,  that 
these  children,  so  badly  handicapped 
through  loss  of  home  and  the  fostering 
care  of  parents,  may  have  the  oppor- 
tunity to  grow  into  self-respecting 
members  of  society. 

Responsibility  of  Boards  of 
Directors 

Modern  psychology  teaches  that 
what  we  do  is,  after  all,  what  we  really 
believe.  A  few  years  ago  a  certain 
children's  organization  published  in  its 
annual  report  the  statement  that  its 
equipment  had  become  such  that  all  of 
the  children  in  its  care  were  "now" 
receiving  "personal  consideration"  and 
being  fitted  into  carefully  selected 
homes;  but  it  neglected  to  state  in  this 
connection  that  its  board  of  directors 
was  requiring  the  visitors  to  care  for 
from  130  to  160  children  each.  If  by 
personal    consideration    they     meant 
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knowing  the  personalities  of  130  or 
more  pre-adolescent  boys  and  girls,  the 
personnel  of  the  different  families  in 
which  these  same  children  were  placed 
and  the  history  of  the  families  out  of 
which  they  came,  all  of  which  is  essen- 
tial to  individual  treatment  or  "per- 
sonal consideration,"  they  simply  did 
not  believe  what  they  were  saying. 
To  ask  one  limited  human  being  to 
know  130  or  160  children  so  com- 
pletely as  to  render  individual  treat- 
ment to  each,  is  to  play  the  prank  of 
the  mad  Hatter  in  asking  Alice  to  have 
some  wine.  "I  don't  see  any,"  said 
Alice.  "There  isn't  any,"  said  the 
Hatter. 

No  board  with  even  a  slight  respon- 
sibility for  its  task  could  possibly  tol- 
erate the  huge  degree  of  child  labor  to 
which  these  placed-out  children  are 
subjected,  creating  and  underwriting 
in  the  minds  of  the  community  the 
thought  that  the  dependent  child 
should  be  grateful  even  for  the  chance 
to  labor;  nor  would  the  physical  and 
moral  neglect  of  children  after  place- 
ment be  so  prevalent  if  the  board  of 
directors  believed  that  these  children 
had  anything  like  the  same  claim  to 
human  treatment  as  their  own  boys 
and  girls. 

A  case  in  point  is  that  of  a  farmer's 
wife  who  was  asked  by  the  directors  of 
a  small  institution  to  take  twenty-nine 
boys  and  girls  of  varying  ages  for  the 
summer  vacation.  She  requested  that 
the  directors  provide  an  attendant 
who  could  be  with  the  children  during 
the  day,  as  with  her  household  tasks 
she  could  see  little  of  them  other  than 
at  meal  times.  Her  request  was  re- 
fused. Because  of  the  indifference  of 
the  directors  she  assumed  a  similar  at- 
titude and  considered  it  no  concern  of 
hers  when  the  older  boys  and  girls 
went  into  the  woods  each  morning 
after  breakfast,  staying  away  until  the 
noon  hour  and  repeating  the  same  pro- 


cedure in  the  afternoon.  The  board 
may  have  held  the  farmer's  wife  re- 
sponsible for  sup])lying  an  attendant, 
but  if  so,  did  not  see  to  it  that  she  se- 
cured one.  This  happened  as  recently 
as  the  summer  of  1920. 

Knowing  the  Child 

The  board  that  establishes  a  policy 
of  justice  toward  its  children  will  see  in 
each  child  a  human  individual  to  be 
treated  as  such  and  will  provide  con- 
ditions that  will  contribute  to  his  best 
development.  To  consider  the  child  in 
the  light  of  a  human  individual  one  needs 
to  know  who  and  what  he  is  and,  in 
transferring  him  to  a  strange  home,  to 
see  him  first  against  the  background  of 
his  own  home  and  family  surround- 
ings. One  must  have  detailed  infor- 
mation that  will  give  a  fine  compre- 
hension of  the  stock  from  which  he 
comes,  the  soil  in  which  he  has  been 
growing,  the  kind  of  human  plant  into 
which  he  is  developing  and  the  rea- 
sons why  he  needs  to  be  transplanted. 
All  of  this  knowledge  is  positively  es- 
sential before  the  one  can  attempt  to 
arrange  for  the  child's  future.  The 
diagnosis  for  treatment,  as  it  were, 
must  be  made  upon  a  generous  body  of 
facts  covering  the  life  of  the  child  and 
his  family. 

Knowing  the  Home 

The  foster  home  plays  an  integral 
part  in  treatment  and,  as  the  urge  to 
give  individual  treatment  leads  to  the 
necessity  of  thoroughly  knowing  the 
child  before  any  plan  can  be  made, 
just  so  does  it  become  essential  to 
know  many  facts  about  a  prospective 
foster  home  l)efore  one  can  wisely  in- 
terpret the  iy[ic  of  work  for  which  it  is 
best  fitted  or  before  any  choice  can  be 
made  for  a  special  home  for  a  special 
child.  This  choice  should  be  made  re- 
gardless of  the  class  in  society  from 
which  the  home   may  come,  for  the 
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home  must  be  considered  only  in  the 
hght  of  its  fitness  for  the  task.  With 
the  enhghtened  organization,  the  day  is 
past  when  any  child  is  placed  in  the 
foster  family  solely  as  a  therapeutic 
agent. 

An  organization,  by  virtue  of  thor- 
oughly knowing  each  child  before 
placement,  creates  its  own  demand  for 
thoroughly  investigated  homes.  It 
can  use  no  others.  Out  of  its  desire  for 
justice  it  just  naturally  cannot  make  a 
practice  of  placing  its  children  in  par- 
tially investigated  homes  to  complete 
the  investigation  through  the  child's 
experience  with  the  family.  Could  any 
better  method  be  devised  for  atrophy- 
ing those  qualities  in  a  child,  which 
should  later  blossom  into  self-respect- 
ing citizenship,  than  to  pass  him  from 
one  poorly  investigated  home  to  an- 
other, transferring  him  because  after 
each  placement  something  undesirable 
was  learned  about  the  family — some- 
thing undesirable  that  should  and 
could  have  been  learned  before  any 
child  ever  stepped  across  its  threshold? 
To  let  him  experience  an  ugly  temper 
that  relieves  itself  at  the  expense  of 
the  child,  a  mean  disposition  that  be- 
grudges the  child  a  real  place  in  the 
family  life,  tolerating  him  merely  for 
the  work  he  could  do,  under-nourish- 
ment  or  a  bad  moral  background  ?  Yet, 
over  and  over  again,  the  crust  of  an  in- 
vestigation is  merely  broken  through 
just  wide  enough  to  shove  in  a  child 
and  he,  in  reality,  becomes  the  investi- 
gating agent.  The  heavy  toll  which 
the  delinquent  group  claims  from  the 
ranks  of  dependent  children  com- 
pelled to  lead  this  "tramp  life"  is 
nothing  short  of  appalling. 

Real  and  Complete  Evidence 
Needed 

In  seeking  to  establish  the  correct 
evaluation  of  a  prospective  foster 
home   one   cannot,    out   of   justice  to 


someone  else's  child,  rely  solely  upon 
his  own  estimate  of  the  family,  their 
home  life,  or  their  place  in  the  com- 
munity. However  good  his  judgment 
may  be  in  the  interpretation  of  people 
and  situations,  a  few  hours  contact 
with  one  or  two  members  of  the 
family  can  hardly  reveal  enough  of 
the  truth  to  enable  him  to  feel  sure  that 
the  family  as  a  whole  is  worth-while 
material.  He  must  seek  the  judgment 
of  those  who  have  known  the  family  at 
close  range  over  a  longer  period  and 
out  of  their  experience  gain  additional 
facts  upon  which  to  base  the  final 
judgment. 

It  is  the  person  who  has  wintered 
and  summered  the  family,  and  only  he, 
who  can  give  real  evidence  as  to  their 
moral  fibre,  or  thoroughly  comprehend 
the  relations  existing  in  the  home  be- 
tween man  and  wife,  the  degree  of  re- 
sponsibility each  is  showing  toward  the 
home  and  children,  and  what  would 
seem  to  be  the  purpose  underlying  their 
desire  to  take  another  child  into  their 
midst.  Have  they  a  sympathetic  un- 
derstanding of  a  child's  needs  and,  if 
there  are  other  adults  in  the  family, 
what  is  likely  to  be  their  attitude?  It 
is  quite  possible  for  someone  not  hold- 
ing any  place  in  the  making  of  family 
decisions  to  create  an  atmosphere  that 
reacts  most  unfavorably  upon  the 
child's  happiness.  Then  there  are  the 
health  conditions  of  the  family  and 
the  question  of  their  disposition  and 
temperament.  Are  they  temperamen- 
tally fitted  for  the  care  of  children;  what 
has  been  the  care  and  training  of  their 
own  or  any  children  for  whom  they 
have  been  responsible;  what  is  their 
native  intelligence,  the  grade  of  house- 
keeping that  holds  throughout  the 
year,  their  financial  condition,  the 
way  in  which  they  spend  their  leisure 
time,  their  interests  and  standing  in 
the  community? 

One  needs  to  be  shod  with  the  desire 
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for  something  more  than  half  truths 
and  loose  statements  in  the  j^atherinj^of 
these  facts,  for  invariably  the  person 
giving  the  information  gives  in  propor- 
tion to  the  importance  of  the  request 
as  it  exists  in  his  own  mind.  One  must 
often  throw  upon  the  mental  screen  of 
such  a  person  a  new  conception  of  child- 
care  before  the  facts  wished  for  are 
forthcoming.  Occasionally  one  may 
secure  a  full  cjuota  of  evidence  from 
one  reference,  but  rarely  does  he  find 
the  ])erson  whose  experience  with  the 
whole  family  has  been  so  varied  and 
whose  judgment  is  so  unbiased  and 
discriminating  that  additional  testi- 
mony^ is  not  needed;  for,  after  all, 
the  real  value  of  testimony  lies  in 
having  enough  of  it  and  it  is  the 
facts  contributed  by  a  group  of  per- 
sons that  help  weave  the  whole — facts 
that  are  weighed  in  the  light  of  the 
personality,  standards  and  judgment  of 
each  reference  as  well  as  his  experience 
with  the  family. 

Kind  of  References  Required 

Much  depends  upon  having  a  group 
of  well-chosen  references,  people  who 
know  the  family  from  a  variety  of  an- 
gles. It  is  desirable  that  all  should  not 
belong  to  the  same  social  circle  as  the 
family.  It  is  greatly  to  the  advantage 
of  the  investigation  when  the  names  of 
references  can  be  secured  through  a 
personal  interview  with  the  prospective 
foster  mother,  for  much  can  be  done  to 
guide  her  in  the  making  of  a  wise  selec- 
tion. The  personal  interview  also 
gives  opportunity  to  secure  suggestions 
of  possible  sources  of  information  un- 
consciously given.  To  depend  upon  an 
answered  question  form,  no  matter  how 
elaborate,  for  the  names  of  references 
leaves  one  quite  at  the  mercy  of  the 
choice  of  the  person  who  sends  them. 
Under  these  circumstances  the  best  he 
can  do  is  so  to  shape  the  question  form 
as  to  convey  the  idea  of  the  type  of 


references  desired,  and  include  such 
cjuestions  as  ask  for  former  addresses 
and  church  membership.  Former  ad- 
dresses, if  of  any  duration,  and  partic- 
ularly if  outside  of  a  city  section,  are 
invariably  fruitful  sources  of  informa- 
tion and  through  them,  where  the  fam- 
ily have  not  transferred  their  church 
membership,  one  can  get  back  to  an- 
other local  group.  If  in  this  way  one 
good  reference  can  be  located,  he  in 
turn  will  invariably  suggest  some 
other  reliable  person  if  so  requested. 
To  be  obliged  to  interview  most 
of  the  references  by  letter  is  another 
handicap,  especially  if  the  names  of 
references  have  been  secured  through 
answered  question  forms  and  one 
knows  little  of  what  they  represent. 
All  sense  of  personal  equation  is  lost. 
Make  the  letters  as  explicit  as  one  may, 
he  has  no  chance  to  get  back  of  a 
spirit  of  indifference  or  misconception 
of  the  work  and  present  his  case.  If, 
for  instance,  the  majority  of  children 
throughout  a  section  have  been  placed 
with  little  or  no  knowledge  as  to  their 
physical  condition,  children  with  vene- 
real diseases  going  into  homes  where 
there  are  other  children,  no  doctor  is 
likely  to  take  seriously  a  written  re- 
quest for  knowledge  about  health  con- 
ditions in  a  prospective  foster  family. 
One  must  build  up  a  large  body  of  ref- 
erences throughout  the  territory  used 
for  placing — reliable  people  who  can 
be  interested  and  trained  into  an  ap- 
preciation of  what  is  needed  in  the  way 
of  information  and  who  will,  in  response 
to  letters  of  inquiry,  secure  the  neces- 
sary facts  from  some  authentic  source 
if  they  themselves  do  not  know  the 
situation. 

The  Visit  to  the  Foster  Home 

The  other  essential  portion  of  an  in- 
vestigation is  the  visit  to  the  foster 
family.  This  should  be  made,  when- 
ever possible,  after  the  references  have 
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been  interviewed,  for  the  visitor 
should  be  free  to  give  the  family 
the  mental  assurance  that  they  are  ac- 
ceptable if  he  is  to  produce  an  atmos- 
phere congenial  to  the  revealing  of  per- 
sonal history.  To  be  obliged  to  make 
the  first  contact  with  a  family  through  a 
visit  to  their  home  restricts  one  greatly 
in  the  possibilities  of  touching  these 
finer  chords.  The  fact  that  he  does  not 
know  what  the  family  represents  is 
prohibitive  of  that  relaxed  mental  state 
that  makes  for  confidence.  In  asking 
for  references  the  family  knows  that  it 
is  yet  to  be  tested  and,  although  the 
most  friendly  feeling  may  prevail, 
there  is  bound  to  be  a  subconscious 
tension,  for  it  is  hardly  fair  to  give  the 
family  an  assurance  of  receiving  chil- 
dren until  more  is  known  concerning 
them. 

^^^lere  it  is  possible  to  have  the  first 
interview  in  the  office,  at  which  time 
the  names  of  references  are  obtained  or 
the  application  wholly  eliminated,  the 
way  is  left  open  for  paying  the  home 
visits  to  only  promising  material  and 
the  visit  thus  freed  for  the  closer  con- 
tacts. One  wants  to  know  how  life  has 
affected  the  family  and  how  they  have 
taken  it  if  he  is  really  to  know  what 
they  have  to  give  to  a  child.  One 
wants  to  know  something  of  the  en- 
vironment in  which  the  husband  and 
wife,  themselves,  grew  up:  their  tradi- 
tions, their  training,  education  and 
ambitions;  the  establishment  of  the 
new  home;  the  training  of  their  chil- 
dren; the  man's  share  in  the  home  life; 
their  interests  in  other  people's  boys 
and  girls;  their  contacts  in  the  com- 
munity; the  breadth  of  their  experi- 
ence and  how  it  has  made  for  character 
and  personality.  To  one  who  desires 
to  sense  the  capacity  of  a  home  for 
shaping  the  life  of  a  foster  child  this 
opportunity  to  gauge  something  of  per- 
sonal experiences  will  not  seem  like 
trespassing  on  family  intimacies,  for  it 


is  never  an  end  in  itself.  It  is,  to  l)e 
sure,  dealing  in  personalities  and  per- 
sonal values  but  is  strangely  imper- 
sonal. 

The  home  visit  plays  a  vital  part  in 
interpreting  the  t,"ype  of  work  the  fam- 
ily is  best  fitted  to  do.  A  thoroughly 
good  woman  with  an  exaggerated  idea 
of  the  divine  right  of  parents  may  be 
just  the  person  to  bring  certain  chil- 
dren into  line,  but  never  the  child  who 
lacks  confidence  in  his  own  ability. 
She  may  have  done  an  excellent  piece 
of  work  with  her  own  boys  and  girls 
but  one  can  hardly  expect  the  majority 
of  references  to  sense  the  situation  from 
just  the  slant  that  one  expects  of  a 
placing  specialist.  It  is  from  the  van- 
tage ground  of  his  specialized  experi- 
ence that  he  interprets  and  values  fos- 
ter home  material,  its  possibilities  and 
impossibilities,  on  the  basis  of  facts 
gleaned  from  a  number  of  sources. 

There  is  something  about  the  free-' 
dom  of  placing  the  child  in  an  entirely 
new  environment,  with  the  opportu- 
nity to  select  new  home  material  free 
from  the  flaws  existent  in  the  child's 
own  home,  that  makes  one  somehow 
unconsciously  search  for  the  perfect 
home.  One  never  quite  relinquishes 
the  search,  always  hoping  at  the  next 
turn  to  find  the  home  of  his  heart's  de- 
sire, selecting,  however,  in  the  mean- 
time from  the  imperfect  human  mate- 
rial that  makes  vip  the  average  imper- 
fect community,  homes  that  under  the 
right  touch,  in  spite  of  their  imperfec- 
tions, do  marvelous  work. 

The  majority  of  homes,  even  the 
best,  have  their  liabilities  as  well  as 
their  assets,  and  in  the  selective  proc- 
ess one  must  see  to  it  that  the  liabili- 
ties do  not  fall  too  low,  for  there  are 
certain  fundamentals  essential  to  each 
and  every  home  accepted,  without 
which  it  would  be  unwise  to  consider  it 
for  the  task.  Foster  parents  must  be 
people  who  have  personal  character  to 
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a  greater  or  less  degree;  people  who 
have  a  spiritual  unity  in  their  lives, 
who  arc  facing  life  squarely  and  be- 
lieve in  their  fellow  men;  people  with 
good,  native  intelligence;  people  whose 
love  has  a  touch  of  the  universal  and 
who  can  take  to  their  hearts  children 
who  are  in  no  way  related  to  them. 
Their  financial  situation  must  be  so 
that  the  home  is  not  dependent  upon 
the  children's  board  or  labor  for  main- 
tenance. It  is  quite  impossible  to 
build  up  a  family  budget  out  of  the 
board  paid  for  children,  as  the  rates  go, 
and  have  anything  left  for  the  children. 
There  should  be  good  health  condi- 
tions and  a  good  environment — but 
character,  as  a  rule,  will  satisfactorily 
shape  the  immediate  environment. 

Special  Qualifications  in  Homes 

The  special  qualifications  needed  in 
a  home  vary  according  to  the  type  of 
work  undertaken  and  according  to 
whether  the  child  is  to  remain  for  a 
shorter  or  longer  period.  The  baby 
placed  for  adoption  must  have  in  his 
new  home  such  qualities  as  can  meet 
his  needs  when  he  reaches  adolescence; 
whereas  the  baby  placed  for  tempo- 
rary care  during  the  first  year  and  a 
half  of  his  life,  may  prosper  quite 
beautifully  with  a  woman  of  colorless 
personality  or  one  lacking  in  force. 
The  big,  outstanding  assets  of  the 
baby  home  are  a  passion  for  cleanliness 
and  routine  and  an  instinctive  appre- 
ciation of  the  need  of  adjusting  life  to 
the  baby;  also  a  fine  spirit  of  coopera- 
tion with  the  nurse  and  the  doctor  di- 
recting the  child.  \Vhen  the  mother  of 
the  baby  is  not  married  and  visits  the 
baby  in  the  home,  the  foster  mother 
must  be  one  who  will  not  unwisely 
guide  the  mother,  for  she  will  fre- 
quently turn  to  the  foster  mother  for 
advice. 

In  the  home  for  the  little  "run- 
abouts," children  from  two  to  six  years 


of  age,  the  essentials  one  wishes  to  see 
are  a  respect  for  the  child's  individu- 
ality and  skill  in  training  the  child 
through  ways  of  expression  rather  than 
repression.  One  wants  a  close,  warm 
sympathy,  an  imderstanding  of  the 
need  of  routine  as  it  relates  to  the 
child's  physical  needs  and  an  apprecia- 
tion of  the  wisdom  of  a  simple,  varied 
diet,  a  single  bed  in  a  room  separate 
from  his  foster  parents  and  plenty  of 
out-of-door  space  for  play. 

The  outstanding  qualities  in  the 
home  for  the  pre-adolescent  and  ado- 
lescent child  are  a  sympathetic  under- 
standing that  will  lead  him  into  some 
knowledge  of  self  and  his  relation  to 
the  world  of  people  about  him,  an 
ability  to  help  in  the  readjustment  of 
the  child's  life,  when  former  environ- 
ment has  been  against  him — in  short, 
the  spirit  which  a  good  foster  mother 
unconsciously  expressed  when  she 
wTote  to  her  boy's  visitor:  "Rejoice 
with  me;  Jack  and  I  pulled  dowm  the 
last  stone  in  the  wall  between  us  in  our 
Sunday  night  talk  and  I  now  feel  sure 
of  the  love  and  confidence  of  my  boy. 
There  are  years  of  work  in  the  garden- 
ing line — pulling  up  weeds  and  plant- 
ing flowers — but  I  have  accomplished 
the  thing  that  is  the  foundation  in  a 
case  like  Jack's.  He  talks  to  me  now  and 
I  have  read  a  lot  between  the  lines  and 
that  helps  me  in  handling  him.  I  find 
my  bed-time  talks  are  wonderful  helps." 

One  needs  sanity  on  the  question  of 
sex,  a  resourcefulness  in  developing  in- 
terests and  in  establishing  good  neigh- 
borhood and  community  contacts,  a 
wise  balance  between  work  and  play. 
Such  qualities  are  essential,  whether 
board  is  paid  for  the  child  or  whether 
by  service  in  the  home  he  earns  the 
privilege  of  attending  school,  or  gives 
all  of  his  time  in  return  for  wages.  It 
is  not  a  question  of  economic  status, 
but  of  the  best  development  of  the 
adolescent  child. 
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A  doctor's  wife,  with  three  small 
children  of  her  own,  considered  taking 
into  her  family  a  girl  of  sixteen  to  assist 
in  the  home  with  the  opportunity  of 
attending  school.  The  girl  had  lived 
for  several  years  in  an  institution,  but 
upon  reaching  her  sixteenth  birthday 
was  expected  to  earn  her  own  way. 
She  was  a  good  worker,  but  subject  to 
periods  of  rather  deep  depression.  In 
the  doctor's  family  no  separate  room 
was  to  be  provided  for  her.  She  was 
to  use  a  room  occupied  by  the  family 
during  the  day,  and  no  recreation,  be- 
yond that  of  attending  school  and  Sun- 
day school  every  other  Sunday,  was  to 
be  provided.  This,  the  doctor's  wife 
considered  ample  for  any  girl  who  was 
obliged  to  depend  upon  herself  for  sup- 
port; indeed,  if  further  provision  had 
to  be  made  she  did  not  wish  to  con- 
sider her. 

Efficient  Supervision 

The  foster  family  that  is  finally  ac- 
cepted for  service  is  precious  material 
and,  that  it  may  become  proficient  in 
the  work,  should  be  shown  every  con- 
sideration by  the  organization  direct- 
ing the  task,  for  working  with  someone 
else's  child  is  far  different  from  work- 
ing with  one's  own.  The  difference 
in  family  background,  inheritance, 
health,  which  often  affects  behavior, 
and  early  training  throws  the  whole 
situation  into  a  different  setting.  As 
one  foster  mother  expressed  it:  "With 
our  children  it  was  a  growth  of  years 
from  their  tiny  babyhood.  We  never 
lied  to  them  about  anything  and  they 
just  naturally  didn't  lie.  There  was  so 
much  in  their  training  that  we  just  did 
without  reasoning  it  out  and,  begin- 
ning at  the  very  beginning,  there  was 


nothing  to  uproot.  Thee  sees,  there 
was  no  problem  about  our  children. 
By  the  time  they  were  big  enough  to 
be  fairly  naughty  they  had  learned  not 
to  be." 

From  the  difference  in  setting  there 
are  bound  to  be  storm  and  stress  pe- 
riods that  call  for  the  judgment  of  a 
person  skilled  in  the  art  of  adjusting 
human  difficulties,  who  through  the 
knowledge  of  many  families  and  many 
children  and,  particularly,  of  the  foster 
family  and  child  in  question,  can  sense 
the  cause  and  release  the  tension.  This 
he  may  accomplish  through  re-inter- 
preting the  child  and  his  people  to  the 
foster  family,  rekindling  their  sj^mpathy 
and  realization  that  reeducation  cannot 
come  by  leaps  and  bounds,  or  re-inter- 
preting the  family  and  the  new  life  to 
the  child  or  the  child's  relatives.  This 
art  of  supervision  calls  for  the  expres- 
sion of  an  appreciative  understanding 
of  all  that  the  foster  family  are  endeav- 
oring to  do  and  a  contagious  faith  in 
their  possibilities,  which  stimulates  to 
further  effort.  Often  the  day  is  saved 
by  the  bit  of  humor,  which  does  so  much 
to  illumine  the  situation  for  those  who 
are  living  close  to  it,  bringing  to  them 
newhope  and  courage.  Effective  super- 
vision means  so  knowing  each  foster 
family  and  child  through  keeping 
closely  in  touch  with  them  that  by 
timely,  definite  suggestion  many  a  difla- 
culty  may  be  forestalled  and  the  fam- 
ily helped  into  attaining  a  grade  of 
work  that,  unaided,  would  be  to  them 
an  impossibility.  Supervision  is  the 
crowning  factor  in  developing  foster 
home  standards,  for  it  takes,  as  it  were, 
raw  home  material  and  through  its 
creative  touch  helps  to  shape  the  sea- 
soned product. 
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Supervision  of  Placed-Out  Children 

(With  Special  Reference  to  Those  Who  Should  Ultimately  Be 
Returned  to  Their  Families) 

By  Katharine  P.  Hewins 
General  Secretary,  The  Church  Home  Society,  Boston,  Massachusetts 


THE  office  telephone  rang.  "Dr. 
Howe  speaking.  My  colored 
cook  wants  to  find  a  home  for  the  five- 
year  old  child  of  a  deceased  friend. 
She  can  pay  the  board  and  will  clothe 
the  child." 

Next  morning  the  visitor  from  the 
Department  of  Advice  and  Assistance 
in  the  child-caring  agency  to  which 
this  case  was  referred,  started  her 
investigation.  There  was  apparently 
little  to  learn.  Diana,  the  cook, 
either  didn't  know  or  wouldn't  tell. 
"She  didn't  rightly  belong  to  mah 
frien',"  she  explained.  "She  got  her 
from  a  lady  in  New  Jersey  and  I  don'  jes 
disremember  'bout  her;  but  anyhow 
youse  is  all  right  'cause  I'm  gittin' 
good  wages  an'  I  sho  will  pay  her 
boahd  reglar." 

But  the  visitor  needed  to  know 
more:  who  was  the  child  and  did  she 
have  any  relatives ;  what  was  her  back- 
ground and  what  sort  of  fo.ster  home, 
if  any,  did  she  need?  Other  clues 
lacking,  little  Gracie  herself  was  ques- 
tioned. Carefully  and  tactfully  she 
was  led  to  describe  her  life  in  the  city 

of  R .     She  recalled  her  mother. 

Her  name  was  Kate.  Then  there  was 
Josie  who,  together  with  her  mother, 
had  been  in  the  big  jail  just  across  the 
street  from  where  they  all  lived.  With 
this  slender  clue  in  hand,  the  investi- 
gator wrote  to  a  sister  agency  in  R 

whicii  skilfully  identified  the  family. 
Oracle's  mother,  it  appeared,  had  been 
born  in  Virginia  of  respecta})le  parents 
and  had  left  her  home  to  hide  herself 
and  her  shame  in  the  city  where  .she 
had    given    birth    to    this    illegitimate 


child.  Her  parents  had  mourned  her 
as  dead  and  did  not  know  of  the  child's 
existence.  When  confronted  with 
these  facts,  Diana  broke  down  and 
admitted  she  had  feared  to  tell  the 
truth  and  that  Grade's  mother  was  her 
own  cousin.  Correspondence  with  re- 
sponsible citizens  in  their  home  town 
found  the  grandparents  pathetically 
eager  to  give  a  home  to  the  child  and 
to  atone  through  her  for  their  lack  of 
understanding  of  their  daughter.  And 
so  the  little  girl  was  sent  south  to  be 
brought  up  by  her  own  people  who 
would  love  and  rear  her  as  no  foster 
parents,  however  well  chosen,  could 
possibly  do. 

This  story  serves  to  illustrate  the 
need  of  searching  investigation  before 
children  are  received  by  an  agency  for 
placing-out.  Only  after  every  avenue 
has  been  exhausted,  every  effort  made 
to  keep  or  to  establish  a  child  with  his 
own,  should  we  resort  to  what  is  at 
best  only  a  substitute  for  the  real 
home  with  his  own  father  and  mother 
which  is  every  child's  right. 

In  his  special  message  to  Congress, 
following  the  White  House  Conference 
held  in  1909,  Theodore  Roosevelt 
said:  "Home  life  is  the  highest  and 
finest  product  of  civilization.  Chil- 
dren should  not  be  deprived  of  it 
except  for  urgent  and  compelling  rea- 
sons." Over  and  over  again,  now  in 
one  form  now  in  another,  comes  the 
heart  wail  of  a  child,  "If  I  only  had  a 
mother  she  would  understand."  This 
is  the  exi)rcssion  of  a  God-given  in- 
stinct born  in  every  child  and  based  on 
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a  vital  need — "to  belong"  as  so  many 
express  it. 

It  is  the  recognition  of  this  princijjU* 
that  has  brought  about  the  establish- 
ment of  case  work  methods  of  inquiry 
in  the  best  placing-out  agencies.  By 
this  means  a  surprising  proportion  of 
applications  is  found  to  be  capable  of 
family  adjustment. 

But  we  must  not  delude  ourselves. 
Every  home  is  not  a  home.  To  keep 
a  child  with  his  natural  parents  just 
because  they  are  biologically  respon- 
sible for  his  existence  may  be  quite  as 
great  an  injustice  to  him  as  unjusti- 
fiably to  separate  him  from  them. 
What  is  needed  in  every  case  is  such 
a  weighing  and  examining  of  all  the 
facts  as  shall  lead  to  a  decision  based 
on  the  ultimate  and  real,  and  not  the 
temporary  or  imaginary  needs  of  the 
child,  his  family  and  the  community. 
Such  evaluation  calls  for  skilled  pro- 
fessional analysis  and  synthesis  of  the 
highest  order.  It  presupposes  a  high 
ideal  of  the  spiritual  and  moral  values 
of  family  life. 

Having  reminded  ourselves  that  good 
investigation  often  prevents  the  need 
of  placing,  let  us  consider  the  child 
who  must  be  placed-out.  Not  until 
social  work,  like  medicine  and  the  law, 
develops  a  terminology  of  its  own  will 
social  workers  fully  understand  one 
another's  use  of  terms.  For  the  pur- 
poses of  this  article,  the  term  "placed- 
out"  is  used  with  reference  to  any 
child  separated  for  a  longer  or  shorter 
period  from  his  own  blood  relatives 
(other  than  his  siblings)  and  cared  for 
in  a  family  home  under  the  supervision 
of  an  agency,  public  or  private.  The 
term  thus  used  applies  to  children 
placed  in  free  homes,  at  board,  or  re- 
ceiving wages.  By  a  child  is  meant 
any  minor  under  the  age  of  twenty- 
one  years. 

Many  child-caring  societies  have 
abandoned   the    institutional    method 


of  care  in  favor  of  the  more  elastic 
system  of  placing-out,  but  too  many 
have  failed  to  follow  the  child  with 
enough  intelligently  directed  over- 
sight after  he  is  placed.  Herein  lies 
the  source  of  much  criticism  of  ])lacing- 
out.  The  fault  lies  in  the  adminis- 
tration and  is  not  inherent  in  the  sys- 
tem. 

Need  of  a  Definitely  Formulated 
Plan 

When  an  agency  assumes  the  grave 
responsibility  of  separating  a  child 
from  his  family,  it  takes  squarely 
upon  its  shoulders  the  onus  of  a  plan 
for  supervision  and  the  means  for 
carrying  it  out.  A  deliberate  formu- 
lation of  such  a  plan  at  the  outset  is 
the  first  step  towards  putting  it  into 
operation.  A  second  step  is  the  com- 
mitment of  this  plan  to  writing  so  that 
the  record  is  clear  as  to  the  intention. 
Without  these  steps  it  not  infrequently 
happens  that  societies  find  themselves 
inquiring  as  to  the  underlying  reason 
why  this  or  that  child  was  taken  and 
fail  to  find  the  answer  in  the  record. 
Without  a  clear-cut  statement  of  the 
jilan  the  very  purpose  in  mind  when 
the  child  was  received  may  be  unwit- 
tingly thwarted  and  supervision  be- 
come aimless  and  desultory  instead  of 
pointed  and  orderly.  It  is  not  always 
possible  or  even  desirable  that  the 
first  plan  should  be  carried  out  in  full 
detail.  Circumstances  may  arise 
later  that  indicate  radical  changes. 
The  point  is  that  these  changes  are 
more  effective  when  made  consciously 
and  with  deliberate  reference  to  an 
original  plan  rather  than  in  a  hap- 
hazard and  hasty  fashion. 

Every  plan  should  include  a  dual 
supervision:  that  of  the  child  in  his 
foster  home  and  that  of  his  own  fam- 
ily. These  two  parts  of  a  whole  are 
interdependent  and  for  their  best 
development     should     be     conducted 
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under  tlie  direction  of  a  single  visitor. 
It  is  often  fatal  to  good  supervision  of 
a  placed-out  child  if  the  family  is 
supervised  by  someone  other  than  the 
child's  own  visitor.  With  the  best  of 
intentions  and  the  most  complete 
understanding  of  an  ultimate  end  to  be 
achieved,  two  visitors  in  the  same  so- 
ciety, not  to  mention  two  of  different 
agencies,  find  great  difficulty  in  not 
running  counter  to  each  other  when 
they  attempt  team  work  of  this  sort. 

Supervision 

Whatever  supervision  may  be — and 
here  again  we  need  a  definition — it  is 
at  least  something  more  than  an  annual 
or  a  quarterly  "visitation"  by  an 
over-worked  agent  who,  upon  her  re- 
turn to  the  oflBce,  commits  to  the  record 
the  negative  report  of  "O.K."  or 
"Found  child  in  good  condition — 
seems  happy."  It  is  rather  such  over- 
sight of  a  child  and  his  family  as  shall 
provide  him  with  an  environment 
which  shall  be  a  constant  justification 
for  the  assumption  that  the  super- 
vising society  is  constructively  shaping 
the  life  of  a  future  citizen. 

The  following  is  an  illustration  of  a 
failure  to  give  adequate  family  super- 
vision, whereby  an  investment  became 
a  wasteful  extravagance:  A  child- 
placing  society  took  into  its  care  three 
small  children.  The  plan  as  revealed 
by  the  record  was:  "Place  Mary, 
Jeanie  and  Curtis  while  mother,  whose 
prognosis  is  good,  takes  treatment  at  a 
tuberculosis  sanatorium.  Aunt  Jeanie 
will  take  Sophie.  As  soon  as  father 
gets  employment  he  should  contribute 
towards  support  of  the  children."  All 
three  children  were  young,  normal 
physically  and  mentally.  It  was  com- 
paratively easy  to  place  them  together 
in  an  approved  foster  home  favorably 
known  to  the  society  through  repeated 
use.  It  was  known  from  the  first  that 
only  by  constant  oversight  could  the 


mother  be  prevailed  upon  to  stay  her 
allotted  time  at  the  sanatorium  and 
thus  effect  a  cure.  The  foster  mother's 
interest  was  secured  and  she  wrote 
weekly  to  her,  giving  encouraging  re- 
ports regarding  the  children's  progress. 
Hard  times  continued  to  make  it 
difficult  for  the  father  to  get  more  than 
casual  occupation.  Though  the  chil- 
dren's visitor  made  suggestions  of 
work  opportunities  by  letter  and  urged 
him  to  come  to  the  office,  she  did  not 
go  to  see  him  and  she  did  not  personally 
visit  the  mother  at  the  sanatorium. 
Meanwhile  she  visited  the  children 
with  conscientious  frequency,  seeing 
them  in  their  foster  home  and  at  school. 
They  were  taken  to  the  dentist,  their 
adenoids  were  removed  and,  last  but 
not  least,  they  went  to  the  circus. 
The  father  found  time  and  money  to 
visit  his  wife  and  childr^,  but  did  not 
contribute  a  cent  for  their  support  or 
volunteer  any  explanation  of  this 
delinquency. 

And  then  the  visitor  learned  quite 
by  accident  that,  against  advice,  the 
mother  had  discharged  herself  from 
the  sanatorium  and  was  living  with 
her  husband  in  furnished  lodgings. 
Their  own  furniture,  not  yet  paid  for 
on  the  installment  plan,  was  still  in 
storage.  Meanwhile,  the  aunt  who 
had  taken  Sophie  had  decided  that 
if  the  mother  were  home  she  might  as 
well  have  her  child  while  she,  the 
aunt,  took  a  much  desired  vacation. 
The  society  was  caring  for  the  other 
children  under  these  adverse  home 
conditions.  It  had  failed  through  lack 
of  family  supervision  to  impress  upon 
these  parents  the  significance  of  the 
whole  plan  and  their  part  in  it. 

A  more  constructive  bit  of  family 
supervision  of  placed-out  children  is 
the  following:  "Mrs.  M ,  a  de- 
serted wife,  asked  a  child-placing  so- 
ciety to  care  for  her  three  children, 
fourteen,    nine,    and    two    years    old. 
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respectively.  The  home  was  already 
broken  up.  The  father,  immoral  and 
a  bigamist,  had  been  gone  a  year. 
The  mother's  physical  condition  was 
such  that  an  operation  followed  by  a 
long  rest  was  imperative.  The  chil- 
dren were  placed  by  the  society;  hos- 
pital treatment  and,  later,  convalescent 
care  were  arranged  for  the  mother.  She 
dreaded  the  ordeal  and  had  to  be  en- 
couraged step  by  step.  So  too  she 
had  to  be  encouraged  in  regard  to 
tracing  and  prosecuting  her  husband. 
But  a  patient,  painstaking  and  re- 
sourceful visitor  saw  her  frequently 
and  together  they  worked  out  the 
future.  At  the  end  of  a  year,  the 
mother's  health  restored  and  regular 
weekly  payments  coming  from  her 
husband,  an  apartment  was  leased, 
furniture  bought  and  the  home  re- 
established. At  this  point  Mothers' 
Aid  was  secured  and  the  children  re- 
turned to  their  mother.  Even  then, 
supervision  continued  for  a  year  to 
make  sure  that  all  was  well.  At  the 
end  of  the  year  this  family  was  retired 
to  a  "perennial  inquiry"  list,  a  yearly 
follow-up  that  is  something  less  than 
supervision,  but  which  affords  evi- 
dence of  results  both  good  and  bad 
and  serves  to  check  up  the  work  of  a 
society. 

And  what  of  supervision  of  placed- 
out  children  themselves?  They 
should  be  so  cared  for  that  when  the 
time  comes  for  return  to  their  families, 
defects  of  body,  brain  and  character 
that  can  be  corrected  shall  have  been 
remedied.  The  tendency  of  the  curve 
of  the  chart — spiritual  as  well  as  phys- 
ical— should  be  upward,  depending  in 
degree  upon  the  qualities  with  which 
the  children  are  originally  endowed  and 
the  period  they  are  under  supervision. 
And  for  those  who  are  permanently 
separated  from  their  kin  there  is  an 
even  greater  obligation,  for  they  suffer 
from  a  handicap  that  entitles  them  to 


very  special  watchfulness  and  solici- 
tude. 

Essentials  to  Good  Placing-Out 

We  would  unhesitatingly  place  per- 
sonality and  training  of  the  supervising 
visitor  as  the  first  essential  to  good 
placing-out.  And  this  priority  is  not 
in  any  way  belittling  but  rather  em- 
phasizing our  second  requirement,  a 
good  foster  home.  It  is  because  the 
selection  of  the  home  depends  in  the 
first  place  on  the  judgment  and  char- 
acter of  the  visitor  and  also  because 
she  has  it  so  much  within  her  power  to 
develop  that  home  through  proper  use 
to  greater  service,  that  we  class  her 
personality  and  training  as  of  prime 
importance.  A  social  worker  with 
imagination  may  make  admirable  use 
of  a  home  that  looks  useless  at  the 
outset.  The  writer  recalls  such  an 
instance.  A  fourteen  year  old  colored 
sex  offender,  possibly  feeble-minded, 
had  contaminated  the  children  in  her 
own  neighborhood  and  was  a  menace 
to  them  and  to  herself.  She  needed 
intelligent  observation  in  family  and 
school  life  before  the  doctor  could 
diagnose  her  as  suitable  for  institu- 
tional care.  The  problem  was  how  to 
give  the  child  her  due  and  to  give  it 
without  danger  to  others.  An  intelli- 
gent childless  couple,  colored  of  course, 
living  in  a  rural  community  away  from 
neighbors  was  found  willing  to  under- 
take the  task;  but  when  the  school 
situation  was  investigated,  it  was  dis- 
covered there  was  a  barge  ride  of  some 
two  miles.  Determined  to  master 
this  difficulty,  the  resourceful  visitor 
prevailed  upon  a  well-to-do  white 
neighbor  to  allow  the  child  to  go  back 
and  forth  to  school  daily  in  her  limou- 
sine with  her  own  little  daughter  who 
was  always  accompanied  by  a  maid. 
Thus  the  problem  was  solved  and  it 
took  only  a  few  months  to  determine 
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that  the  httle  colored  girl  needed  cus- 
todial care. 

The  supervision  and  education  of 
foster  parents  by  the  visitor  is  as  im- 
portant as  her  direct  contacts  with  the 
children,  especially  the  younger  ones. 
Given  the  essentials  of  character  and 
an  economic  status  that  is  above  the 
j)overty  line,  many  a  foster  home  of 
otherwise  indifferent  development  can, 
with  judicious  oversight,  be  brought 
into  far  greater  usefulness  than  at 
first  appears  possible.  In  communi- 
ties where  placing-out  has  been  car- 
ried on  a  long  time  and  where  foster 
homes  are  difficult  to  obtain  in  suf- 
ficiently large  numbers,  this  is  an 
especially  important  point.  Another 
and  perhaps  an  even  more  significant 
reason  for  working  through  foster 
parents  as  well  as  directly  with  the 
child,  is  the  more  natural  relations 
which  it  establishes  for  him  with  the 
family.  The  more  a  child  becomes 
truly  a  member  of  the  foster  family, 
and  the  more  he  can  be  identified 
with  their  community,  the  less  he  con- 
siders himself  and  is  looked  upon  by 
others  as  belonging  to  a  group  of  de- 
pendents. 

In  referring  to  the  responsibility  of 
the  state  for  children  in  need  of  special 
care,  Robert  W.  Kelso  says:' 

It  is  necessary  to  the  advancement  of 
any  community  that  the  forthcoming 
generation  be  superior  physically  and 
mentally  to  the  generation  out  of  which  it 
springs.  Consequently,  organized  society 
owes  to  the  growing  rhild  who  is  in  need  of 
special  care  sufficient  {jrotection  to  render 
reasonably  prohaljje  his  iip-growth  to  the 
age  of  self-support  with  physical  health  and 
intellectual  attainment  equal  to  that  of 
the  average  child  in  the  community. 

The  economic  wastefulness  of  merely 
patching  up  broken  down  human 
machines    is    acknowledged.     Health 

1  Standards  of  Child  Welfare,  Children's  Bureau 
Publication  no.  60,  p.  307. 


movements  throughout  the  country 
encourage  prenatal  and  postnatal  care 
for  mothers.  The  Children's  Bureau, 
to  stimulate  interest  in  the  early  es- 
tablishment of  a  sound  body,  undertook 
the  weighing  and  measuring  of  all  the 
young  children  of  the  nation.  Nearly, 
if  not  quite  one-third  of  the  states 
now  have  some  measure  of  physical 
inspection  and  physical  education  in 
the  schools.  Dental  clinics,  school 
doctors  and  school  nurses  testify  to 
the  change  in  emphasis  from  allevia- 
tion to  prevention. 

Requirements  of  Good  Supervision 
OF  Placed-Out  Children 

1.  Physical  Care 

Good  supervision  for  the  placed-out 
child  means,  first  of  all,  a  thorough 
preliminary  physical  examination  by 
a  competent  physician.  Remediable 
defects  should  be  corrected.  But  this 
alone  is  not  sufficient.  Periodic  re- 
examinations must  be  given.  Only 
in  this  way  can  minor  ailments  be 
detected  and  incipient  conditions  ar- 
rested. If  it  be  argued  that  such  care 
is  more  than  the  average  child  in  the 
community  receives  today,  what  shall 
be  said  of  the  dependency  handicap 
from  which  our  placed-out  child  suf- 
fers, and  which  the  child  in  his  own 
home  never  knows?  This  alone  would 
justify  any  additional  safeguards  that 
may  be  thrown  around  the  placed-out 
child.  If  the  vicious  circle  of  depend- 
ency is  to  be  broken  and  the  child  escape 
the  fate  of  his  parents;  if,  in  other 
words,  he  is  to  become  a  self-sustain- 
ing citizen  and  an  asset  rather  than  a 
liability  to  society,  it  will  be  because 
his  opportunities  have  been  increased 
and  his  power  of  resistance  to  things 
physically  and  morally  evil  has  been 
strengthened.  The  line  of  least  resist- 
ance for  dependents  is  down  stream.  It 
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takes  a  strong  pull  and  a  long  i)ull  to 
head  them  uj)  stream. 

2.  Diagnosis  of  Mental  Abilities 

Routine  mental  examinations  for 
children  have  not  been  thought  as 
important  as  physical,  but  there  is  a 
growing  appreciation  of  their  value. 
Here  again,  as  in  medicine,  we  began 
by  stressing  the  abnormal,  the  feeble- 
minded and  the  insane.  For  this 
reason  a  certain  stigma  has  attached 
itself  to  these  examinations,  at  least 
in  the  minds  of  the  subjects  and  their 
parents.  But  w^hen  the  emphasis  is 
placed  on  prevention,  on  the  positive 
value  of  mental  tests  as  an  aid  to  voca- 
tional guidance,  cooperation  is  sub- 
stituted for  antagonism.  It  is  as  im- 
portant that  special  abilities  shall  be 
encouraged  as  it  is  that  dangerous 
types  shall  be  segregated.  Special 
classes  for  the  intellectually  superior 
child  are  coming,  more  slowly,  per- 
haps, but  none  the  less  surely  than 
special  classes  for  the  backward. 

Well-rounded  placing-out  super- 
vision includes  a  diagnosis  of  the  men- 
tal abilities  and  limitations  of  each 
child.  Such  examinations  should  al- 
ways be  given  either  by  a  competent 
psychiatrist  or  psychologist.  Nothing 
is  more  dangerous  than  the  dilettante 
dabbling  by  social  workers  or  teachers 
in  this  subject.  Important  as  we  be- 
lieve the  routine  mental  examination 
to  be,  we  would  rather  see  it  omitted 
than  given  by  an  unqualified  person. 
Intelligence  quotients  and  mental  age 
levels,  if  taken  by  themselves  unre- 
lated to  other  equally  important  fac- 
tors, are  usually  misleading  and  often 
pigeon-hole  a  child  in  a  most  unfair 
manner.  Rightly  interpreted,  they 
are  a  great  aid  to  the  understanding 
and  fair  treatment  of  the  child.  Social 
workers  who  supervise  children  should 
be  in  close  consultation  with  the  psy- 
chiatrist who  will  depend  for  much  of 


his  data  on  the  child's  reactions  to 
environment  reported  to  him  by  the 
social  worker.  Together  they  will 
work  out  a  program  that  shall  be  best 
adapted  to  the  child's  particular  needs. 

3.  Religious  Training 

Religious  training  is  too  often  but 
slightingly  regarded.  It  must  be 
given  in  definite  form  to  the  placed- 
out  child  and  no  merely  negative  atti- 
tude towards  this  vital  matter  should 
be  tolerated.  A  placed-out  child  has 
a  right  to  be  put  with  a  family  of  his 
own  faith  where  he  will  receive  definite 
religious  training.  It  is  part  of  good 
supervision  to  follow  him  into  his  Sun- 
day school  and  church  relations.  So 
long  as  denominational  differences 
exist,  care  should  be  exercised  to  insure 
the  continuous  upbringing  of  a  Prot- 
estant child  in  the  particular  denom- 
ination to  which  his  parents  recognize 
allegiance.  In  taking  this  position 
we  are  conscious  that  it  is  not  a  popular 
view,  and  may  not  at  first  seem  to 
square  wuth  the  religious  tolerance 
with  which  we  are  in  entire  accord. 
In  our  experience  we  have  seen  many 
a  Protestant  child  given  such  a  medley 
of  religious  instruction  in  the  course 
of  his  journeyings  from  one  foster  home 
to  another  that  he  has  growoi  up,  not 
with  a  breadth  of  view  and  tolerance 
on  religious  matters  but  rather  with  a 
total  disregard  for  worship  in  any 
form.  Roman  Catholic  and  Jewish 
children  are  already  safeguarded  in 
this  particular.  Childhood  is  not  the 
time  to  leave  a  human  being  adrift  in 
matters  w^hich  relate  to  his  soul's 
needs.  If  he  is  to  develop  spiritually 
as  well  as  physically  and  morally,  he 
must  receive  religious  education  quite 
as  definitely  and  regularly  as  he  re- 
ceives instruction  in  the  three  R's 
and  the  moral  code.  Later  in  life  he 
will  thus  be  better  prepared  to  select 
for  himself  that  form  of  worship  that 
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appeals  most  strongly  to  him,  and  only 
thus  will  he  have  a  foundation  on  which 
to  build  his  own  faith. 

4.  Recreational  Facilities 

Play  is  growth  under  the  supervision 
of  the  great  achieving  instincts,  the  chief 
of  which  are  hunting,  fighting,  creation, 
rhythm,  nurture,  curiosity  and  team  play. 
They  form  the  constant  element  in  the 
child's  life  and  become  the  warp  of  the 
resulting  fabric- 
Very  glibly  the  formula  that  recrea- 
tion is  vital  to  the  all-round  develop- 
ment and  gro^i:h  of  the  individual  is 
repeated,  and  yet  how  comparatively 
little  is  done  about  it.  As  part  of  a 
constructive  program  for  the  super- 
vision of  placed-out  children,  it  is  sure 
to  be  given  more  emphasis  in  the  future 
than  in  the  past.  Beginning  with  the 
need  of  the  infant  for  self-expression, 
this  instinct  must  be  given  opportunity 
for  growth.  It  is  a  well  recognized 
fact  that  babies  do  not  thrive  on  the 
congregate  plan.  Froebel  tells  us  that 
no  matter  how  complete  the  physical 
surroundings,  there  is  nothing  that 
replaces  the  mother  who,  through  her 
natural  contacts,  develops  the  i)lay 
spirit  essential  to  physical  growi:h  and 
even  to  life  with  the  very  young. 
Later  on,  play  has  moral  and  spiritual 
significance. 

Each  age  period  has  its  special  play 
features.  The  dramatic  age  when  the 
imagination  must  be  wisely  guided  is 
followed  by  the  age  of  reality.  Then 
wholesome  outdoor  sports  make  their 
appeal.  An  opportunity  is  afforded 
to  develop  team  spirit  and  an  obliga- 
tion towards  the  rights  of  others. 
Play  rightly  directed,  puts  a  restraint 
on  present  gratification  for  future  gain. 
It  is  the  medium  in  which  self-mas- 
teri'  and  loyalty  towards  others  is 
developed.  Foster  mothers  should  be 
led  to  regard  as  essential,  recreation 

^  Play  in  Education,  by  Joseph  Lee,  p.  62. 


adapted  to  the  age  and  condition  of 
each  child. 

For  the  older  children,  gymnasium, 
Boy  and  Girl  Scout  activities,  skating, 
swimming  and  even  dancing  and  music 
lessons,  all  in  their  ])roper  sequence 
and  in  accordance  with  the  needs  of  the 
individual  child,  should  be  arranged, 
always  under  careful  supervision. 
Necessary  attendant  fees  should  be 
borne  cheerfully  by  the  agency  and 
recognized  as  legitimate  expenses  like 
eye-glasses  and  dentistry. 

5.  Adequate  Clothes,  Etc. 

The  limits  of  this  article  forbid  more 
than  passing  reference  to  such  a  detail 
of  supervision  as  clothing,  more  im- 
portant in  character-building  than 
many  realize.  The  self-respect  en- 
gendered in  a  fourteen-year-old  girl 
who  is  allowed  to  make  her  own  pur- 
chases under  supervision  and  who 
thereby  receives  perhaps  her  first  lesson 
in  thrift  and  true  economy,  can  best  be 
appreciated  by  those  who  have  wit- 
nessed the  change  wrought  by  this 
means  in  such  a  girl  who  has  lived  not 
merely  in  "hand-me-downs,"  from 
older  brothers  and  sisters,  but  in  cast- 
off  garments  donated  by  strangers. 
A  suit  "like  other  folks'  "  contains  a 
powerful  psychological  impetus  to- 
wards better  human  behavior  than  we 
are  prone  to  believe. 

Thriftlessness,  lack  of  fore-thought, 
inability  to  save  for  a  rainy  day  grow 
out  of  early  environment  and  poor 
home  training.  The  majority  of  de- 
pendent families  come  from  homes 
where  living  is  a  hand-to-mouth  affair. 
A  placing-out  society  has  a  wonderful 
opportunity  through  its  controlled 
environment  to  teach  budgetii  g  at  an 
early  age.  Allowances  from  five  to 
twenty-five  cents  a  week  have  great 
educational  value.  Whenever  foster 
parents  can  give  an  allowance  to  chil- 
dren too  young  to  earn  small  amounts, 
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they  should  be  encouraged  to  do  so. 
Whenever  they  cannot  do  it  themselves, 
it  should  be  considered  a  legitimate 
charge  upon  the  society's  funds.  In 
every  instance,  the  child  should  be 
held  to  give  a  strict  account  of  the 
money  and  be  taught  to  budget  it  for 
benevolence,  gifts,  recreation  and  sav- 
ings. The  age  and  development  of  a 
child  should  control  the  amount  of  the 
allowance,  but  a  small  one  carries  fully 
as  great  educational  value  as  a  large. 
Later  on,  boys  and  girls  alike  should 
be  encouraged  to  earn  small  amounts 
by  doing  errands,  picking  berries, 
wheeling  a  baby  for  a  neighbor  and  the 
like,  and  these  small  earnings  should 
gradually  replace  the  allowance. 

Supervision  of  the  sort  we  have  in 
mind  cannot  be  given  to  a  group  of 
children  exceeding  forty.  The  group 
should  be  smaller  if  any  considerable 
number  of  babies,  unmarried  mothers 
or  other  special  problems  is  included. 
Distance  of  the  foster  home  from  the 
office  as  well  as  accessibility  are  among 
other  considerations. 

6.  Frequent  Visits 

One  frequently  hears  the  query, 
"How  often  ought  placed-out  children 
to  be  visited?"  Supervision  means  so 
much  more  than  merely  visiting  that 
one  hesitates  to  say  how  often  a  visit 
should  be  made  to  the  foster  home. 
As  a  guide,  but  not  as  a  rule,  the 
writer  feels  that  any  child  who  has  not 
been  seen  in  his  foster  home  for  two 
months  is  in  danger  of  being  neglected. 
As  a  safeguard  against  this,  certain 
agencies  require  the  visitor  to  report 
such  children  to  a  supervisor.  Cir- 
cumstances may  justify  the  visitor  in 
having  let  this  interval  elapse.  Never- 
theless, it  is  a  danger  signal  and  should 
be  watched  by  a  supervisor.  Con- 
trariwise, a  child,  especially  when  he 
first  comes  into  care  and  has  been 
placed  in  a  home  that  is  new  to  the 
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society  as  well  as  to  him,  may  be  visited 
to  advantage  weekly  or  oftener.  Ad- 
justments between  foster  parents  and 
children  are  facilitated  by  sympathetic 
oversight.  A  dictatorial  overlord  at- 
titude on  the  part  of  the  visitor  must 
never  be  indulged  in  and,  above  all, 
anything  approaching  a  spy  attitude 
should  be  discouraged.  Rather  should 
there  be  established  a  frank  comrade- 
ship whereby  the  visitor  is  accepted  as 
next  friend,  but  a  companionship  that 
in  no  way  sets  aside  the  child's  rela- 
tionship to  the  foster  home.  It  is  a 
delicate  balance  to  maintain,  this  ul- 
timate responsibility  of  a  society  for 
the  welfare  of  the  child  and  the  develop- 
ment of  an  at-home  atmosphere  be- 
tween foster  parents  and  children. 
Those  who  have  done  it  testify  that  it 
is  a  workable  adjustment. 

Summary 

To  sum  up  the  principles  of  wise 
placing-out : 

1.  Children  should  be  separated 
from  their  own  families  only  after  all 
practical  measures  have  been  exhausted 
for  continuing  or  making  possible 
reasonably  good  family  life. 

2.  When  it  is  clearly  indicated  that 
the  family  cannot  be  maintained  with 
advantage  to  the  group,  and  placing- 
out  is  shown  to  be  desirable  for  the 
child,  and  when  it  may  be  looked  upon 
as  treatment  designed  to  reestablish 
the  child  in  his  own  home,  or  when  this 
is  impossible,  to  set  him  on  the  road 
to  maintaining  an  honest  and  indus- 
trious life,  then : — 

3.  Such  constructive  supervision 
shall  be  given  the  child  and  his  family 
as  shall  tend  to  correct  the  conditions 
which  made  the  separation  necessary. 

4.  The  placed-out  child,  being  under 
a  dependency  handicap  by  virtue  of 
his  lack  of  parental  care,  needs  all  the 
safeguards  and  opportunities  for  a  full 
development  of  his  powers  that  the 
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average  child  in  the  community  needs, 
j)kis  special  safeguards  and  even  greater 
opportunities  because  of  the  handicap 
from  which  he  suffers. 

When  we  speak  of  dependency  we  do 
not  Hmit  ourselves  to  economic  de- 
pendency; on  the  contrary  we  would 
include  the  child  dependent  upon 
others  than  his  natural  protectors  for 
love  and  sympathy  and  understand- 
ing. Nothing  can  replace  the  mother 
who,  looking  into  her  child's  face,  sees 
her  own  and  her  husband's  weaknesses 
and  strength  reflected  there  and  seeing 
knows  and  understands  and  loves  and 
forgives  as  no  other  human  being  ever 
can  do.  Nothing  that  human  in- 
genuity can  devise  will  replace  good 
parental  care  in  the  life  of  a  child.  In 
spite  of  all  our  efforts,  preventive  and 
remedial,  many  thousands  of  children 
fail  of  this,  their  just  due.  When  this 
happens,  whether  through  the  fault  of 


the  individual  or  of  society,  it  is  so- 
ciety's obligation  and  its  own  safeguard 
to  give  the  best  substitute  possible. 
For  most  children  this  is  a  foster  home, 
carefully  selected  with  the  needs  of 
the  individual  child  in  mind,  and  super- 
vised by  a  naturally  endowed,  well 
educated  and  specially  trained  person 
who  has  the  fundamental  qualities  of 
tact,  humor  and  love  of  her  kind. 

Time  was  when  any  well  disposed 
decadent  female  of  uncertain  years 
was  thought  equal  to  the  task  of  di- 
recting the  lives  of  placed-out  chil- 
dren. Today  the  job  is  looked  upon 
as  of  such  importance  and  dignity  that 
it  ranks  as  a  type  of  work  which  calls 
for  careful  preparation  and  study  of 
the  technique  of  case  work.  The  social 
surgery  which  is  implied  in  the  separa- 
tion of  a  child  from  his  family  is  a  task 
big  enough  to  challenge  the  interest  of 
the  best  minds. 


Social  Responsibility  for  the  Protection  of  Children 
Handicapped  by  Illegitimate  Birth 

By  Katharine  F.  Lenroot 
Director,  Editorial  Division,  Children's  Bureau,  United  States  Department  of  Labor 


IN  its  bearings  upon  social  standards, 
family  relationships,  infant  mor- 
tality, dependency  and  neglect,  illegit- 
imacy occupies  a  place  of  more  than 
usual  interest.  Among  all  races  and 
peoples  from  the  time  of  the  establish- 
ment of  the  marriage  institution,  the 
problem  of  birth  out  of  wedlock  has 
been  present.  As  marriage  became  in- 
terwoven with  private  property  and 
inheritance  rights,  the  stigma  upon 
illegitimacy  increased,  and  also  the 
hazards  to  which  the  child  born  out  of 
wedlock  was  subjected.  In  an  effort  to 
prevent  illegitimacy  and  to  stamp  out 
infanticide,  which  was  alarmingly  prev- 
alent, Church  and  state  in  the  Middle 


Ages  imposed  drastic  penalties  upon 
the  mothers.  The  children  were  de- 
prived of  civil  and  ecclesiastical  rights; 
though  during  this  period  the  begin- 
nings of  the  modern  movement  for  the 
protection  of  such  children  were  seen  in 
the  establishment  of  foundling  asy- 
lums, with  their  tours  in  which  children 
could  l)e  left  secretly. 

Modern  times  have  seen  a  marked 
change  in  the  attitude  of  society  toward 
the  child  born  outside  the  sanction  of 
the  law,  though  only  within  recent 
years  has  this  altered  point  of  view 
been  crystallized  into  legal  form. 
From  the  decree  of  Napoleon  forbid- 
ding inquiry  into  paternity,  it  is  a  long 
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step  to  the  French  laws  permitting 
such  inquiry,  enacted  shortly  before 
the  War,  and  the  proposal  for  more 
thorough  enforcement  of  paternal  re- 
sponsibility, made  by  a  French  dele- 
gate to  the  Second  International  Con- 
gress for  Child  Welfare  held  in  Brussels 
in  July  of  this  year.  In  England,  under 
the  common  law  the  child  of  illegiti- 
mate birth  has  been  termed  "filius 
nullius,"  and  the  only  recognition  of 
responsibility  on  the  part  of  the  parents 
for  his  support  has  been  under  the  poor 
law  or  governed  by  its  policies ;  but  only 
recently  a  strong  reform  movement  has 
been  led  by  the  National  Council  for 
the  Unmarried  Mother  and  Her  Child. 
A  bill  backed  by  the  National  Coun- 
cil and  for  some  time  pending  in 
Parliament,  recognizes  that  the  child 
born  out  of  wedlock  has  two  parents, 
both  having  certain  obligations  toward 
their  offspring,  and  that  the  state  owes 
especial  protection  to  all  such  children. 
A  substitute  bill,  much  modified,  is 
now  before  Parliament.^  But  it  is  the 
Scandinavian  countries — first  Norway 
and  then  Sweden — which  have  led  in 
enacting  legislation  assuring  to  the 
child  of  illegitimate  birth  some  approx- 
imation of  the  parental  care  and  sup- 
port accorded  the  child  born  in  wed- 
lock. 

In  the  United  States,  illegitimacy 
legislation  has  mainly  followed  the 
English  precedents.  It  is  only  within 
the  last  ten  or  twelve  years  that  a 
movement  has  developed  which  has 
already  placed  upon  the  statute  books 
of  several  states  more  just  and  ade- 
quate laws,  based  upon  the  theory  that 
the  children  are  innocent  and  that,  so  far 
as  such  advantages  can  be  secured  by 
legal  and  social  measures,  they  are  en- 
titled to  the  same  benefits  of  home  life 

^  For  debates  on  the  English  bill,  see  Parlia- 
mentary Debates.  H.  C,  Vol.  128,  No.  57.  See 
also  Maternity  and  Child  Welfare,  London,  Vol. 
5,  No.  4  (April,  1921),  p.  105. 


and  parental  care  as  are  enjoyed  by 
children  of  more  fortunate  birth. 

The  Prevalence  of  Birth  Out  of 
Wedlock 

In  the  United  States  it  is  very  diflS- 
cult  to  secure  adequate  data  on  the 
prevalence  of  birth  out  of  wedlock, 
even  in  the  states— comprising  58.6  per 
cent  of  the  total  population — which 
are  now  included  in  the  birth  registra- 
tion area.  The  proportion  of  unregis- 
tered illegitimate  births  is  undoubtedly 
greater  than  the  proportion  of  unreg- 
istered legitimate.  The  entry  of  in- 
correct information  on  the  birth  cer- 
tificate further  invalidates  the  figures, 
and  the  failure  of  many  states  and 
cities  to  compile  separate  statistics 
for  illegitimate  births  reduces  still  fur- 
ther, the  amount  of  information  avail- 
able. The  figures  that  can  be  obtained 
indicate  a  problem  not  so  great  in  ex- 
tent as  in  most  European  countries,^ 
but  of  sufficient  proportions  to  demand 
serious  attention  and  study.  In  eight 
states  in  the  birth  registration  area  in 
1915,  the  number  of  live  births  re- 
ported as  illegitimate  per  1,000  single, 
widowed,  and  divorced  women  of  child- 
bearing  age  (15  to  44  years)  was  4.6. 
This  percentage  was  lower  than  in  any 
European  country  for  which  figures 
were  obtained  except  Ireland. 

In  most  states  for  which  data  can  be 
secured,  the  percentage  of  illegitimate 
live  births  ranges  from  seven-tenths  of 
one  per  cent  to  2.4,  if  Negro  births  in 
states  having  large  Negro  populations 
are  excluded.  Table  1  shows  the  per 
cent  of  illegitimate  live  births  in  28 
states,  22  of  which  are  now  in  the  birth- 
registration  area. 

In  twenty-one  cities  having  more 
than  100,000  population,  statistics  of 
illegitimate   births   are   available   and 

^  For  prevalence  in  Europe,  see  U.  S.  Children's 
Bureau,  Illegitimacy  as  a  Child  Welfare  Problem. 
Part  1,  Washington,  1920.     Pp.  10-15. 
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TABLE  1 

Per  Cent  of  Live  Births  Reported  Illegitimate  in  Twenty-Eight  States  of  the 

United  States  * 


State 


Alabama: 

White 

Negro 

Connecticutt .  •  . 

Indianaf 

Kansast 

Kentucky  if 

WTiite 

Negro . 

Mainef 

Maryland -t 

White 

Negro 

Massachusettsf . 

Michiganf 

Minnesota! 

Missouri 

Nevada 

New  Hampshiref 

New  Yorkf 

North  Carolina:! 

White 

Negro 

Ohiot 

Oklahoma: 

WTiite 

Negro 

Indian 

Oregon! 

Pennsylvania!  •  • 
Rhode  Island! .  . 
South  Carolina:! 

White 

Negro 

South  Dakota .  . 
Texas 

WTiite 

Negro 

Utah! 

Vermont! 

Virginia:! 

White 

Negro 

Washington!  •  •  ■ 
Wisconsin 


1915 

1916 

1917 

1918 

1919 

1.0 

0.9 

0.9 

0.8 

0.9 

14.1 

13.7 

12.8 

10.0 

11.6 

1.1 

1.0 

0.9t 

l.lt 

i.o! 

1.4 

1.5 

1.4 

1.4 

1.5 

0.7t 

0.6t 

0.7t 

I.OJ 

0.7! 

1.0! 

7.51 

8.6t 

10.4! 

i.ot 

0.8J 

1.1! 

2.4 

2.2 

1.7t 

1.8! 

1.9! 

20.7 

20.5 

17.lt 

17.1! 

18.0! 

2.3 

0,8t 

0.7! 

1.0! 

1.7 

1.2t 

1.2! 

1.31 

2.0 

1.9 

1.8 

1.9 

1.8 

2.1 

2.2 

2.4 

2.3 

2.9 

0.9 

1.9 

1.0 

0.3 

0.5 

0.8 

1.1 

1.1 

1.2 

1.1 

1.0 

0.9! 

1.0! 

i.ct 

1.4! 

1.51 

12.5! 

11.4! 

11.51 

•' 

1.31 

1.3! 

1.51 

0.8 
6.1 
2.5 
1.41 

2.0 

1.8 

1.8! 

1.8! 

1.91 

1.5 

1.3 

1.2 

1.4 

1.3 

1.71 
13.61 

0,8 

0.9 

0.9 

0.7 

0.9 

1.0 

1.0 

1.2 
0.6 

7.8 

1.2 

0.8 

0.7 

0.7 

0.8! 

0.8! 

1.9 

1.4 

1.8 

1.31 

1.91 

2.0 

1.8 

1.8! 

14.3 

13.3 

13.01 

0.9t 

0.8! 

i.ot 

1.4 

1.6 

1.5 

1.5! 

1.21 

*  Unless  otherwise  indicated,  the  data  were  furnished  by  state  departments  of  health  and  bureaus 
of  vital  statistics.  For  figures  for  earlier  years,  see  Illeijilimacy  as  a  Child  Welfare  Problem,  Part  I, 
cited  above,  p.  23.  In  some  states  it  was  impossible  to  tell  with  absolute  certainty  whether  or  not 
stillbirths  were  included  in  the  number  of  births,  especially  in  the  number  of  illegitimate  births. 

!  States  now  in  the  United  States  birth  registration  area. 

1  U.  S.  Bureau  of  the  Census:  Birth  Statistics  for  the  Birth  Registration  Area  of  the  United  States, 
1917.  1918.  1919.     Washington,  1919,  1920,  1921. 
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are  given  in  Table  2.  The  percentages 
for  most  of  these  cities  are  larger  than 
those  for  the  states  in  which  they  are 
located. 

In  1919,  the  Children's  Bureau  made 
an  estimate  of  the  total  yearly  average 
of  white  illegitimate  births  in  the 
United  States,  by  applying  the  average 
number  of  illegitimate  births  per  1,000 
single,  widowed,  and  divorced  white 
women  of  child-bearing  age  in  the  six- 
teen states  for  which  statistics  were 
available,  to  the  estimated  number  of 
all  such  women  in  the  country.  From 
this  estimate,  it  appears  certain  that  at 
least  32,000  white  children  are  born  out 


of  wedlock  each  year.^  To  what  haz- 
ards these  unwanted  and  unwelcomed 
babies  are  subjected  will  be  shown  later 
in  this  discussion. 

The  Background  of  Illegitimacy 

Who  are  the  mothers  and  fathers  of 
these  many  thousands  of  children  born 
out  of  wedlock  each  year?  With  what 
heritage  are  the  children  endowed? 
What  are  the  possibilities  of  care  by  the 
mothers  and  fathers,  and  to  what  ex- 
tent is  the  protective  aid  of  the  com- 
munity, exercised  through  public  or 
private  agencies,  a  necessity?  All 
these   questions   are   involved   in  the 


TABLE  2 

Per  Cent  of  Live  Births  Reported  Illegitimate  in  Twenty-One  Cities  of  the 
United  States  Having  More  Than  100,000  Population  * 


CiTT 

1915 

1916 

1917 

1918 

1919 

1920 

Baltimore: 
White 

3.1 
24.5 
4.6 
2.1 
3.8 
2.3 
2.8 
2.6 
3.7 
1.8 
6.1 
2.6 
4.3 
1.4 
1.2 
2.7 
3.0 
2.1 
3.7 
5.1 
2.6 

2.3 
19.5 

2.6 

22.7 

2.2 
2.8 

2.9 
2.1 
4.1 
1.9 
6.2 
2.8 
4.0 
1.3 
1.1 
2.4 

•  4 

1.7 
3.9 
4.5 
1.7 

1.6 

18.2 

2.1 
21.6 

2.5 
2.3 

3.6 
2.0 
3.4 
1.9 
7.9 
2.6 
4.0 
1.1 
1.0 
2.3 

•  4 

2.1 
3.6 
5.0 
1.8 

2.3 
18.8 

2.5 
23.1 

1.8 
2.6 
1.2 
4.0 
1.9 
2.9 
2.1 
8.2 
2.3 
3.8 

^4 
2.3 

.4 

2.1 
3.6 

3.8 
1.8 

1.4 
15.9 

1.7 
20.9 

2.2 
3.0 

3.4 
1.7 
3.2 
1.7 
11.9 
2.5 
3.3 

1.1 

2.3 
2.9 
1.6 
4.2 
4.1 
2.0 

1.8 
17.0 

1.3 

Negro 

21.8 

Boston 

Bufifalo 

1.9 

Cincinnati 

2.9 

Cleveland 

Denver    

3.2 

Detroit!    

2.2 

Grand  Rapids,  Mich 

3.2 

Hartford 

2.2 

Kansas  City,  Mo 

13.6 

Milwaukeef 

2.7 

Minneapolis    

3.9 

Newark    

New  York 

1.1 

Philadelphia 

2.6 

Pittsburgh 

2.8 

Providence 

1.8 

St.  Louis 

3.7 

St.  Paul 

3.9 

Toledo 

2.0 

Washington : 

"VMiite 

2.0 

Negro 

15.9 

*  The  data  were  furnished  by  state  or  city  departments  of  health  or  bureaus  of  vital  statistics, 
figures  for  earlier  years,  see  Illegitimacy  as  a  Child  Welfare  Problem,  Part  I,  cited  above,  p.  25. 

t  Includes  stillbirths.  The  percentages _would  have  been  slightly  lower  had  stillbirths 
excluded. 

t  Not  available. 

'  Illegitimacy  as  a  Child  Welfare  Problem,  Part  I,  cited  above,  pp.  26-27. 
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formulation  of  a  wise  social  program. 

Recent  studies  have  shown  that 
many  of  the  mothers — from  one-ninth 
to  about  one-fifth  in  various  groups  for 
which  information  has  been  obtained — 
are  but  children  themselves,  being  un- 
der the  age  of  eighteen  years.  About 
the  same  proportion  of  the  fathers  are 
under  the  age  of  legal  majority.  Avail- 
able information  indicates  that  the 
great  majority  of  the  mothers  are  gain- 
fully employed  prior  to  the  child's 
birth,  chiefly  in  domestic  service  or  as 
semi-skilled  factory  workers.  Almost 
half  the  fathers  are  in  the  ranks  of  semi- 
skilled workers,  laborers  or  servants, 
though  a  large  percentage  are  skilled 
workers  or  clerks  and  kindred  workers. 

One-fifth  of  the  mothers  of  infants 
born  out  of  wedlock  in  Boston  during 
one  year,  for  whom  the  information 
justified  classification  as  to  mental  con- 
dition, were  kno'WTi  to  be  below  normal 
mentally,  8.8  per  cent  having  been 
diagnosed  as  feeble-minded.  These 
are  understatements.  Considering  to- 
gether the  mental  condition  of  parents 
and  maternal  grandparents,  only  frag- 
mentary information  being  available, 
it  was  found  that  of  2,178  children  born 
out  of  wedlock  who  were  under  care  of 
social  agencies,  at  least  19  per  cent  had 
a  heritage  in  which  there  was  known  or 
probable  insanity,  feeble-mindedness, 
or  other  subnormal  or  abnormal  mental 
condition.  In  9  per  cent  of  the  cases 
there  was  definite  feeble-mindedness  or 
insanity  in  the  family  history. 

Repeated  infractions  of  the  moral 
code,  serious  alcoholism,  or  other  anti- 
social characteristics  were  reported  in 
the  histories  of  42  per  cent  of  the  moth- 
ers of  children  born  out  of  wedlock  in 
one  year,  for  whom  social  information 
was  available,  while  the  mothers  of  54 
per  cent  of  the  children  under  care  of 
social  agencies  and  of  the  same  per  cent 
of  children   under  care  of  the  state, 


were  so  reported.  Considering  to- 
gether the  character  of  mother,  father, 
and  maternal  grandparents  for  the 
group  of  2,178  children  under  care  of 
social  agencies,  only  38  per  cent  of  the 
children  had  parents  and  grandparents 
who  were  of  good  character,  so  far  as 
known.  The  mothers,  fathers,  or 
maternal  grandparents  of  62  per  cent 
were  alcoholic,  immoral,  otherwise  de- 
linquent, or  of  poor  character.^ 

The  Hazards  of  Illegitimacy 

Infant  mortality.  Wlierever  com- 
parative figures  are  available  showing 
infant  mortality  rates  among  babies  of 
legitimate  and  of  illegitimate  birth, 
they  tell  the  same  story  of  the  hazard 
to  life  and  health  to  which  the  latter 
are  subjected. 

In  Baltimore  in  1915,  white  children 
of  legitimate  birth  died  at  a  rate  of 
95.9  per  thousand,  while  the  infant 
mortality  rate  for  white  children  of 
illegitimate  birth  was  315.5,  or  3.3  times 
as  great.  In  Milwaukee,  in  the  two- 
year  period  1916-1917,  the  infant  mor- 
tality rate  among  children  born  out  of 
wedlock  was  236.8  i)er  thousand — two 
and  one-fourth  times  as  high  as  the 
rate  for  children  of  legitimate  birth. 
In  Boston,  in  1914,  the  infant  mortality 
rate  based  on  the  number  of  births  and 
of  infant  deaths  in  that  year,  was  95 
for  children  of  legitimate  birth  and  281 
— three  times  as  high — for  those  born 
out  of  wedlock.  Early  separation  of 
the  mother  and  child  and  the  conse- 
quent difficulties  in  feeding  undoubt- 
edly account  in  large  part  for  these 
excessive  rates,  though  the  rate  for 
diseases  of  early  infancy,  closely  asso- 
ciated with  prenatal  and  natal  condi- 
tions, was  in  Boston  nearly  three  times 
as  high  as  the  corresponding  rate  for 
children  of  legitimate  birth.^ 

*  lUvgilimaaj  as  a  Child  Welfare  Problem,  Part 
2,  and  also  Part  3  (in  press). 
*Ibid.,  Part  2,  and  also  Part  3  (in  press). 
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Comparative  Infant  Mortality  Rates  for  Infants  Born  In  Wedlock 
AND  Born  Out  of  Wedlock 


Boston, 

1914 

Born  in 

Born  out 

wedlock 

of 

wedlock 

Baltimore,  1915 
Born  in  Born  out 

wedlock  of 

wedlock 


Deprivation  of  parental  care  and  sup- 
port. By  the  circumstances  of  their 
birth,  children  born  out  of  wedlock  are 
deprived  of  the  care  and  affection  of 
both  parents  given  under  normal  home 
surroundings.  Separation  from  the 
mother  at  a  very  early  age  is  a  com- 
mon experience.  Recognizing  the  re- 
lation between  separation  from  the 
mother  and  infant  mortality,  the  laws 
of  two  states  forbid  the  separation  of 
mothers  and  babies  under  six  months 
of  age,  while  in  a  third  state  and  in  the 
largest  city  of  a  fourth,  the  same  pur- 
pose is  attempted  through  regulations 
by  official  bodies.^ 

A  majority  of  the  children  born  out 

« Maryland,  Laws  1916  c.  210;  North  Carolina, 
Laws  1917  c.  59;  Minnesota,  Joint  Resolution, 
State  Board  of  Health,  State  Board  of  Control, 
1918;  "Milwaukee  Program  for  Unwed  Mothers 
Proves  Value  of  Breast  Feeding,"  by  Louise 
Drury,  The  Crusader,  Vol.  II,  May,  1920,  p.. 18. 


of  wedlock  receive  no  financial  assist- 
ance from  their  fathers.  Of  2,178  chil- 
dren of  all  ages  under  care  of  Boston 
agencies,  the  fathers  of  only  674 — not 
quite  one-third — were  known  to  have 
contributed  in  any  way  to  the  support 
of  the  child  or  to  have  given  the  mother 
financial  assistance;  the  fathers  of  two- 
fifths  of  629  children  less  than  two 
years  of  age  under  care  of  Philadelphia 
agencies,  and  the  fathers  of  three- 
tenths  of  271  children  of  the  same  age 
under  care  of  Milwaukee  agencies,  had 
made  such  contributions,  informally 
or  through  court  action. 

Hereditary  handicaps  and  environ- 
mental difficulties.  The  hereditary 
handicaps  which  are  the  lot  of  many 
children  born  out  of  wedlock  have  al- 
ready been  indicated  in  the  discussion 
of  the  background  of  illegitimacy. 
Besides  being  deprived  in  a  large  pro- 
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portion  of  cases  of  normal  home  life  and 
of  parental  care  and  support,  children 
born  out  of  wedlock  often  suffer  from 
other  environmental  disadvantages,  in- 
cluding extreme  poverty,  poor  living 
conditions,  immorality  or  other  de- 
linquencies on  the  part  of  those  respon- 
sible for  their  care,  and  frequent  shift- 
ings  from  home  to  home  and  from  one 
type  of  care  to  another. 

The  Relation  of  Illegitimacy  to 
Dependency  and  Delinquency 

Illegitimacy  contributes  largely  to 
the  burden  the  public  must  bear  for 
the  care  and  support  of  its  weaker 
members;  dependency  upon  social 
agencies  is  likely  to  begin  earlier  and 
to  last  longer  in  the  case  of  children  of 
illegitimate  birth  than  among  depend- 
ent children  born  in  wedlock — except  in 
those  areas  where  almost  immediate 
adoption  is  the  rule  in  practically 
every  instance  coming  to  the  attention 
of  agencies. 

More  than  one-third  of  the  children 
born  out  of  wedlock  in  Boston  in  one 
year  were,  during  infancy,  given  pro- 
longed care  by  child-caring  or  child- 
protective  agencies.  One-sixth  of  the 
cases  under  care  of  private  child- 
caring  agencies  during  the  year,  con- 
cerned children  of  illegitimate  birth; 
one-ninth,  of  the  cases  under  care  of 
the  public  child-caring  agency  of  the 
city,  and  almost  one-fourth,  of  those 
under  care  of  the  state  child-caring 
agency.^ 

The  relation  between  illegitimacy 
and  juvenile  delinquency  is  naturally 
less  close  than  that  existing  between 
illegitimacy  and  dependency,  but  the 
indications  are  that  children  born  out 
of  wedlock  contribute  more  than  their 
share  to  the  numbers  of  juveniles  who 
come  in  conflict  with  the  law  or  who 
are  wayward  and  difficult  to  control. 

^  Illegitimacy  as  a  Child  Welfare  Problem,  Part 
2,  cited  above. 


Probably  this  may  be  in  part  attributed 
to  the  shifting  of  the  children  from 
home  to  home  and  the  comparative 
readiness  with  which  custodians  who 
are  not  parents  of  the  children  ask  to 
be  relieved  of  their  care  when  they  are 
troublesome. 

Standards  of  Legal  Protection 

In  most  states  the  child  born  out  of 
wedlock  bears  practically  the  same  re- 
lation to  the  mother,  in  matters  of 
support  and  inheritance,  as  the  child  of 
legitimate  birth;  but  in  practically  all 
states,  up  to  the  present  time,  it  has 
been  held  incompatible  with  the  inter- 
ests of  the  legal  family  to  place  the 
child  of  illegitimate  birth  upon  an 
equality  with  the  child  born  in  wedlock, 
with  respect  to  his  claims  upon  the 
father.  North  Dakota  in  1917  and 
Arizona  in  1921,  enacted  laws  declar- 
ing every  child  the  legitimate  child  of 
his  natural  parents  and  entitled  to  the 
same  degree  of  support  and  education 
whether  born  in  wedlock  or  born  out  of 
wedlock.  Certain  states  give  limited 
rights  of  inheritance  from  the  father. 
Iowa,  Wisconsin,  and  Missouri  by  a 
1921  law,  give  rights  of  inheritance 
from  the  father  whose  paternity  has 
been  proved  during  his  life  time.^ 

Special  forms  of  legal  procedure  have 
been  developed  for  the  establishment  of 
paternity  and  the  securing  of  support. 
Extreme  examples  of  the  inadequate 
amounts  specified  in  many  of  these  laws 
are  found  in  the  laws  of  one  state  in 
which  the  judgment  is  for  a  fine  of  $10 
and  a  single  payment  of  $50;  and  in  the 
laws  of  another  where  the  amount  al- 
lowed is  from  $1  to  $3  a  month.*  More- 
over, laws  relating  to  support  are  ren- 
dered still  less  effective  by  the  limited  use 
that  is  made  of  them.    Within  the  past 

*  U.  S.  Children's  Bureau:  Illegitimacy  Laws  of 
the  United  States  and  Certain  Foreign  Countries, 
by  Ernst  Freund,  Washington,  1919,  p.  21. 

» Ibid.,  p.  41. 
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few  years  has  come  a  great  awakening 
of  interest  in  legislation  affecting  chil- 
dren born  out  of  wedlock,  which  for  a 
century  had  been  in  a  static  condition. 
A  law  greatly  increasing  the  support- 
obligation  of  the  father  was  enacted  in 
Massachusetts  in  1913.  In  1917,  Min- 
nesota passed  one  of  the  most  liberal 
laws  on  the  statute  books  of  any  state, 
and,  in  its  administrative  features,  per- 
haps the  most  effective.^" 

As  a  means  of  bringing  to  a  con- 
structive conclusion  its  studies  on  ille- 
gitimacy as  a  child  welfare  problem, 
'and  at  the  request  of  the  Inter-City 
Conference  on  Illegitimacy,  an  organ- 
ization representing  about  twenty  local 
groups  and  many  individual  members, 
the  Children's  Bureau  of  the  United 
States  Department  of  Labor  held  in 
1920  two  regional  conferences  on  stand- 
ards of  legal  protection  for  children 
born  out  of  wedlock.  The  conclusions 
of  these  conferences  may  be  summar- 
ized briefly  as  follows  :^^ 

1.  All  births  should  be  registered,  but  in 
the  case  of  an  illegitimate  birth  the  name  of 
the  father  should  be  recorded  on  the  birth 
certificate  only  after  an  adjudication  of  pa- 
ternity or  with  the  father's  written  consent. 
All  births  not  clearly  legitimate  should  be 
reported  to  a  public  agency  having  the  re- 
sponsibility for  child  welfare. 

2.  Proceedings  to  establish  paternity 
should  be  initiated  by  the  mother,  or,  if  she 
is  unwilling,  by  the  public  agency  above 
referred  to.  The  law  should  provide  for  the 
use  of  either  a  civil  or  a  criminal  proceed- 
ing, the  court  should  be  equipped  with  a 
staff  of  probation  officers  or  other  social 
case  workers  and  the  proceedings  should  be 
as  informal  and  private  as  possible. 

3.  The  Chicago  conclusions  stated  that 
"the  father  of  a  child  born  out  of  wedlock 
should  make  financial  provision  for  the  ade- 

^^  Massachusetts  Laws  1913,  c.  563;  Minnesota 
Laws  1917,  CO.  194,  210,  212. 

^^  U.  S.  Children's  Bureau,  Standards  of  Legal 
Protection  for  Children  Born  Out  of  Wedlock, 
Washington.  1921,  pp.  14-19. 


quale  care,  maintenance,  and  education  of 
the  child,  having  reference  to  the  father's 
economic  condition."  The  New  York  reso- 
lutions included  the  statement  that  "the 
obligations  for  support  on  the  part  of  the 
father  should  be  the  same  for  the  child  bom 
out  of  wedlock  as  for  the  legitimate  child." 
Settlements  out  of  court  in  order  to  be 
valid  should  be  approved  by  the  court. 

4.  After  an  adjudication  of  paternity  or 
an  acknowledgment  in  writing  by  the 
father,  the  child  born  out  of  wedlock  should 
have  the  same  rights  of  inheritance  as  the 
child  born  in  wedlock,  and  assumption  of 
the  father's  name  should  be  permissive. 

5.  ^Vhenever  possible,  the  mother  should 
be  persuaded  to  keep  her  child  during  the 
nursing  period  at  least. 

6.  The  duty  of  the  state  to  protect  the 
interests  of  children  born  out  of  wedlock 
was  recognized  and  affirmed;  it  should  be 
exercised  through  state  departments  having 
responsibility  for  child  welfare.  The  par- 
ents should  not  be  permitted  to  surrender  a 
child  for  adoption,  or  to  transfer  guardian- 
ship, or  to  place  it  out  permanently  for 
care,  without  order  of  the  court  or  state 
department,  made  after  investigation. 
The  state  should  license  and  supervise  pri- 
vate hospitals  which  receive  unmarried 
mothers  for  confinement,  and  all  private 
child-helping  and  child-placing  agencies, 
giving  full  opportunity  for  the  develop- 
ment of  private  initiative. 

As  an  outcome  of  the  regional  con- 
ferences, the  National  Conference  of 
Commissioners  on  Uniform  State  Laws, 
organized  to  draft  measures  on  sub- 
jects concerning  which  uniformity 
among  the  states  is  considered  desira- 
ble, was  requested  to  take  under  con- 
sideration the  legal  protection  of  chil- 
dren born  out  of  wedlock.  At  the  1920 
meeting  of  the  conference  a  committee 
on  the  status  and  protection  of  illegiti- 
mate children  was  appointed  with  Pro- 
fessor Freund  as  chairman.  A  report 
which  included  a  first  tentative  draft 
of  a  uniform  illegitimacy  act  was  pre- 
sented to  the  annual  meeting  of  the 
conference,  held  in  Cincinnati  August 
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'24:  to  30,  19^21. '2  After  discussion,  the 
bill  was  referred  to  the  same  com- 
mittee for  further  consideration  and 
report  next  year. 

Under  the  draft,  the  father  is  made 
liable  for  the  expenses  of  the  mother's 
pregnancy  and  confinement.  The 
mother  owes  the  child  maintenance 
and  supi^ort  as  if  the  child  were  legiti- 
mate. The  father  owes  the  child  main- 
tenance and  support,  having  regard  to 
the  condition  in  life  of  the  mother,  un- 
til the  child  reaches  the  age  of  sixteen 
years,  or  if  the  child  is  physically  or 
mentally  incapable  of  working,  until 
the  child  arrives  at  full  age;  thereafter 
the  obligation  of  the  father  is  to  be 
that  of  a  la^\'ful  parent  under  the  poor 
laws.  The  father's  obligation,  where 
paternity  has  been  judicially  estab- 
Hshed  or  acknowledged  by  him,  is  en- 
forceable against  his  estate,  subject  to 
the  equities  of  his  widow  and  lawful 
children.  Agreement  or  compromise 
is  binding  only  when  adequate  provi- 
sion is  fully  secured  and  when  ap- 
proved by  a  court  having  jurisdiction 
to  compel  support  of  the  child. 

Social  Measures  for  the  Care  of 
THE  Children 

Social  responsibility  for  the  protec- 
tion of  children  handicapped  by  birth 
out  of  wedlock  must  be  exercised  along 
three  lines:  The  prevention  of  infant 
mortality;  the  insuring,  so  far  as  possi- 
ble, of  a  mother's  care  and  a  father's 
support;  provision  for  children  whose 
parents  cannot  care  for  them. 

Efforts  to  reduce  the  appalling  infant 
mortality  rate  among  these  children 
include:  Provision  for  maternity  care 
— prenatal,  confinement  and  postnatal; 
care  of  the  mother  and  infant  which 
will  enable  the  mother  to  keep  her  child 

"National  Conference  of  Commissioners  on 
Uniform  State  Laws:  Report  of  the  Committee 
on  Status  and  Protection  of  Illegitimate  Chil- 
dren, August,  1921. 


with  her  during  the  nursing  period  at 
least ;  medical  oversight  and  health  su- 
pervision, as  eflFective  as  that  deemed 
necessary  for  infants  of  legitimate 
birth;  and  effective  state  supervision 
and  licensing  of  private  lying-in  hos- 
pitals, boarding  homes  for  infants,  and 
all  agencies  and  institutions  caring  for 
children,  including  the  suj)ervision  of 
infants  in  institutions  and  of  those 
placed  in  family  homes. 

The  legal  provisions  by  which  some 
measure  of  support  by  the  father  may 
be  secured,  have  already  been  dis- 
cussed. To  insure  the  child  care  by  his 
own  mother,  not  only  during  infancy 
but  also  in  the  years  following — in 
many  cases  impossible — often  involves 
prolonged  financial  assistance  and  care- 
ful supervision  from  social  agencies. 
But  a  mother's  care,  whenever  that 
may  be  secured,  is  the  right  of  every 
child,  and  separation  from  the  mother 
should  not  take  place  except  for  urgent 
reasons. 

The  essentials  of  adequate  care  for 
the  many  cliildren  born  out  of  wedlock 
for  whom  no  possibility  of  permanent 
care  by  their  own  parents  exists,  are 
the  same  as  for  children  of  legitimate 
birth  who  must  be  cared  for  by  agen- 
cies and  institutions. 

With  the  possibilities  of  constructive 
social  action,  which  may  result  in  a 
lessening  of  the  problem  of  illegitimacy 
and  extra-marital  sex  relationships,  a 
subject  calling  for  earnest  and  thor- 
ough-going consideration,  this  discus- 
sion is  not  concerned.  The  develop- 
ment of  technique  in  the  study  of  the 
mental  life  and  social  reactions  of  in- 
dividuals ])oiiits  toward  future  possi- 
bilities in  social  control.  But  the  exist- 
ence of  the  child  born  out  of  wedlock 
calls  for  present  action  which  will  safe- 
guard the  rights  and  secure  the  fulfil- 
ment of  the  obligations  of  the  four 
parties  at  interest — the  child,  the 
mother,  the  father  and  society. 
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What  Can  Be  Accomplished  Through  Good  Social 
Work  in  the  Field  of  Illegitimacy? 


By  J.  Prentice  Murphy 

Secretary,  Seybert  Institute 


IT  is  time  to  ask  ourselves  the  ques- 
tion in'  our  title  and  imperative 
that  we  try  to  answer  it.  For  a  vast 
amount  of  thought  and  service  is  being 
expended  by  an  almost  innumerable 
group  of  people  working  in  the  field  of 
illegitimacy — a  field  which  has  become 
very  inclusive  during  the  past  ten  years. 
Our  reactions  run  a  wide  gamut  as  we 
survey  accomplishments  in  work  with 
and  for  unmarried  parents.  They 
range  from  the  emotional  exhalation  of 
the  non-critical  worker  who  is  con- 
cerned only  ^ith  temporary  superficial 
responses,  to  the  questioning  and  des- 
pair of  the  thoughtful  and  highly 
trained  worker  who  reads  into  her 
tasks  every  pessimistic  implication. 
Human  nature  at  times  becomes  too 
much  for  her  and  she  sees  failure  as  a 
constant  accompaniment  to  her  work. 
It  is  the  latter  type  of  worker,  however, 
who  has  the  most  to  teach  us — and  it  is 
not,  on  the  whole,  a  discouraging  lesson. 
The  question  raised  brings  interest- 
ing responses  when  put  to  such  trained 
workers.  One  of  wide  experience  feels 
that  social  work  with  unmarried  moth- 
ers is,  on  the  whole,  a  fruitless  and  ex- 
pensive task — save  in  so  far  as  the 
children  of  the  mothers  are  assured 
protection  from  bad  care  and  neglect. 
She  also  feels  that  the  expense  involved 
in  good  case  work  with  any  large  num- 
ber of  unmarried  mothers  is  justified 
only  as  a  research  measure  with  the  view 
to  pointing  the  way  to  checks  and  con- 
trols over  the  causes  back  of  illegiti- 
macy. Another  worker  who  has  had 
many  contacts  with  unmarried  parents 
feels  that  the  results  of  her  efforts  as 
shown  in  their  better  conduct,  happy 


homes,  etc.,  are  so  gratifying  as  fully  to 
justify  the  expenditure  of  time  and 
money.  Still  another  social  worker  has 
observed  the  difiiculty  of  maintaining 
long  and  continuous  contacts  with  very 
many  unmarried  parents,  because  the 
experiences  which  have  brought  them 
to  the  attention  of  the  social  worker  are 
such  that  the  parents  want  to  shut  out 
the  light  of  publicity  at  the  earliest 
possible  moment. 

Our  services  to  unmarried  parents 
consist  of  certain  direct  jjersonal  serv- 
ices and  certain  indirect  impersonal 
mass  services,  the  latter  group  includ- 
ing many  of  the  educational  and  pre- 
ventive measures  which  look  to  an 
actual  control  over  and  prevention  of 
illegitimacy  so  far  as  this  is  possible. 

Basic  Aspects  of  the  Problem 

We  must  keep  clearly  in  mind  some 
aspects  of  the  problem  before  us: 
namely,  the  basic  desire  of  human 
beings  for  sexual  experience;  the  in- 
volved and  ramifying  nature  of  the 
sex  instincts;  the  element  of  constant 
uncertainty  that  is  so  large  a  part  of 
these  instincts;  the  fact  that  nature  is 
far  more  powerful  as  it  works  upon  any 
given  number  of  men  and  women  than 
are  these  same  men  and  women  in  any 
individual,  deliberate  and  thoughtful 
control  they  may  be  able  to  exercise 
over  their  own  actions.  Sex  experi- 
mentation, whether  in  practice  or  in 
theory,  will  necessarily  and  inevitably 
accompany  the  development  of  every 
generation,  ^\^len  we  add  to  this  con- 
stant element  within  all  human  beings, 
the  disadvantageous  social  elements 
that  make  up  the  Uves  of  such  a  large 
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portion  of  our  population,  we  can  see 
that  the  problem  Ix^comes  more  rather 
than  less  complicated.  It  should 
further  help  in  our  understanding  to 
realize  that  so  far  as  we  know,  illegiti- 
macy is  one  problem  with  which  every 
group  in  the  past  has  wrestled  unsuc- 
cessfully— if  elimination  is  the  measure 
of  success. 

There  have  always  been  those  who 
give  birth  to  children  in  the  face  of 
conventional  strictures  and  unless  so- 
ciety perfects  and  sanctions  measures 
of  complete  birth  control,  a  step  which 
is  highly  improbable,  these  unconven- 
tional births  will  continue  to  be  factors 
in  social  life.  The  process  is  quite  be- 
yond our  complete  control.  Moreover, 
illegitimate  sexual  experiences  void  of 
the  probability  of  parenthood  are  more 
dangerous  socially  than  where  the  rela- 
tionship ends  in  parenthood. 

Higher  Standards  est   Case  Work 
for  uxm.arried  parents 

But  let  us  see  wherein  we  can  make 
some  progress.  We  can  raise  the  gen- 
eral standard  of  our  social  case  work, 
which,  taking  into  account  all  the 
agencies  doing  immarried  mother  work, 
is  very  low.  Careful  social  diagnosis  as 
a  matter  of  general  procedure  is  un- 
known to  many  of  the  workers  in  these 
agencies  or,  if  known,  is  considered  un- 
desirable or  impossible  of  attainment. 
The  Federal  Children's  Bureau's  study 
of  illegitimacy  in  Boston  shows  how 
great  is  the  need  for  more  light,  and 
that  this  light  can  come  only  through  a 
knowledge  of  the  personal  histories  of 
many  mothers,  gained  in  actual  thor- 
oughgoing social  case  work  contacts. 
We  can  strive  for  such  a  standard  that 
generally  over  the  coimtry  no  one  will 
be  placed  in  a  position  of  power  or  re- 
sponsibility in  a  society  or  institution 
doing  work  for  unmarried  mothers,  who 
is  not  a  trained  social  case  worker.  We 
can  strive  to  make  the  whole  process 


involved  in  the  separation  of  a  child 
from  its  unmarried  mother — if  such  is 
to  take  place — a  matter  for  the  most 
careful  and  sympathetic  study  and 
action.  We  can  do  much  to  remove  it 
from  the  field  of  emotional  action  in 
which  it  so  largely  rests  at  the  present 
time. 

Less  Hurried  Adoptions 

We  can  insure  that  adoptions  will 
never  be  entered  upon  hurriedly;  that 
the  mothers  will  have  every  chance  to 
weigh  and  review  their  own  decisions, 
or,  what  is  often  quite  as  important, 
the  decisions  of  others,  involving  a  per- 
manent separation  from  their  children. 
We  can  also  insure  the  passage  of 
sufficient  time  between  the  decision  to 
separate  and  the  signing  of  final  papers 
by  the  adopting  parents.  If  we  submit 
sufficient  evidence  as  to  what  happens 
when  these  simple  checks  are  neglected 
we  may  expect  to  affect  the  thoughtless 
and  unconsidered  actions  of  most  of  our 
courts  in  adoption  proceedings. 

Complete  Vital  Statistics 

The  indifference  of  so  many  states 
and  communities  to  the  question  of 
adequate  birth  registration  should  be 
one  of  our  first  points  of  attack.  Accu- 
rate and  well-nigh  complete  birth  regis- 
tration is  a  matter  of  routine  procedure 
in  most  European  countries.  We  can 
make  it  so  in  this  country.  It  is  a 
fundamental  part  of  any  child  welfare 
program,  especially  where  the  children 
of  unmarried  parents  are  involved. 

As  it  is  now,  a  very  large  number  of 
children  of  such  parents  are  never 
officially  born.  This  is  true  in  a  lesser 
degree  of  legitimate  children.  But  the 
neglect  on  this  score  in  the  case  of  chil- 
dren of  unmarried  parents  makes  the 
continuance  of  criminally  negligent 
care  hard  to  combat.  Every  good, 
social  work  program  for  babies  necessi- 
tates complete  birth  registration. 


Social  Work  in  the  Field  of  Illegitimacy 


131 


Elimination   of   the   Profiteering 
Agency 

We  can  eliminate  the  profiteering 
agency.  Some  of  the  worst  and  most 
persistent  offenders  in  the  heartless  job 
of  playing  on  the  fears  of  unmarried 
parents  and  bartering  in  their  babies, 
are  institutions  and  maternity  homes 
under  church  control.  We  can  elim- 
inate the  mercenary  child-placing  soci- 
eties whose  work  is  largely  that  of 
"baby  snatchers"  and  who  finance 
themselves  through  payments  not  only 
from  the  parents  but  from  the  adopting 
parents  as  well.  There  is  no  more  dis- 
graceful situation  in  social  work  than 
the  easy  and  continued  existence  of 
these  types  of  money-making  pseudo- 
social  agencies. 

We  can  insure  that  every  agency  re- 
ceiving babies  of  illegitimate  birth 
shall  give  them  good  care,  so  that  it 
wall  be  a  gateway  to  life  and  not  to 
heaven.  The  mortality  rates  of  a  great 
many  societies  and  institutions  caring 
for  these  babies  have  been  and  are 
appallingly  high.  The  application  of 
good  social  case  work  will  prevent  this. 

Where  foster  care  is  felt  to  be  neces- 
sary, we  can  apply  good  home-finding 
methods  to  the  task  and  thereby  elim- 
inate the  bad  homes.  We  can  keep 
reasonably  fidl  records  of  both  history 
and  treatment.  We  can  make  it  a 
general  fact  that  social  work  with  un- 
married parents  shall  be  restricted 
to  licensed  and  properly  supervised 
agencies,  and  that  all  families  taking 
unrelated  babies  be  licensed  and  super- 
vised. 

Interstate  Standards 

We  can  insure  that  the  agencies  in 
each  state  shall  not  try  to  impose  on  the 
agencies  in  other  states  by  unnecessary 
and  unstandardized  interstate  place- 
ments. There  should  be  minimum  re- 
quirements for  all  such  placements,  the 


outstanding  points  of  which  will  be  that 
the  babies  have  been  separated  from 
their  parents  only  after  due  thought 
and  that,  so  far  as  can  be  ascertained, 
they  are  physically  and  mentally  well. 
It  is  certainly  not  the  task  of  organiza- 
tions engaged  in  this  special  field  to 
find  babies  for  all  the  childless  couples 
in  the  United  States.  Own  children 
for  own  parents,  is  a  good  motto  to 
follow.  Some  of  us  become  almost 
hysterical  if  we  fail  to  register  each  day, 
one  child  taken  from  its  own  mother 
and  placed  in  the  arms  of  an  adopting 
foster  mother. 

Health  Safeguards 

We  can  see  to  it  that  all  that  has 
been  said  about  the  supreme  impor- 
tance of  good  health  to  the  child  in  his 
early  years,  especially  the  first  four  or 
five  years,  is  made  a  fact.  The  Federal 
Children's  Bureau's  Boston  study  men- 
tioned above  shows  how  great  are  the 
physical  handicaps  from  which  illegiti- 
mate babies  suffer.  Every  trained 
social  worker  knows  that  numerous  so- 
called  social  agencies  are  responsible 
for  the  imposition  of  a  great  many  of 
these  handicaps  in  hundreds  of  com- 
munities. The  best  in  medical  care 
should  be  given  to  these  babies  and, 
difficult  as  this  task  will  be,  it  can  be 
done. 

We  should  do  a  great  deal  for  the 
parents  in  regard  to  physical  examina- 
tions and  also  medical  care,  when  the 
latter  is  needed.  Certainly  there 
should  be  the  greatest  accuracy  and 
thoroughness  in  examinations  for  ve- 
nereal diseases  and  in  their  treatment. 
The  importance  of  such  care  will  make 
it  necessary  for  an  extension  of  work 
on  the  part  of  the  larger  centers  of 
population  in  any  given  state  so  as  to 
provide  special  services  for  mothers 
whose  own  homes  are  in  the  less  popu- 
lated and  more  rural  districts.  The 
long  time  follow-up  work  needed  where 
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sj-philis  or  gonorrhea  is  present  is  a 
health  task  that  we  simply  cannot 
ignore.  Testing  for  the  presence  of 
these  diseases  should  be  a  routine 
matter  in  each  case. 

The  development  of  good  case 
standards  by  hospital  social  service  de- 
partments will  make  possible  their 
doing  a  very  fundamental  health  work, 
which  is  now  in  many  instances  going 
by  default.  In  this  connection,  it 
sliould  be  observed  constantly  that 
social  case  work  in  all  of  its  phases,  in 
social  service  departments  and  else- 
where, suffers  considerably  because 
practically  the  whole  job  is  now  being 
done  by  women.  The  lack  of  men  case 
work  practitioners  must  be  met,  if  at 
all  possible. 

Control  of  Feeble-minded  Girls 

The  factor  of  feeble-mindedness  in 
mothers  in  relation  to  illegitimacy  is 
something  against  which  we  can  con- 
tend with  increasing  success.  It  is  a 
fight  that  will  lead  to  the  discovery  of 
mentally  defective  girls  before  pregnan- 
cies result.  No  social  case  work  phase 
of  the  illegitimacy  situation  in  any 
community  will  yield  more  immediate 
results  along  preventive  lines  than  the 
early  and  accurate  diagnosis  of  the 
mentally  unfit  and,  particularly,  the 
socially  unfit  within  this  group,  and  the 
securing  of  their  proper  care.  The 
problem  of  the  feeble-minded  unmar- 
ried father  is  very  negative.  He 
possesses  no  courting  abilities;  his 
earning  power  is  low;  he  cannot  treat 
and  entertain  or  pay  for  entertainment 
— hence  he  is  left  very  largely  out  of  the 
running.  If  we  can  protect  the  uncon- 
trolled feeble-minded  girls  and  women, 
we  shall  have  won  one  of  our  hardest 
fights.  Good  social  case  work  will  be 
needed  to  orient  and  define  just  how 
far  it  is  safe  to  permit  community  life 
for  certain  types  of  feeble-minded 
females.    A  whole  series  of  case  studies 


of  women  in  these  groups  must  be  made 
to  bring  out  under  what  conditions 
and  under  what  pseudo  probation 
restraints  illegitimate  parenthood,  at 
least,  may  be  avoided. 

Social  Work  in  the  Schools 

We  now  come  to  a  group  of  mass  or 
indirect  services  which  many  social 
workers  feel  will  have  a  more  lastingly 
preventive  effect  on  illegitimacy  than 
all  the  other  forces  and  activities 
named.  Social  case  work  must  be 
applied  in  the  public  schools  from  the 
very  early  grades  if  we  are  to  grow  a 
race  of  adults  that  will  approach  sex 
matters  with  a  trained  and  educated 
point  of  view.  As  has  been  pointed  out 
by  leading  school  men,  the  public 
schools  bring  large  masses  of  children 
together  in  hitherto  unknown  ways  and 
release  interests  and  desires  which 
have  the  sweeping  power  of  a  flood. 
Adolescents  have  always,  to  a  certain 
extent,  experimented  with  their  sexual 
functions.  The  massing  of  thousands 
of  adolescents  with  no  special  machin- 
ery for  their  proper  social  diversion 
simply  increases  the  number  of  experi- 
ments. That  there  are  such  experi- 
ences is  a  matter  not  for  surprise  or 
priggish  horror  but  for  calm  and 
thoughtful  study. 

We  are  beginning  to  get  light  on  the 
sex  lives  of  so-called  normal  men  and 
women.  To  a  very  surprising  extent, 
thoroughly  reputable  adults  reveal 
that  in  their  adolescent  years  they 
indulged  in  sex  relations — often  out  of 
curiosity  and,  in  general,  with  no  per- 
manent ill  effects.  They  lacked  adult 
instruction,  guidance  and  understand- 
ing, and  sought  the  nearer  and  more 
ea«;ily  understood  statements  of  their 
own  age  groups.  Jast  so  long  as  the 
co-educational  high  schools  offer  few 
protections  and  few  opportunities  for 
calm  and  wise  treatment  and  under- 
standing of  the  irrepressible  sex  inter- 
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ests  of  growing  children,  just  so  long 
will  a  considerable  stream  of  illegiti- 
macy flow  from  these  same  schools. 
According  to  the  statement  of  those 
who  know,  it  is  already  quite  large. 

Social  case  work  in  the  public  schools 
is  one  of  the  most  productive  and  far- 
reaching  opportunities  before  social 
workers.  It  is  certainly  not  the  socially 
pathological  task  which  best  describes 
most  of  the  work  that  has  to  be  done  by 
agencies  working  with  unmarried  moth- 
ers. Work  in  the  public  schools  will 
surely  result  in  the  early  draining  off 
and  diagnosing  of  the  serious  conduct 
cases — the  mental  cases  and  the  social 
misfits. 

We  can  do  much  in  the  field  of  recrea- 
tion, the  full  social  effects  of  which 
most  of  us  misunderstand.  Social 
work  applied  to  recreation  wnll  not 
mean  the  paternalistic  control  over  in- 
dividuals which  we  seem  sometimes  to 
advise,  but  it  will  be  an  adequate  and 
proper  supervision  of  the  forces  of 
recreation  by  public  authorities.  It  is 
useless  for  us  to  permit  the  existence 
and  operation  of  recreational  centers 
which  by  suggestion  and  open  acts 
invite  the  breakdowTi,  on  the  part  of 
the  individual,  of  -VNase  and  necessary 
social  control.  On  a  purely  case  work 
basis,  we  can  prove  that  the  conduct- 
ing and  supervision  of  recreational 
activities  is  a  public  and  not  a  private 
task.  We  can  also  prove  that  the  ele- 
ment of  private  profit  in  the  field  of 
recreation  makes  for  the  existence  of 
many  special  evils  which  are  found  so 
frequently  in  illegitimacy  problems. 
Recreation  is  as  much  a  public  function 
as  is  education. 

Possibilities  in  Industry 

Social  case  work  as  applied  to  indus- 
try wall  make  increasingly  clear  the 
relationship  between  fatigue  and  sex 
delinquencies;  between  types  of  indus- 
tries which  are  bad  social  risks  and  the 


wTcckage  thus  caused;  between  sex 
hygiene  in  the  industry  and  industrial 
efficiency.  From  many  stories  gathered 
from  many  unmarried  mothers,  indus- 
try takes  little  responsibility  for 
preventing  the  existence  and  the  con- 
tinuance of  destructive  social  forces 
within  the  job  or  office,  which  finally 
bring  a  girl  to  her  social  ruin.  Little 
thought  is  now  given  to  supervision  in 
this  field  but  as  industry  broadens 
itself,  by  social  case  work  contacts 
through  employment  managers  and 
directors  of  personnel  increasing  op- 
portunities will  be  offered  for  making 
clear  a  social  responsibility  resting 
upon  the  employer,  which,  if  carried 
out,  will  result  in  a  very  definite  de- 
crease in  certain  t;yT>es  of  illegitimacy. 

Possible  Gains  Through  Sex  Edu- 
cation 

Social  case  work  as  applied  to  the 
field  of  sex  education  has  limitless 
possibilities.  We  have  only  begun  to 
see  wherein  a  wholesome  knowledge  of 
sex,  beginning  with  the  very  early 
years  of  childhood  and  continuing  all 
through  life,  will  tend  to  supply  fit 
substitutes  for  much  that  is  unwhole- 
some and  dangerously  experimental 
and  which  is  so  very  common  in  the 
life  of  today.  One  looks  almost  in 
vain  tlirough  the  histories  of  unmarried 
mothers  for  evidences  of  wholesome 
and  normal  sex  understandings.  An 
almost  inevitable  factor  in  each  case  is 
a  degree  of  ignorance  about  life  and 
reproduction  and  the  significance  of 
the  love  element  in  life,  which  can  be 
removed  and  will  be  removed  if  only 
the  right  forces  are  brought  together. 

As  we  project  further  studies  into 
the  field  of  child  welfare,  we  shall  come 
to  see  with  increasing  clearness  the 
dangers  involved  in  the  mass  care  of 
dependent  and  delinquent  children. 
We  can  now  see  with  accuracy  how 
great  is  the  damage  being  done  today 
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through  the  foster  care  being  given  by- 
institutions  and  placing-out  societies 
to  many  thousands  of  children  scattered 
all  over  the  country.  From  the  best  of 
evidences  obtained  through  careful 
case  studies  by  good  agencies,  the  total 
damage  must  be  very  great.  Some  day 
more  of  us  will  come  to  see  that  the 
mass  care  of  girls  liaving  histories  of 
sex  delinquencies  should  be  a  last, 
rather  than  a  first  plan  of  action.  For 
one  cannot  devise  a  more  dangerous 
remedy  for  a  girl  so  handicapped  than 
an  introduction  to  a  large  group  of 
girls  practically  all  of  whom  have  had 
the  same  sort  of  experience. 

Improved  Legal  Procedure 

We  can  affect  the  legal  procedure 
with  reference  to  illegitimacy  cases  so 
as  greatly  to  minimize  its  destructive 
effect  upon  the  mothers  who  must  come 
under  it.  Social  case  work  wnthin  the 
courts  will  help  to  supply  the  elements 
of  sympathy,  imagination  and  under- 
standing, the  absence  of  which  makes 
many  courts  serious  anti-social  agen- 
cies from  the  standpoint  of  a  good 
illegitimacy  program.  Greater  privacy 
can  be  assured  and  the  influence  of 
women  judges  and  social  workers  can 
be  felt  more  continuously  in  the  ses- 
sions of  the  court.  Certainly  in  the 
estimation  of  many  thoughtful  social 
workers,  the  present  general  judicial 
procedure  creates  rather  than  dispels 
difficulties  in  the  work  of  social  treat- 
ment, and  likewise  has  very  serious 
effects  on  the  mental  life  of  many  moth- 
ers. Furthermore,  as  social  case  work 
tends  to  socialize  the  methods  of  the 
court  it  will  likewise  tend  to  affect  the 
means  that  must  be  followed  not  only 
in  getting  orders  for  support  on  the 
fathers,  but  in  seeing  that  adequate 
orders  are  made  and  that  their  collec- 
tion does  not  result  in  such  a  large 
burden  of  non-payments  and  irregular 
payments  to  be  borne  by  the  mothers. 


The  financial  risks  should  be  assumed  by 
the  community  in  which  the  court  sits. 

We  are  prone  to  set  before  ourselves 
social  case  work  standards  which  can 
scarcely  ever  be  realized.  It  will  be  of 
value  to  any  one  of  us  to  record,  as  the 
Boston  Conference  on  Illegitimacy  has 
done,  the  total  social  and  financial 
costs  involved  in  the  treatment  of  one 
case  of  illegitimacy  and  then  to  multi- 
ply this  by  thousands  in  order  that  we 
may  get  the  full  picture  of  what  a 
reasonably  well  done  case  work  job 
for  all  mothers  in  a  given  community 
would  involve.  It  likewise  will  pay  us 
to  review  the  results  achieved  in  a 
group  of  fifty  carefully  studied  and 
supervised  unmarried  mothers,  let  us 
say,  in  order  that  we  may  get  a  proper 
set  of  values  and  a  proper  perspective 
on  the  various  tasks  that  have  to  be 
performed. 

It  is  my  opinion,  after  careful  delib- 
eration, that,  on  the  whole,  the  more 
thoroughly  we  do  social  case  work  for 
unmarried  mothers,  the  more  truly 
will  we  be  forced  to  work  back  step 
by  step  to  the  causes  of  illegitimacy  and 
to  the  control  or  elimination  of  a  great 
many  of  these  causes.  It  is  a  fact  that 
work  for  unmarried  mothers  involves 
the  attempt  at  an  unpleasant  and  irk- 
some control  over  individuals  (largely 
adults — at  least  in  their  experiences), 
such  control  being  permitted  for  the 
time  being  simply  because  of  the 
specific  social  handicap  under  which 
the  mother  is  laboring.  Much  that  we 
try  to  work  out  through  our  social  case 
work  supervision,  involves  mental  and 
social  readjustments  that  few  individ- 
uals are  capable  of  making.  Herein 
lies  one  of  the  great  obstacles  and  diffi- 
culties in  work  with  unmarried  moth- 
ers. We  arrive,  in  all  but  a  few  prob- 
lems, at  a  period  in  the  mother's  life 
which  does  not  permit  our  affecting  her 
actions,  her  thoughts  and  her  daily 
processes  to  any   very  great  extent. 
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What  she  is,  she  will  be.  It  would, 
therefore,  seem  to  be  true  that  the 
more  thoroughly  we  do  our  social  case 
work,  the  more  we  are  going  to  break 
away  from  repressive  personal  controls 
and  get  out  into  the  broader  fields  that 
lie  in  education,  health,  recreation  and 
proper  training  of  children  during 
early  years. 

We  speak  of  long  continued  super- 
vision as  a  necessary  accompaniment 
of  good  social  case  work.  Each  social 
worker  knows  from  actual  experience, 
however,  that  with  new  work  coming 
on  day  by  day  we  do  not  possess  the 
workers  or  the  funds  to  give  this  sug- 
gested type  of  supervision  to  more  than 
an  infinitesimal  number  of  mothers. 


Moreover,  as  we  study  our  social  case 
work  material  through  periods  suflS- 
ciently  long,  we  shall  see  that,  if  the 
mothers  are  of  normal  mentalities  the 
major  part  of  the  burden  of  readjust- 
ment rests  on  their  shoulders.  Social 
case  work,  therefore,  applied  to  the 
field  of  illegitimacy  is  going  to  supply 
that  fund  of  information  the  lack  of 
which  we  are  only  beginning  to  sense. 
Knowledge  here  will  surely  mean 
power — power  that  will  lead  us  to  a 
more  economical  use  of  resources  and 
equipment  so  that  by  careful  work  with 
all  growing  children  we  may  prepare 
more  of  them  for  the  opportunities  and 
privileges  of  a  deliberate  and  responsi- 
ble parenthood. 


The  Development  of  Social  Work  for  Child  Protection 

By  C.  C.  Carstens,  Ph.D. 

Director  of  the  Child  Welfare  League  of  America 


THE  field  of  social  work  for  children 
is  extensive  and  complex.  Per- 
haps no  other  has  as  many  ramifications 
that  cross  over  into  other  fields.  In  no 
other,  have  more  specialties  been  de- 
veloped. 

In  spite  of  the  varieties  of  services 
which  are  included  in  this  field,  the 
various  divisions  have  on  the  whole 
had  a  steady  and  untroubled  course  of 
development.  Institutional  care  of 
children,  child-placing,  juvenile  proba- 
tion and  infant  welfare  have  all  come 
into  public  recognition,  have  found 
each  its  province  in  relation  to  the  rest 
and  have  developed  cooperative  rela- 
tions with  the  other  social  agencies 
with  which  they  came  in  active  contact, 
all  with  little  friction,  controversy  or 
discussion.  The  newer  arrivals  in  the 
children's  field,  such  as  the  visiting 
teacher,  the  vocational  guide  and  the 
child-health  visitor  seem  to  find  an  ap- 
preciative clientele  and  are  establishing 
10 


their  permanent  relationships  without 
difficulty. 

The  child  protection  movement  alone 
of  all  the  specialties,  seems  to  be  a  field 
full  of  divisive  controversy.  The  na- 
ture of  its  work  is  so  vital  to  the  main- 
tenance of  the  family  tie  that  the  agen- 
cies of  the  movement  have  had  to  shape 
definite,  consistent  and  well  thought 
out  policies  and  to  defend  them  vigor- 
ously. When  the  child  is  unable  to  get 
the  proper  protection  in  its  otvti  home, 
children's  protective  agencies  have  not 
hesitated  to  ask  the  courts  as  a  last  re- 
sort to  cut  the  family  tie.  This  course 
is  so  abhorrent  to  certain  people  who  do 
not  realize  the  menace  that  a  brutal 
parent  or  an  immoral  home  may  prove 
both  to  the  child  and  to  the  welfare  of 
the  community,  that  it  often  becomes 
the  subject  of  bitter  legal  and  public 
controversy. 

Not  only  have  children's  protective 
societies  felt  the  eflfects  of  controversy 
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with  their  outside  critics,  but  there  has 
also  been  a  very  definite  diversity  of 
opinions  -svithin  their  own  ranks.  This 
diversity  is  ex])ressed  both  by  holding  a 
different  conception  of  their  functions 
and  by  adopting  a  difference  in  social 
procedure.  The  differences,  indeed, 
are  so  fundamental  that  the  public 
should  know  the  j)rinciples  involved, 
and  so  take  its  part  in  intelligent  action 
at  the  proper  time. 

The  formal  children's  protective 
work  is  at  present  vested  in  large  meas- 
ure with  societies  for  the  prevention  of 
cruelty  to  children  and  with  humane 
societies.  Agencies,  both  public  and 
private,  with  other  designations  also 
share  in  a  limited  way. 

Historical    Development    of    the 
Movement 

Societies  for  the  legal  protection  of 
animals  have  been  in  existence  in  Eng- 
land since  1824^  and  in  America  since 
18662;  but  it  ^-as  not  until  1875  that  the 
New  York  Society  for  the  Prevention  of 
Cruelty  to  Children  was  incorporated, 
the  first  of  its  kind,  and,  strangely, 
promoted  first  by  those  interested  in 
the  legal  protection  of  animals. 

The  New  York  Society  very  quickly 
proved  its  usefulness.  An  intelligent 
and  vigorous  group  of  men  took  an 
active  part  in  its  development.  It 
gained  financial  and  moral  support, 
^lore  effective  laws  for  the  protection 
of  children  were  urged  and,  on  the  basis 
of  its  experience,  placed  upon  the 
statute  books.  It  became  a  powerful 
instrument,  under  private  auspices,  for 
the  enforcement  of  law  and  came  to  be 
wholesomely  feared  by  the  evil-doer. 

The  establishment  of  this  society 
was  only  the  beginning  of  the  child 

1  In  1824  the  Royal  Society  for  the  I'revciilion 
of  Cruelty  to  Animals  was  founded  in  I^n<!on. 

2  In  18GC  the  American  Society  for  the  Pre- 
vention of  Cruelty  to  Animals  was  founded  in 
New  York. 


protection  movement.  In  the  same 
year  similar  societies  w^ere  organized  in 
Rochester,  New  York,  Newburgh, 
New  York,  and  every  year  for  many 
years  additional  societies  took  up  the 
work. 

Before  1875  humane  societies  had 
previously  been  organized  in  many 
cities,  that  had  the  protection  of  ani- 
mals, old  people  and  prisoners  as  parts 
of  their  programs,  with  varying  pro- 
portions of  interest.  Most  of  these 
now  added  the  protection  of  children  to 
their  already  quite  diverse  activities. 
This  work  has,  however,  never  become 
a  very  important  part  of  the  program  of 
humane  societies  although  there  are 
certain  notable  exceptions,  such  as 
those  in  Cleveland  and  Cincinnati. 
With  this  limitation,  the  child  protec- 
tion movement  in  America  is  represent- 
ed at  the  present  time  by  about  five 
hundred  societies  and  branch  agencies 
scattered  throughout  the  United  States 
and  Canada.''  England  has  a  very 
well  equipped  society  and  others  are 
found  in  her  various  dominions,  notably 
India,  and  in  other  countries  of  Europe. 

The  New  York  Society 

The  efficiency  of  the  New  York 
Society  in  law  enforcement  set  a  stand- 
ard among  the  various  agencies  which 
most  of  them  for  many  years  in  more  or 
less  halting  fashion  have  imitated. 
But  beside  setting  a  standard  in  ef- 
ficiency, it  laid  ui)on  the  whole  move- 
ment its  own  interpretation  of  function 
which  has  proved  to  be  narrowing. 

In  the  minds  of  its  founders,  the 
New  York  Society  was  to  be  an  or- 
ganization for  the  enforcement  of  law. 
It  did  not  concern  itself  with  the  causes 
which  lead  to  tragedy  in  the  child's 
life  or  with  their  removal  except  as 
might  be  incidental  to  the  individual 

'  In  Canada  the  children's  aid  societies  with 
government  subventions  carry  on  children's 
protective  work. 
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case.  The  Society  was  primarily  con- 
cerned with  the  rescue  of  the  child  suf- 
fering from  brutal  treatment  and  living 
in  degrading  surroundings,  and  it  pre- 
sented such  evidence  to  the  court  that 
those  guilty  might  feel  the  heavy  hand 
of  the  law.  This  view  came  to  be  best 
expressed  and  crystallized  in  a  decision 
handed  down  by  the  New  York  Court 
of  Appeals,  January  9,  1900.  The 
New  York  State  Board  of  Charity  had 
sought  to  extend  its  supervision  over 
the  work  of  the  New  York  Society  for 
the  Prevention  of  Cruelty  to  Children 
because  it  was  charged  by  law  with 
such  supervision  of  the  work  of  private 
organizations  undertaking  charitable 
work  and  particularly,  charitable  agen- 
cies receiving  public  funds.  Since  the 
New  York  Society  had  received  $30,000 
in  the  year  1898  from  the  treasury  of 
the  City  of  New  York  and  since  the 
State  Board  of  Charity  considered  that 
agency  a  charity,  it  sought  to  perform 
its  duty  by  inspecting  the  Society's 
building  and  shelter  for  children  and  by 
supervising  its  finances  and  its  work. 
The  New  York  Society  thereupon 
brought  suit  to  prevent  the  Board  from 
performing  such  inspection  and  super- 
vision, on  the  ground  that  the  Society 
was  not  a  charity.  The  Appellate  Di- 
vision of  the  Supreme  Court  held  it  was 
a  charity,  and  the  New  York  Society 
appealed  to  the  Court  of  Appeals 
which  reversed  the  decision  by  a  vote  of 
4  to  3." 

In  the  course  of  his  decision  Judge 
O'Brien  stated  that  the  "corporation 
(New  York  Society  for  the  Prevention  of 
Cruelty  to  Children)  was  created  for 
the  purpose  of  enforcing  laws  enacted 
to  prevent  cruelty  to  children  and  that 
is  the  only  object  or  purpose  of  its 
existence";  and  Judge  Gray  added  in 
his  comment,  "giving  it  a  distinct  place 
from  those  institutions  which  being  of  a 
charitable,  eleemosynary,  correctional 

*  161  New  York  Reports,  p.  233. 


and  reformatory  nature,  are  made 
subject  to  the  authority  of  the  State 
Board." 

To  this  interpretation  of  its  function 
the  New  York  Society  has  consistently 
clung  all  these  years,  until  very  re- 
cently. In  the  Annual  Report  of  the 
General  Manager  of  the  New  York 
Society  for  1919  there  appears  for  the 
first  time  in  its  publications  an  indica- 
tion of  the  broadening  of  its  pro- 
gram. This  significant  passage  reads 
as  follows: 

The  assistance  and  supervision  rendered 
by  the  Society  in  the  rehabilitation  of  homes 
has  continued  to  be  a  most  gratifying 
feature  of  its  work.  Children  are  removed 
from  the  custody  of  their  parents  or 
guardians  only  when  such  action  has  be- 
come imperative,  and,  in  every  case,  effort 
is  made  to  encourage  in  the  guardians  a 
proper  sense  of  their  responsibility  and  a 
determination  to  reconstruct  their  homes 
upon  a  better  standard,  in  order  that  their 
children  may  be  returned  to  them.  Every 
effort  is  made  to  save  the  children  to  their 
homes.* 

The  restricted  policy  of  the  New 
York  Society  because  of  its  clear-cut 
form  of  statement  and  its  preeminence 
in  size  and  quality  of  enforcement 
service,  set  the  pace  for  most  if  not  all 
other  organizations  of  this  kind.  But 
even  when  following  the  policy  of  the 
New  York  Society  in  general,  there 
were  those  which  conceived  their  func- 
tion in  the  protection  of  children  more 
broadly  and  did  not  hesitate  to  be 
called  charities  or  to  be  supervised  by 
the  agents  of  boards  of  charities,  even 
if  such  supervision  implied  acknowl- 
edgment of  doing  charitable  work. 

The  ]\L\ssachusetts  Society 

From  the  First  Annual  Report  of  the 
Massachusetts  Society  for  the  Preven- 

*  Annual  Report  of  the  New  York  Society  for 
the  Prevention  of  Cruelty  to  Children,  1919,  p. 
23-24. 
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tion  of  Cruelty  to  Children^  we  quote 
the  following: 

The  Society  is  not  limited  to  checking 
actual  cases  of  abuse  and  neglect  by  rescu- 
ing the  children  or  punishing  the  offenders. 
It  aims  to  inculcate  better  ideas  of  child 
government  and  in  this  its  efforts  are  not 
confined  to  the  brutal  classes. 

One  of  our  methods  of  relieving  children 
is  to  reform  the  parents.  .  .  .  The  parents 
are  put  on  probation,  recognizing  always 
the  parental  rights,  and  the  fact  that  insti- 
tution life  is  not  the  natural  life  for  chil- 
dren and  does  not  fit  them  for  the  best 
manhood  and  womanhood.  When  the 
home  life  is  not  degraded,  or  can  be  essen- 
tially improved,  it  is  better  not  to  separate 
parent  and  child. 

The  Massachusetts  Society  did  not 
consistently  develop  this  point  of  view 
which  was  expressed  so  early  in  its  ex- 
istence. In  common  with  many  others 
it  was  largely  influenced  in  its  develop- 
ment by  the  New  York  Society.  Its  law 
enforcement  as  a  consequence  became 
its  most  important  function  for  many 
years.  In  spite  of  this,  its  policies 
did  not  require  such  a  rigid  separa- 
tion from  relations  with  all  other 
social  effort  as  the  New  York  Society 
urged  and  cultivated.  During  the  last 
fifteen  years  there  has  been  a  more 
marked  divergence,  and  the  preven- 
tive and  constructive  phases  of  child 
protection  have  come  strongly  to  the 
front  in  its  program.  In  this  same 
period  of  time,  other  children's  pro- 
tective agencies  have  also  recognized 
more  clearly  the  importance  of  the 
preventive  phases  of  their  programs. 
Among  those  showing  this  tendency 
most  strongly  are  the  societies  in 
Philadelphia,  Brooklyn,  Newark,  Buf- 
falo, Cleveland,  Detroit,  Minneapolis 
and  more  latterly,  Cincinnati. 

*  Annual  Report  of  Massachusetts  Society  for 
the  Prevention  of  Cruelty  to  Children,  1881,  pp. 
20  and  22. 


Restrictionists  vs.  Liberals 

These  two  interpretations  have  led  to 
much  controversy  within  the  member- 
ship of  the  children's  protective  move- 
ment. The  restrictionists  have  main- 
tained a  separate  annual  meeting  in 
connection  with  the  American  Humane 
Association,  a  day  and  a  half  being  set 
apart  for  the  discussion  of  subjects  re- 
lating to  the  protection  of  children, 
while  the  rest  of  the  time  is  given  to  the 
discussion  of  animal  protection.  The 
liberal  wing,  which  is  still  small  but 
seems  to  be  growing  in  numbers,  is,  on 
the  other  hand,  allying  itself  actively 
with  the  Children's  Division  of  the 
National  Conference  of  Social  Work, 
because  there  only  does  it  get  an  op- 
portunity to  interpret  its  principles  to 
thousands  of  social  workers  who  are 
actively  interested  in  the  protection  of 
children  and  who  are  daily  working  for 
their  betterment. 

These  diverse  positions  have  led  to 
many  other  more  important  diversities 
in  development.  The  restrictionist 
group,  considering  themselves,  first  of 
all,  agents  for  law  enforcement,  have 
recruited  their  paid  personnel  from  the 
ranks  of  truant  officers,  deputy  sheriffs, 
constables,  poor  officials  or  other  pub- 
lic agents.  This  is  particularly  true 
where  the  work  done  is  not  extensive 
and  only  part  of  the  time  of  the  offi- 
cial is  taken  for  the  children's  pro- 
tective service.  Such  limitations  in 
the  personnel  tend  to  emphasize  a  re- 
stricted program,  with  the  result  that 
in  many  cities  and  states  the  children's 
work  of  humane  societies  is  so  limited 
in  extent,  viewpoint  and  effectiveness 
that  the  citizens  either  do  not  know 
that  it  exists  or  have  ceased  to  depend 
upon  it  for  tangible  results. 

Present  Status  of  the  Movement 

There  are  no  reliable  statistics  show- 
ing the  extent  of  children's  protective 
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work  in  America,  but  an  intimate  ac- 
quaintance with  the  history  and  extent 
of  the  movement  leads  the  writer  to  the 
conclusion  that  this  service,  which  is 
largely  under  private  control,  is  being 
increasingly  supported  from  the  public 
purse  and  that  if  public  subventions 
should  cease,  many  of  the  "humane 
officers,"  in  whose  hands  rests  the 
protection  of  children  of  the  nation, 
would  close  their  offices  and  seek  other 
jobs.  A  large  majority  of  the  five 
hundred  or  more  societies  have  not  now 
and  probably  never  have  had  the  finan- 
cial backing  or  support  to  maintain 
themselves  by  private  contributions 
and  income  from  investments.  In  a 
number  of  states  humane  societies 
receive  part  of  their  support  from  fines 
imposed  by  the  courts  and  from  fees.'' 
Many  of  the  children's  protective 
societies  listed  by  the  American  Hu- 
mane Association  do  not  respond  to 
letters  and  have  become  "inactive." 
It  may  be  inferred  from  this  and  other 
reports  that  a  considerable  number  in- 
cluded in  this  list  are  not  functioning 
actively  in  child  protection  or  are 
largely  paper  organizations. 

This  is  not  a  very  satisfactory  pros- 
pect for  the  protection  of  the  children 
of  the  nation.  The  program  of  the 
New  York  Society  appealed  to  the 
imagination  and  humanity  of  thinking 
people  of  the  decade  after  the  Civil  War. 
A  number  of  strong  societies  sprang  up, 
prospered  and  have  continued  to  render 
good  service  in  this  field,  but  the  precari- 
ous existence  of  the  movement  in  most 
parts  of  the  country  is  ample  cause  for 
serious  consideration  by  philanthropist 
and  ordinary  citizen  as  to  what  the 
future  of  the  movement  shall  be. 

The  New  York  Society  deals  with 
about  18,000  neglected  children  a  year, 
and  the  Massachusetts  Society,  being 
organized  on  a  state-wide  basis,  with 

'  Dog  taxes  maintain  a  considerable  number  of 
humane  ofiBcers  in  Ohio. 


about  15,000.  City  and  country  both 
seem  to  furnish  their  quota  of  neglected 
children  and  there  are  few  communities 
where  some  active  work  for  their  pro- 
tection is  not  needed. 

Protection  op   Children  a  Public 
Duty 

In  all  of  our  states,  public  provision 
has  been  made  for  the  protection  and 
training  of  delinquent  children  and  in 
many  of  them  the  state  is  beginning  to 
recognize  its  public  responsibility  in  the 
care  of  children  who  have  become  de- 
pendent through  poverty,  sickness  or 
other  accidents  of  life.  These  states, 
either  directly  or  through  county  units, 
furnish  assistance  to  good  mothers  to 
maintain  their  children  with  them  or 
provide  the  children  with  institutional 
or  family  care. 

Important  as  this  work  is,  the  protec- 
tion of  children  from  brutal  parents  and 
from  degrading  surroundings  is  equally 
a  public  duty  which  states  cannot  con- 
tinue to  shirk  without  endangering 
their  moral  welfare  and  their  financial 
prosperity.  It  is  an  accepted  fact  that 
the  prevention  of  delinquence  is  largely 
a  prevention  of  juvenile  delinquence. 
And  it  can  be  equally  well  shown  that  it 
is  the  poorly  functioning  home  that 
provides  the  conditions  out  of  which 
come  a  very  considerable  proportion  of 
our  delinquent  boys  and  girls.  This  is 
the  stake  that  each  intelligent  commu- 
nity holds  in  tactful,  persistent  and 
energetic  child  protection.  Here  and 
there  evidence  may  be  found  that  child 
protection  is  thought  of  as  a  public 
function,  such  as  the  establishment  of 
state  departments  for  child  and  animal 
protection  and  state  boards  of  chil- 
dren's guardians.  The  continuous  ap- 
propriation of  subventions  to  private 
children's  protective  societies  can  be 
interpreted  only  on  the  basis  of  their 
work's  being  considered  a  proper  public 
function. 
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Changed  Emphasis  in  Child 
Protection  Work 

The  first  twenty-five  cases  reported 
by  the  New  York  Society  might  be 
analyzed  as  follows:  Beating  or  other 
physical  cruelty,  13;  children  begging 
and  accompanying  an  organ  grinder,  2; 
children  sent  out  by  parent  or  guardian 
to  beg,  2;  attempted  assault,  2;  aban- 
donment of  child,  need  of  medical  care, 
child  found  intoxicated,  child  living  in 
inmioral  resort,  father  not  supporting 
child,  and  commitment  to  institution 
without  court  action,  1  each.  A  little 
later  the  protection  of  little  children 
from  the  cruelties  attending  the  train- 
ing of  young  acrobats  became  an  im- 
portant part  of  that  society's  work. 
These  are  all  important  tasks  in  the 
process  of  child  protection.  They 
were  largely  concerned  with  the  physi- 
cal care  of  the  child.  The  less  obtrusive 
and  equally  important  services,  to 
safeguard  the  child's  training  and 
morals,  were  but  slightly  represented; 
but  these  have  now  become  the  most 
important  part  of  the  program  of  any 
well  equipped  children's  protective 
agency. 

The  brutal  treatment  of  children  has 
been  much  reduced,  partly  no  doubt 
because  of  the  work  of  children's  pro- 
tective agencies,  and  the  more  preven- 
tive phases  have  come  to  the  front. 
An  analysis  of  the  case  work  of  the 
Massachusetts  Society  in  a  recent  year 
showed  that  only  6  per  cent  of  its  cases 
dealt  with  cruelty,  which  })layed  such 
an  important  part  a  generation  ago. 

It  is  clear,  then,  that  with  the  better 
comprehension  of  the  dangers  to  child 
life,  the  program  of  child  protection 
must  necessarily  broaden  as  well  as  be- 
come more  fundamental.  A  commu- 
nity that  would  give  its  children  who 
have  not  proper  protection  at  home, 
the  safeguards  to  which  they  are  en- 
titled, should  have  an  agency  with  the 


physical  equipment  and  personnel  com- 
mensurate with  the  task. 

Child  protection  is  rarely  all  done  by 
a  single  agency.  Often  many  public 
and  private  agencies  contribute  to  the 
carrying  out  of  a  comprehensive  pro- 
gram. It  is  customary,  however,  for 
the  community  to  look  to  the  children's 
protective  society  for  the  largest  part  of 
the  work  and  for  leadership,  provided 
there  is  one  in  existence. 

A  Program  for  Child  Protection 

In  every  community  the  following 
services  must  be  rendered  by  some 
agency  to  ensure  for  all  the  children,  "a 
square  deal." 

1.  Children  must  be  protected  from 
physical  brutalities.  Though  these  are 
less  numerous  than  before,  they  are 
always  degrading  even  when  not  dan- 
gerous. 

2.  Children  must  be  protected  from 
early  exhausting  and  degrading  labor. 
The  public  now  generally  frowns  upon 
the  child  acrobat,  but  child  labor  is  still 
in  great  demand  and  seems  in  better 
standing  since  the  War. 

3.  Children  should  receive  suitable 
physical  care  at  the  hands  of  their 
parents  and  guardians.  This  includes 
proper  medical  and  surgical  care,  rec- 
ommended by  physicans  of  standing  in 
the  community.  While  an  honest  dif- 
ference of  opinions  is  found  on  certain 
medical  questions  among  medical  men, 
children's  protective  agencies  have 
rarely  undertaken  to  enforce  medical 
care  where  there  was  clear  disagree- 
ment among  practitioners  of  unques- 
tioned standing. 

4.  Children,  and  particularly  girls, 
need  a  vigorous  agency  in  every  com- 
munity for  their  protection  from  early 
sex  irregularities.  The  prosecuting  at- 
torneys of  many  communities  are  learn- 
ing to  render  this  protection,  but  in 
most  places  the  prosecutions  for  sexual 
abuses  to  girls  below  the  age  of  consent 
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are  apt  to  be  either  futile  because  their 
testimony  is  poorly  used  or  brutal  and 
demoralizing  to  the  girl  witness. 
Courts  should  be  required  to  modernize 
their  procedure  so  as  to  give  greater 
protection  to  the  girl  without  removing 
reasonable  safeguards  for  the  accused. 

5.  Children  should  also  be  protected 
from  immoral  associations  even  where 
they  are  not  directly  concerned  in  im- 
moral acts.  This  depends  in  large 
measure  upon  an  active  cooperation 
with  the  police  departments  of  our 
communities.  Most  police  officers  are 
not  appealed  to  in  vain  where  the  wel- 
fare of  the  child  is  involved,  if  they  can 
see  what  it  means  to  the  child  and  if 
what  is  asked  is  legal  and  reasonable. 

6.  There  may  be  a  difference  of 
opinion  as  to  whether  a  man  should 
support  his  wife  under  all  circum- 
stances, but  there  is  none  as  to  the  re- 
sponsibility of  a  father  to  support  his 
children.  To  leave  children  dependent 
in  a  community  is  coming  to  be  recog- 
nized as  a  crime  whose  effects  are  regis- 
tered upon  mind  as  well  as  body.  The 
limitations  which  state  lines  bring  to 
the  enforcement  of  laws  against  aban- 
donment and  desertion  are  very  serious. 
Perhaps  a  satisfactory  solution  of  this 
problem  will  come  only  when  the 
Federal  Constitution  makes  it  possible 
to  enforce  domestic  relations  in  Federal 
Courts. 

7.  The  child  born  out  of  wedlock 
needs  an  active  agency  in  every  com- 
munity to  safeguard  his  reasonable 
rights.  Our  communities  are  begin- 
ning to  render  this  service,  notably  the 
state  of  Minnesota.  One  of  the  serv- 
ices is  the  enforcement  of  maintenance 
against  the  father,  either  by  court  ac- 
tion or  by  voluntary  acknowledgment 
of  paternity. 

8.  Crippled  children  and  others  suf- 
fering from  physical  or  mental  defects 
must  be  given  all  the  opportunities  and 
training  that  the  science  of  medicine 


and  the  art  of  education  can  provide,  so 
that  as  far  as  possible  they  may  become 
self-supporting  citizens.  Where  this  is 
impossible,  they  should  have  the  pro- 
tection of  good  public  or  private  care. 
This  does  not  preclude  a  good  children's 
program  from  urging  all  reasonable 
measures  for  the  elimination  of  the 
unfit. 

9.  Children  should  be  protected  from 
constant  contact  with  habitual  gamb- 
lers, drug  users  and  criminals. 

Need  for  a  Public  Child  Protect- 
ing Agency 

But  it  is  not  enough  that  measures  be 
taken  for  the  enforcement  of  these 
standards,  which  are  already  largely 
expressed  in  the  laws  of  our  various 
states.  Each  one  of  our  communities 
needs  to  have  an  agency  that  is  alert  to 
its  changing  needs  in  child  protection 
and  that,  without  running  off  on  every 
possible  tangent,  will  stand  for  a  rea- 
sonable and  well  approved  program. 
Such  an  agency  would  assist  its  com- 
munity or  state  in  becoming  sensitive 
to  children's  needs,  and  would  work 
with  other  agencies  in  the  shaping  and 
carrying  forward  of  a  complete  social 
program  for  children  who  require 
intervention  in  their  circumstances  be- 
cause of  their  own  misfortune  or  the 
misfortune  of  their  parents. 

If  this  program  is  to  be  carried  for- 
ward with  any  reasonable  success  over 
any  considerable  area,  the  state  in  its 
public  capacity  must  step  in  to  assume 
at  least  a  part,  and  that,  probably  the 
largest  part  in  the  undertaking.  Here 
and  there  certain  of  these  tasks  are  al- 
ready undertaken  by  a  public  agency. 
Boards  of  children's  guardians  in  the 
District  of  Columbia  and  in  West 
Virginia  now  include  limited  children's 
protective  programs  in  their  work. 

The  withdrawal  of  the  Humane 
Society  from  the  field  of  child  protec- 
tion has  in  certain  cities  led  to  the  de- 
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velopnient  of  a  limited  program  of  child 
protection  in  connection  with  certain 
active  and  well  equipped  juvenile 
courts.  The  Juvenile  Court  of  Chi- 
cago is  the  best  illustration  of  this  tend- 
ency. But  the  juvenile  court  does  not 
seem  the  logical  place  for  locating  this 
responsibility.  The  trend  of  child 
protection  is  toward  an  early  recogni- 
tion of  menacing  conditions.  Instead 
of  having  most  of  its  work  adjusted  by 
court  action,  a  well  equipped  agency 
requires  court  action  in  a  decreasing 
proportion.  It  is  therefore  more  suit- 
able to  have  such  service  rendered  by  a 
state  agency  with  county  or  district 
units  of  service. 

Just  as  in  the  care  of  dependent 
children  private  agencies  are  rendering 
a  valuable  supplemental  service  wher- 
ever a  public  agency  has  become  active 


in  their  care  and  placement,  so  in  the 
field  of  child  protection  the  private 
agencies  can  be  equally  valuable. 
Such  private  societies  become  experi- 
menters, moulders  of  public  opinion 
and  anchors  for  the  maintenance  of 
good  public  ideals  and  standards. 

The  child  protection  movement  of 
the  humane  societies  has  on  the  whole 
reached  such  a  precarious  position  that 
it  is  no  longer  performing  its  public 
function  in  any  adequate  manner.  A 
few  strong  societies,  chiefly  located  in 
large  cities,  have  met  the  need,  but 
largely  with  a  restricted  program.  It 
is  of  the  utmost  importance  that  a  new 
public  service  in  child  protection  should 
be  created,  or,  where  it  has  already 
begun,  that  it  should  be  extended  to 
give  all  unfortunate  children  "a  square 
deal." 


Problems  of  the  Colored  Child 

By  Eugene  Kinckle  Jones 

Executive  Secretary,  National  Urban  League 


IN  public  recognition  Negroes  repre- 
sent a  class  as  well  as  a  race,  and 
inherit  the  status  fixed  for  both  class 
and  race  divisions  of  our  population. 
Without  affirming  any  differences  in 
instinct,  racial  traits  or  family  struc- 
ture, it  is  a  fact  that  the  problems  of 
the  colored  child  have  special  and  dis- 
tinct features.  His  problems  are  not 
only  the  regular  and  expected  prob- 
lems familiar  to  social  workers  given 
greater  volume  and  intensity  because 
of  the  economic  class  to  which  most 
colored  children  belong,  but  they  are 
these  pro])lems  further  complicated  by 
the  circumstances  of  the  Negro's  social 
status,  which  limits  his  participation  in 
the  normal  scheme  of  adjustment. 
With  more  than  70  per  cent  of  the 
Negro  population  of  ten  years  of  age 
and  over  classed  as  wage  earners  and 


over  70  per  cent  of  these  wage  earners 
classed  as  unskilled,  Negroes  constitute 
an  economic  class  upon  which  the  bur- 
den of  child  rearing  falls  hardest.  The 
factor  of  race  intensifies  these  difficul- 
ties by  the  addition  of  others. 

The  Problem  of  Illiteracy 

The  heavy  illiteracy  rate  among 
Negro  children,  especially  in  the  South, 
is  frequently  taken  as  an  evidence  of 
native  backwardness  and  parental  in- 
difference. Granted  that  both  of  these 
alleged  causes  are  factors  worthy  of 
consideration,  there  is  still  a  frightful 
inadequacy  in  school  facilities  which 
renders  them  insignificant  deterrents 
by  comparison.  In  1910  the  per  cent  of 
Negro  illiterates  ten  years  of  age  and 
over  was  30.4.  The  percentages  varied 
with  the  states  from  7.9  per  cent  in 
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New  York  to  38.7  in  South  Carolina. 
In  these  figures  is  reflected  not  only  the 
influence  of  the  compulsory  education 
law  but  the  provision,  or  rather  lack  of 
provision,  for  school  facilities  as  well. 
For  example,  whereas  New  York  has 
compulsory  education  and  provides 
the  same  schooling  for  Negroes  as  for 
whites,  South  Carolina  maintains  sep- 
arate schools  in  which  the  average 
yearly  expenditure  for  each  white  child 
is  $11.14  as  against  $1.25  for  a  colored 
child.  Not  only  are  colored  children 
not  urged  to  attend  school,  but  there 
are  not  even  enough  school  buildings  to 
accommodate  the  colored  children  who 
apply  for  admission.  In  South  Caro- 
lina, for  example,  39.2  per  cent  are  out 
of  school ;  in  Florida,  47  per  cent  and  in 
Louisiana,  56.4  per  cent.  Monroe  N. 
Work,  editor  of  The  Negro  Year  Book, 
has  estimated  that  on  the  basis  of  a 
nine  months'  school  year  it  would  take 
a  Negro  child  22  years  in  Louisiana,  26 
years  in  Alabama  and  33  years  in  South 
Carolina  to  complete  an  elementary 
course. 

These  handicaps  are  maintained  in 
many  sections  through  the  strength  of 
a  very  common  belief  that  education 
unfits  Negroes  for  the  real  labor  for 
which  they  are  destined;  that  placing 
them  in  school  would  interfere  both 
with  the  planting  and  the  harvesting  of 
crops  and  that  a  more  equitable  dis- 
tribution of  funds  would  prove  unfair 
to  white  tax-payers.  These  opinions 
prevail  in  spite  of  the  very  persistent 
warning  of  students  of  the  problem 
that  the  lack  of  this  schooling  and  dis- 
cipline eventually  registers  itself  in 
dependency,  delinquency  and  crime, 
which  in  time  entail  a  greater  financial 
and  moral  burden  on  the  state. 

Educational  Problem  in  the  North 

In  the  North  there  is  also  an  educa- 
tional problem  for  colored  children. 
The  northward  movement  of  Negroes 


since  slavery  and  the  migration  of  a 
half-million  Negroes  from  the  South 
following  the  outbreak  of  the  World 
War,  have  brought  thousands  of  chil- 
dren from  the  WTctched  schools  of 
many  sections  of  the  South.  When  re- 
classified according  to  the  more  regu- 
lar and  rigid  requirements  of  northern 
schools  they  become  over-age  pupils — 
large,  awkward  children,  ranging  in 
ages  from  thirteen  to  eighteen,  in 
classes  with  children  of  seven  and  ten. 
The  severe  embarrassments  to  them 
increase  truancy  problems,  delinquency 
and  rebellion  against  home  and  school 
discipline.  In  1915  a  study  of  five  hun- 
dred Negro  children  in  the  New  York 
public  schools,  which  accommodatedthe 
largest  number  of  children  whose  par- 
ents represented  the  new-comers,  re- 
vealed that  60.5  per  cent  of  the  normal 
children  were  over-age  for  their  grade. 
Some  had  entered  school  there  for  the 
first  time  at  the  ages  of  twelve  and 
fifteen. 

A  similar  study  in  1920  by  the  Chi- 
cago Commission  on  Race  Relations 
disclosed  practically  the  same  condi- 
tion in  Chicago.  It  was  further  dis- 
closed, however,  that  where  the  chil- 
dren remained  and  provisions  were 
made  for  the  ungraded  pupils,  they 
reached  their  normal  grades  in  two  or 
three  years. 

Infant  Mortality 

One  of  the  most  serious  of  the  special 
problems  is  that  of  reducing  the  high 
infant  mortality  and  the  prevalence  of 
diseases  among  colored  children;  for  in 
this  is  reflected  the  conditions  under 
which  they  must  live.  The  startling 
disproportion  in  the  infant  mortality 
rate  between  white  and  Negro  children 
emphasizes  public  ignorance  and  negli- 
gence. The  infant  death  rate  among 
Negroes  is  enormous,  in  some  cities 
mounting  as  high  as  200  infant  deaths 
per  1,000  births. 
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According  to  figures  of  the  Metro- 
politan Life  Insurance  Company, 
which  numbers  among  its  members 
one-sixth  of  the  entire  Negro  popula- 
tion in  the  United  States,  the  Negro 
death  rate  ainong  its  industrial  policy 
holders  is  60  ])er  cent  greater  than  that 
of  the  white.  Tuberculosis,  preemi- 
nently a  disease  of  young  people,  takes 
a  heavy  toll.  For  colored  boys  insured 
by  the  company,  this  rate  is  eleven 
times  higher  and  for  colored  girls, 
eight  times  higher,  than  the  rate  for 
white  boys  and  girls,  respectively,  of 
the  same  age  period.  Malaria,  typhoid 
fever,  s\'])hilis  and  hookworm  also  have 
a  disproportionately  high  sickness  and 
death  rate.  Louis  I.  Dublin,  Chief 
Statistician  of  the  ^Metropolitan  Life 
Insurance  Company,  in  presenting 
these  facts  before  a  conference  of 
the  National  Urban  League,  said: 
"Whether  we  look  at  the  records  of  the 
draft  examinations  or  the  figures  of 
mortality  among  policy  holders  of  the 
Metropolitan,  we  find  the  same  fact  in 
evidence;  namely,  very  much  higher 
rates  among  colored  persons  from  those 
diseases  and  conditions  which  reflect 
the  sanitary  conditions  of  the  environ- 
ment." Practically  all  of  these  dis- 
eases carrying  such  a  heavy  death  toll 
can  be  checked  through  closer  atten- 
tion to  sanitation,  water  and  milk  sup- 
ply, food  handling,  garbage  disposal, 
general  housing  conditions  and  instruc- 
tion in  personal  hygiene.  The  Metro- 
politan Life  Insurance  Company, 
through  encouraging  efforts  along  this 
line  has  helj)ed  to  reduce  the  death 
rate  among  its  colored  policy  holders  9 
per  cent  in  eight  years. 

In  New  York  City  alone,  the  colored 
infant  death  rate  is  164  deaths  per 
1,000  births  as  against  82  per  1,000 
births  for  whites.  Twice  as  many 
Negro  babies  die  each  year  as  white 
babies.  Although  the  white  popula- 
tion is  more  than  thirty  times  that  of 


the  colored,  only  seven  times  as  many 
white  boys  and  girls  as  colored  boys 
and  girls  under  fourteen  years  of  age, 
died  in  New  York  during  1920. 

The  general  Negro  death  rate  is  21 
per  thousand  as  compared  with  12.88 
per  thousand  for  whites.  The  expecta- 
tion of  life  for  white  males  is  46  years; 
for  Negro  males,  37  years;  for  white 
females,  52  years;  for  Negro  females,  39 
years.  Thus  the  colored  child  starts 
out  in  life  under  a  handicap,  as  the 
forces  that  make  for  longevity  are  less 
apt  to  be  associated  with  his  environ- 
ment than  they  are  with  that  of  the 
white  child. 

These  figures  suggest,  too,  a  lack  of 
centers  for  instruction,  and  lack  of  par- 
ticipation in  the  existing  agencies  de- 
signed for  this  purpose.  An  intensive 
campaign  of  education  and  a  construc- 
tive program  of  service  to  reduce  Ne- 
gro infant  mortality  in  New  York  City 
conducted  in  1915  by  the  various  social 
agencies  there,  led  by  the  City  Depart- 
ment of  Health,  resulted,  in  two  years' 
time,  in  a  reduction  of  Negro  infant 
mortality  from  202  per  1,000  births  to 
173  per  1,000  births. 

Colored  Children  in  "Communi- 
ties OF  Their  Own" 

The  obvious  diflBculties  for  colored 
children  in  connection  with  the  unsani- 
tary quarters  in  which  they  are  placed 
are  but  a  part  of  the  problem.  Negroes 
whether  in  the  South  or  North  are,  in 
the  main,  most  effectually  isolated 
from  the  rest  of  the  community  in 
what  many  persons  are  fond  of  refer- 
ring to  as  "communities  of  their  own." 
Here  deterioration  is  permitted  to  pro- 
ceed without  the  bolstering  influence  of 
municipal  regulation  or  private  capital. 
They  are  the  "Negro  quarters"  and 
consequently  neither  force  nor  merit 
attention.  In  many  southern  cities 
municipal  neglect  has  become  notori- 
ous.    In  northern  cities  these  Negro 
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neighborhoods  become  a  dumping 
ground  for  the  vicious  and  demorahz- 
ing  agencies  of  the  city,  white  as  well 
as  black,  which  seek  such  places  be- 
cause of  their  immunity  from  police  in- 
terference and  effective  public  protest. 
A  report  of  the  Chicago  Vice  Com- 
mission, deprecating  the  forced  asso- 
ciation of  the  Negro  population  with 
vice,  said: 

The  history  of  the  social  evil  in  Chicago 
is  intimately  connected  with  the  colored 
population.  Invariably  the  largest  vice 
districts  have  been  created  in  or  near  set- 
tlements of  colored  people  ...  so 
whenever  prostitutes,  cadets  and  thugs 
were  located  among  white  people  and  had 
to  be  moved  for  commercial  or  other  rea- 
sons, they  were  driven  to  undesirable  parts 
of  the  city,  the  so-called  colored  residential 
sections. 


No  discrimination  is  exercised  in  the 
classification  of  Negroes.  They  are  all 
"Negroes"  and  their  children  must 
live  within  these  confines  exposed  to  the 
undermining  influence  of  the  vicious 
elements  of  white  as  well  as  colored 
crime  and  corruption.  How  active 
these  influences  are  may  best  be  ob- 
served from  a  study  of  the  juvenile 
delinquency  figures  for  Negroes. 

Problem  of  Juvenile  Delinquency 

In  New  York,  the  Negro  population 
is  2.7  per  cent  of  the  total  population 
of  the  city.  In  1920  Negroes  contrib- 
uted, however,  3.3  per  cent  of  the 
juvenile  delinquency.  In  Chicago,  the 
Negro  population  is  4.5  per  cent  of  the 
total;  in  1920  the  Negroes  contributed 
9.9  per  cent  of  the  juvenile  delinquency. 
The  officer  of  a  juvenile  court  in  one 
of  the  large  cities  of  the  north  in  ex- 
plaining the  higher  delinquency  rate 
among  Negro  children  attributed  it  to 
"the  crime  breeding  environment  in 
which  they  have  to  five,"  lack  of  pri- 
vacy at  home,  working  parents  and 
consequent  lack  of  home  supervision. 


It  should  be  stated,  however,  in  de- 
fense of  the  normal  law-abiding  in- 
clination of  the  colored  child  that  in 
New  York  City  in  1915,  colored 
children  contributed  only  1.7  per  cent 
of  the  total  juvenile  delinquency 
while  the  Negro  population  was  over 
2  per  cent  of  the  total  population  of 
the  city. 

Social  studies  recently  have  been 
pointing  out  the  relation  between  de- 
linquency and  recreation.  The  provi- 
sion of  playgrounds  and  recreation  cen- 
ters in  Chicago,  for  example,  reduced 
delinquency  on  an  average  of  44  per 
cent  in  the  sections  over  which  their 
influence  extended.  A  Cleveland  study 
discovered  that  in  75  per  cent  of  the 
cases  of  delinquency  there  was  a  direct 
relation  between  this  delinquency  and 
the  children's  spare  time.  Thus  an- 
other problem  with  Negro  children 
also  arises  from  the  general  absence  of 
recreational  facilities  in  Negro  environ- 
ment. 

The  Harlem  section  of  New  York 
City  in  which  more  than  75,000  Ne- 
groes live,  has  not  a  single  regularly 
.equipped  playground.  Chicago  play- 
grounds practically  skirt  the  Negro 
residence  areas  and  in  two  instances, 
where  large  publicly  maintained  recre- 
ation centers  are  located  on  the  edge  of 
a  thickly  populated  Negro  neighbor- 
hood, the  hostile  sentiment  and  intimi- 
dations by  whites  who  visit  the  centers 
prevent  any  use  of  them  by  Negro 
children. 

The  lack  of  these  provisions  is  not 
wholly  due  to  deliberate  neglect.  Ne- 
groes, it  must  be  remembered,  usually 
live  in  the  oldest  sections  of  the  city 
where  property  values  have  declined  to 
the  size  of  their  purses  and  where  im- 
provements usually  have  ceased.  Gen- 
eral community  improvements,  as  well 
as  new  recreational  centers,  are  usually 
placed  outside  of  such  sections. 

But  there  are  other  factors  entering 
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into  the  delinquency  problem.  A 
prominent  cause  assigned  for  delin- 
quency among  Negro  children  is  par- 
ental neglect.  Much  of  this  has  been 
forced  by  the  necessity  for  both  par- 
ents to  work.  The  economic  struggle 
thus  manifests  itself.  The  wife  must 
supplement  the  income  of  the  head  of 
the  family.  In  cities  where  there  is  lax 
enforcement  of  the  compulsory  educa- 
tion laws  or  110  such  laws,  the  children 
themselves  are  pressed  into  the  service 
of  supporting  the  family.  Although 
this  is  more  patently  an  economic  than 
a  racial  question,  the  pressure  of  this 
necessity  is  more  widely  diffused  among 
this  group  because  relatively  it  com- 
prises so  large  a  section  of  the  whole. 

Economic  Opportunity 

The  incentive  for  continuing  in 
school  is  much  dampened  by  the  ap- 
parent lack  of  opportunity  to  utilize 
special  training.  The  doors  of  industry 
and  business  are  effectually  barred 
against  Negroes  except  in  the  lower 
and  more  menial  branches  of  work. 
Persistent  effort  to  extend  the  field  of 
opportunity  by  Negro  organizations 
and  the  necessary  admission  of  Negroes 
to  many  coveted  positions  during  the 
labor  scarcity  of  the  early  days  of  the 
War,  have  accomplished  some  advance- 
ment in  this  line  but  the  major  difficul- 
ties are  still  but  slightly  affected.  Such 
was  apparent  in  a  study  recently  made 
of  Negro  women  in  industry  in  New 
York  City.  In  the  group  of  colored 
women  studied  were  many  who  had 
completed  elementary  school  courses, 
high  schools  and  colleges.  But  whereas 
of  the  white  and  colored  women  studied 
8  per  cent  more  colored  had  finished 
elementary  school  and  9  per  cent  more 
had  attended  high  school  and  college, 
but  few  of  the  colored  women  had  been 
able  to  use  their  special  training.  The 
report  states: 


But  few  of  the  specially  trained  women 
found  work  in  the  trade  for  which  they  had 
been  prepared.  Occasionally  they  found 
their  niche  through  the  placement  depart- 
ment of  the  schools  and  sometimes  through 
personal  initiative.  Nine  trade-trained 
women  entered  the  Post  Office  Department 
under  civil  service  examination.  Others, 
discouraged  by  seasonal  fluctuations  and 
the  handicap  of  color,  took  places  as  ladies' 
maids,  elevator  operators,  etc. 

One  would  have  to  wait  in  an  emploj^- 
ment  bureau  for  many  days  to  hear  of  even 
one  request  for  a  colored  bookkeeper  or 
stenographer.  Yet  a  number  of  women  had 
been  specially  trained  as  stenographers. 
These  finally  entered  factories  doing  un- 
skilled, monotonous  work — their  spirits 
broken  and  hopes  blasted  because  they  had 
been  obliged  to  forfeit  their  training  on  ac- 
coiuit  of  race  prejudice.  School  teachers 
were  among  these  new  recruits  in  both 
skilled  and  unskilled  industries.  Some  had 
been  grade  teachers,  two  had  taught  in  high 
school,  and  one  had  been  a  supervisor  in  a 
normal  school. 

Suggestions  of  Other  Special 
Difficulties 

It  is  apparent  that  problems  of  the 
Negro  child  are  special  only  in  so  far  as 
the  general  attitude  of  the  public,  in- 
fluenced by  traditional  racial  senti- 
ment, has  operated  to  make  them  so. 
AVhen  Negroes  are  isolated  from  the 
rest  of  the  community  as  a  group  dif- 
ferent and  distinctive  with  a  mode  of 
treatment  for  them  already  outlined, 
neglect  and  indifference  are  expected. 
For  they  are  more  an  appendix  than  a 
functional  part  of  the  community. 
Thus  it  is  that  general  social  organiza- 
tions as  a  rule  conduct  their  activities 
over  the  heads  of  the  Negro  commu- 
nity, which  is  by  no  means  separate  and 
distinct  by  choice. 

In  Cincinnati,  for  example,  where 
the  Negro  juvenile  delinquency  rate  is 
12  per  cent  of  the  total  while  the  Negro 
population  is  only  7  per  cent,  proba- 
tion work  touched  but  fifteen  Negro 
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cases.  The  Juvenile  Protective  Society 
of  Chicago  does  not  cover  the  areas  of 
Negro  residence.  Movements  Uke  the 
Boy  Scouts,  Girl  Scouts,  Brotherhood 
Republic — character  builders  of  youth 
— indifferently  touch  the  lives  of  Negro 
youths. 

When  the  seriousness  of  Negro  cases 
reaches  the  point  of  demanding  institu- 
tional care,  other  difficulties  appear. 
In  most  northern  communities  colored 
and  white  children  are  accepted  by  the 
same  institutions.  Usually  the  propor- 
tion of  Negroes  is  smaller,  both  in  pro- 
portion to  the  Negro  population  and  in 
proportion  to  the  cases  of  Negroes  re- 
quiring institutional  care.  For  Negro 
feeble-minded  there  is  little  care  in  the 
North  and  practically  none  in  the 
South.  The  superintendent  of  one 
northern  institution  for  the  care  of 
feeble-minded  expressed  a  view  that 
many  Negro  children  thought  to  be 
feeble-minded  were  not  really  so,  but 
only  appeared  so  by  comparison  with 
white  standards !  How  far  this  misap- 
prehension, undoubtedly  shared  by 
others,  has  operated  to  affect  the  vol- 
ume of  present  Negro  feeble-minded  in 
institutions,  it  is  impossible  to  say. 

Commenting  on  the  alarming  inade- 


quacies throughout  the  country,  and 
especially  in  the  South,  Hastings  H. 
Hart,  Director  of  the  Department  of 
Child-Helping  of  the  Russell  Sage 
Foundation,  says: 

This  is  a  matter  of  great  moment  because 
the  neglected  feeble-minded  colored  chil- 
dren swell  the  ranks  of  paupers,  criminals 
and  vicious  persons,  and  also  spread  social 
disease.  It  appears  to  me  extremely  im- 
portant that  the  southern  people  should  be- 
come aware  of  the  fact  that  in  neglecting 
the  colored  children  they  are  hazarding  the 
interest  of  the  white  population  almost 
as  much  as  that  of  the  Negro  popu- 
lation. 

Appeals  for  participation  by  Negroes 
in  social  service  programs  have  been  di- 
rected on  the  basis  of  experiments 
demonstrating  that  where  Negro  chil- 
dren are  provided  with  the  same  pro- 
phylactics their  health,  crime,  illiteracy 
and  dependency  rates  are  reduced  to 
proportions  comparable  wath  those  of 
white  children.  The  crux  of  the  prob- 
lem, however,  is  the  unyielding  bloc  of 
public  disinterest  and  opposition  which 
holds  fast  to  traditional  restraints,  both 
economic  and  sentimental,  and  which 
makes  the  Negro's  struggle  for  exist- 
ence more  severe. 
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$100,000,000  Worth  of  Children  on  the  Farm 

By  Owen  R.  Lovejoy,  LL.D. 

General  Secretary,  National  Child  Labor  Committee 


THE  National  Child  Labor  Com- 
mittee's interest  in  the  country 
child  is  no  new  thing,  and  yet  we  still 
find  people  to  whom  it  is  a  shock  to 
discover  that  farmwork  may  be  con- 
sidered child  labor.  For  in  the  minds 
of  many  people  those  words,  "child 
labor,"  still  call  up  only  the  pathetic 
image  of  a  haggard  and  wizened  child 


of  seven  years,  or  it  may  be  ten  or 
twelve,  dragging  an  enormous  dinner 
pail  into  a  factory  at  dawn.  And  it  is 
true  that  for  years  the  plight  of  the  fac- 
tory child,  or  at  least  the  child  engaged 
in  those  pursuits  commonly  classified 
as  industrial,  has  been  emphasized  al- 
most to  the  exclusion  of  all  other  chil- 
dren.   But  this  does  not  necessarily  in- 
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dicate  that  no  other  children  deserve 
our  whole-hearted  attention.  In  fact, 
it  merely  indicates  that  in  attacking  an 
enormous  problem  we  have  taken  one 
step  at  a  time,  for  our  aim  from  the 
very  l)eginning  has  been  to  reach  every 
child  in  America,  if  necessary. 

^^^len  the  National  Child  Labor 
Committee  was  organized  in  1904,  the 
country  was  just  awaking  to  condi- 
tions in  our  cotton  mills;  the  great  coal 
strike  of  1902  had  called  attention  to 
the  numbers  of  child  workers  in  Penn- 
sylvania coal-breakers;  the  Consu- 
mers' League  had  recently  opened  its 
fight  against  tenement  homework,  and 
the  first  investigators  were  going  into 
the  fish  and  vegetable  canneries  where 
women  and  children  were  working  in- 
terminable hours.  So  it  was  very  nat- 
ural that  our  first  work  should  be  in  the 
interest  of  these  children  in  industry, 
of  whom  the  public  knew  a  little.  In- 
deed, it  seemed  obvious  that  whatever 
our  ultimate  aim,  our  immediate  task 
must  be  to  collect  authoritative  infor- 
mation on  what  the  public  knew  only 
in  the  smallest  part,  so  as  to  turn  their 
interest  into  real  knowledge,  and  that" 
knowledge  into  action. 

It  has  been  a  long,  hard  fight,  so 
long  and  so  arduous  that  it  appears  to 
be  a  sad  commentary  on  American  civ- 
ilization; but  there  is  no  need  of  going 
into  details  now.  The  fact  is  that  it  is 
at  last  established  in  this  country  that 
children  under  fourteen  years  of  age 
shall  not  be  employed  in  factories,  can- 
neries or  workshops,  or  children  under 
sixteen  in  mines  or  quarries;  that  no 
children  shall  be  employed  for  more 
than  eight  hours  a  day,  or  at  night.  In 
making  that  statement,  however,  we 
do  not  mean  to  imply  that  no  children 
are  working  under  such  conditions  in 
this  country  today,  for  we  all  know  the 
vast  difference  between  law  and  its 
absolute  enforcement.  But  we  do 
mean  to  say  that  the  principle,  at  least, 


is  established,  and  that  its  establish- 
ment has  allowed  us  to  go  on  to  the  next 
step.  For  there  is  still  a  long  way  to 
go  on  the  road  of  real  protection  and 
development  for  American  children. 

These  minimum  standards  for  in- 
dustrial workers  mean  nothing  if  they 
are  not  backed  up  by  good  school  regu- 
lations, health  protection,  recreational 
facilities,  continuation  and  vocational 
schools,  and  so  on.  And  we  are  not 
even  sure  that  the  minimum  standards 
themselves  are  adequate.  Many  of  us, 
indeed,  are  sure  that  they  are  inade- 
quate and  that  for  the  health  and  well- 
being  of  the  nation  we  should  keep  all 
children  in  school  and  out  of  industry 
until  they  are  sixteen  at  least.  But, 
however  that  may  be,  the  fact  re- 
mains that  such  standards  are  now 
established,  but  that  in  taking  account 
of  stock  we  find  there  are  thousands  of 
American  children  at  work  who  are  in 
no  way  affected  by  them,  American 
child  wage  earners  of  whom  America  is 
shamefully  ignorant  and  careless. 

Number  of  Child  Agricultural 
Workers 

One  child  out  of  every  eight  in  America, 
from  the  ages  of  ten  to  fifteen,  ivho  is  in 
ivork  not  usually  called  industrial,  is  en- 
gaged in  work  not  regulated  by  any  state 
or  federal  statute.  And  at  least  70  per 
cent  of  these  children  are  doing  some 
sort  of  agricultural  labor.  The  census 
of  1910  hsts  259,813  children  between 
ten  and  fifteen  years  of  age  as  "farm 
laborers  working  out"  and  1,157,323 
children  between  ten  and  fifteen  years 
of  age  as  "farm  laborers  on  the  home 
farm."^ 

We  are  not  making  any  such  ridicu- 
lous statement,  however,  as  that  all 

'  These  figures  were  collected  in  the  month  of 
April.  Figures  for  1920  (not  yet  published)  were 
collected  in  January  and  will  consequently  show 
an  apparent  decrease,  due  to  the  fact  that  most 
farmwork  is  not  in  progress  in  January. 
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farmwork  done  by  children  is  liarniful, 
or  that  all  these  children  listed  in  the 
census  are  in  need  of  protection.  But  we 
are  stating  most  empliatically  that  too 
many  of  these  thousands  of  rural  child 
workers  are  being  deprived  of  the  very 
fundamentals  of  a  normal  childhood; 
that  some  of  them  are  actually  exploi- 
ted, even  as  factory  and  cannery  chil- 
dren have  been  exploited;  and  that  it 
is  high  time  we  all  turned  our  attention 
to  them,  especially  if  we  are  as  inter- 
ested as  we  say  we  are  in  raising  the 
standards  of  American  rural  life. 

For  if  there  is  one  thing  more  than 
another  that  we  have  learned  in  the 
seventeen  years  since  the  National 
Child  Labor  Committee  was  created, 
it  is  that  child  labor  is  not  limited  to 
any  one  industry  or  process,  or  by 
locality,  but  that  any  work  which  is 
positively  harmful  to  the  child  or  even 
negatively  harmful,  in  that  it  hinders  or 
prevents  the  child's  normal  develop- 
ment, is  child  labor  and  as  such  is  bad 
for  the  child  and  through  him,  bad  for 
the  community  and  the  nation.  That 
the  "child  is  father  of  the  man"  is  no 
idle  platitude  when  one  views  the  in- 
efficiency, ill-health,  dependency  and 
general  inability  to  cope  with  life  that 
follow  hard  on  the  heels  of  a  neglected 
childhood. 

And  this  is  the  view  we  believe 
should  be  most  emphasized  in  ap- 
proaching the  rural  child  labor  prob- 
lem. For  every  agricultural  study 
we  have  made  points  to  the  same  con- 
clusion: that  the  farm  child  is  fre- 
quently getting  too  much  work,  too 
little  schooling  and  too  little  develop- 
mental care;  that  he  is  too  often  a  mere 
drudge  who  will  grow  up  an  ignorant, 
inefficient  worker,  more  a  liability  than 
an  asset  to  his  community. 

Studies  in  Various  States 

In  1910  we  first  investigated  the 
working  conditions  of  the  children  in 


the  cranberry  bogs  of  New  Jersey,  and 
those  among  the  itinerant  berry  and 
produce  pickers  of  Delaware  and 
Maryland.  In  1913  we  made  our  first 
study  of  the  cotton  pickers  of  Texas 
and  found  little  children  working  too 
long  hours,  living  in  unsanitary  con- 
ditions, being  kept  out  of  school  for  the 
sake  of  cotton.  In  1915  we  looked  into 
the  situation  in  the  sugar-beet  fields  of 
Colorado,  and  since  then  we  have  made 
intensive  studies  of  various  agricul- 
tural industries  and  districts  in 
Oklahoma,  Kentucky,  North  Carolina, 
Tennessee,  West  Virginia,  California 
and  elsewhere. 

In  Colorado  we  found  that  5,000 
children  between  six  and  fifteen  years 
of  age  were  working  regularly  in  the 
cultivation  of  sugar-beets,  even  during 
school  hours.  One  family,  whose  seven 
and  eleven  year  old  children  both 
worked  in  the  beet  fields,  regardless  of 
school,  boasted  that  these  children 
made  $10,000  a  year  in  sugar-beets. 
Another  man  said,  "My  boy  is  worth 
$1,000  for  work  in  the  beet  season,  but 
he  is  nothing  but  an  expense  when  he  is 
in  school."  The  school  authorities  es- 
timated that  each  of  these  5,000  chil- 
dren missed  from  two  to  twenty-two 
weeks  of  school  a  year,  an  average  of 
nine  and  one-half  weeks  each,  because 
of  work  in  the  beet  fields. 

In  Oklahoma,  where  we  found  chil- 
dren as  young  as  five  picking  cotton 
regularly,  the  average  daily  attendance 
at  school  was  only  57.2  per  cent  of  the 
enrollment,  and  a  study  of  174  schools, 
involving  6,389  pupils,  showed  that  the 
number  of  days  absent  during  the  year 
was  more  than  one-third  of  the  total 
number  of  days  present.  The  ab- 
sences of  these  children  for  farmwork  or 
housework  reached  a  total  of  90,903 
days,  an  amount  almost  equal  to  the 
sum  of  all  other  absences,  such  as  those 
due  to  illness,  indifference,  bad  weather 
or  distance  from  school,  put  together. 
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In  North  Dakota  the  school  autliori- 
ties  state  that  only  30  per  cent  of  the 
children  complete  the  eighth  grade  in 
school,  and  only  4  per  cent,  the 
twelfth  grade,  while  at  least  20,000 
farm  children  stay  ont  of  school  each 
year  for  a  period  of  sixty  days  to  help 
in  raising  wheat  and  other  small 
grains. 

These  are  only  isolated  instances 
cited  to  indicate  what  conditions  are 
throughout  the  country.  Helen  V. 
Bary,  of  the  Federal  Children's  Bureau, 
in  a  recent  summary  of  child  labor  con- 
ditions, outlines  the  situation  as  fol- 
lows : 

Undoubtedly  the  most  serious  problem  of 
child  labor  today  is  that  of  agricultural 
work.  The  evil  of  the  situation  is  not  only 
positive,  but  negative — not  only  the  con- 
ditions it  creates  but  the  conditions  it 
denies.  Rural  child  labor  in  vast  areas  of  the 
United  States  today  carries  with  it  a  virtual 
denial  of  education. 

Child  Labor  and  Illiteracy 

Another  investigator  establishes  the 
following  parallel  between  child  labor 
and  illiteracy: 

It  is  well  known  that  the  percentage  of 
illiteracy  in  the  country  is  twice  that  of 
cities,  one  in  every  ten  of  the  rural  popula- 
tion being  classed  as  illiterate.  It  is  not  so 
widely  advertised,  however,  that  of  the 
sixteen  states  having  a  percentage  of  illit- 
eracy greater  than  that  of  the  United 
States  as  a  whole,  fifteen  have  a  foreign 
population  percentage  far  below  14.7  (that 
of  the  United  States  as  a  whole) ,  the  highest 
per  cent  in  those  states  being  8.6,  and  the 
average  2.9.  And  even  less  advertised  is  the 
fact  that  these  fifteen  states  include  all  but 
one  of  the  thirteen  states  (all  southern 
agricultural  states)  which  have  a  child  labor 
percentage  in  excess  of  the  average  for  the 
United  States  as  a  whole.  The  parallel  is 
striking  and  the  conclusion  obvious.  If 
rural  sections,  in  spite  of  a  small  foreign 
population,  have  a  very  large  percentage  of 
illiteracy,  it  is  apparent  that  country  chil- 
dren are  not  being  educated;  and  when  we 


find  that  in  these  same  regions  there  is  a 
large  amount  of  child  labor  which  inter- 
feres seriously  with  school  attendance,  it  is 
reasonable  to  conclude  that  the  work  of  the 
children  is  responsible,  in  part  at  least,  for 
the  lack  of  schooling.  It  cannot  be  attrib- 
uted entirely  to  the  inferiority  of  rural 
education,  for  even  the  poorest  "little  red 
schoolhouse"  can  train  the  child  to  write — 
the  test  of  literacy.^ 

But  it  is  not  merely  schooling  of 
which  the  farm-working  child  is  de- 
prived. Anyone  who  knows  rural  con- 
ditions can  tell  you  that  he  has  the 
minimum  amount  of  play  and  recrea- 
tional facilities,  of  sanitary  living  con- 
ditions, of  health  protection  and  of  all 
these  developmental  elements  that  are 
the  very  essence  of  a  real  childhood — 
if  he  has  any  of  them  at  all.  For  the 
poorer  the  farmer,  the  more  he  needs 
the  labor  of  his  children,  and  the  less 
he  can  afford  decent  surroundings  or 
those  things  which  he,  perhaps,  con- 
siders unnecessary  but  which  go  a  long 
way  toward  making  life  livable  and 
progressive  for  his  family. 

In  our  recent  study  of  rural  life  in 
Tennessee,  Charles  E.  Gibbons  sum- 
marizes some  of  the  differences  between 
the  lives  of  owner-farmers  and  tenant 
farmers  in  that  state,  and  gives  an  ex- 
cellent idea  of  the  deprivations  which 
are  an  everyday  fact  to  the  poor  farm- 
er's child. 

The  most  striking  point  in  the  evidence 
presented  is  the  wide  difference  in  condi- 
tions surrounding  the  lives  of  owners'  chil- 
dren and  tenants'  children.  Owners  have 
nearly  three  times  as  large  an  income  as 
tenants,  although  the  families  are  practi- 
cally the  same  size.  Owner  children  are  not 
kept  out  of  school  to  work  on  the  farm  as 
tenant  children  are.  Tenants  move  about 
much  more;  hence  they  do  not  have  the 
comforts  and  conveniences  in  their  homes 
that  they  might  have  if  their  tenure  were 
longer.    Because  of  the  system,  tenants  are 

^Farm  Labor  va.  School  Attendance,hy  Gertrude 
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forced  to  borrow  at  high  interest  rates  and 
are  thus  restricted  in  the  manner  in  which 
they  may  purchase  their  suppHes  and  dis- 
pose of  their  crops.  They  get  a  good  deal 
less  from  the  farm  for  their  tables  than 
owners  do.  Their  water  supply  is  less  pro- 
tected. Fewer  of  their  homes  have  screens 
and  toilets.  Their  opportunities  for  recrea- 
tion are  more  limited.  They  read  less 
because  they  have  less  to  read.  The  oppor- 
tunity that  tenants'  children  have  for  edu- 
cation, health,  recreation  and  the  enjoy- 
ment of  a  normal  childhood,  is  limited. 
The  evidence  shows  that  many  of  the  eco- 
nomic factors  which  enter  into  conditions 
surrounding  their  lives  are  below  a  mini- 
mum standard  for  decent  living.  This 
ought  not  to  be  for  any  group  of  people. 
According  to  the  1910  census,  tenants 
comprise  a  little  more  than  41  per  cent  of 
the  rural  population  of  Tennessee.  Hence, 
the  problem  of  giving  tenant  children  their 
inherent  rights  is  serious,  not  only  because 
of  the  extremely  bad  conditions  under 
which  they  are  living,  but  also  because  of 
the  large  number  involved.  These  children 
ought  to  have  a  better  chance.^ 

WTiat  is  true  of  the  tenant  farmer  in 
Tennessee  is  true  of  the  poor  farmer 
everywhere.  Our  report  of  child  vi^el- 
fare  in  West  Virginia,  now  in  press,  the 
result  of  six  months'  careful  study  by 
trained  investigators,  is  an  appalling 
record  of  deprivations  and  positive 
dangers  surroxinding  the  farm  children 
in  that  state — a  record  which  goes  a 
long  way  to  prove  one  point  we  have 
been  hammering  at  for  many  years, 
namely  that  child  labor  is  never  an 
isolated  evil,  but  is  by  its  very  nature 
inextricably  bound  up  not  only  with 
other  problems  of  child  welfare  but 
with  problems  of  adult  welfare.  The 
same  conditions  that  produce  child 
labor  are  those  that  produce  poor,  un- 
sanitary homes,  inadequate,  unat- 
tended schools,  poor  recreational  facil- 
ities, few  books,  few  papers — in  short, 
the   meagre,   bleak  life  that   deadens 

'  Child  Welfare  in  Tennessee,  N.C.L.C.  1920, 
-p.  373. 
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and  discourages.  Child  labor  is  a  part 
of  that  meagre  life;  it  is,  alas,  in  the 
last  analysis,  only  a  partial  cause  of  it, 
for  here  we  run  up  against  that  old,  old 
circle  of  ignorance,  ineflSciency,  pov- 
erty, child  labor,  lack  of  education,  and 
so  on. 

The  School  and  the  Rural  Child 
Problem 

By  the  same  token,  therefore,  child" 
labor  is  not  a  negative  problem.  If  you 
are  going  to  the  root  of  the  matter,  it  is 
not  enough  to  say  of  a  child,  "He  must 
not  work."  You  must  go  further  than 
that  if  you  are  going  to  create  an;yi:hing 
more  than  a  deadlock.  You  must  take 
a  positive  stand,  and  when  you  re- 
move a  child  from  the  drudgery  of 
labor,  you  must  give  him,  in  place  of 
it,  its  substitutes:  suitable  schooling, 
suitable  play  and  suitable  work. 
WTien  you  do  that,  you  are  not  merely 
cognizant  of  the  present,  but  you  are 
building  on  a  sure  foundation  for  the 
future. 

This,  then,  is  our  problem  in  relation 
to  the  neglected  rural  child;  this  is  our 
way  of  going  to  the  root  of  the  evil,  an 
evil  so  closely  interwoven  vnih  the 
whole  problem  of  bettering  rural  life 
today  that  we  of  the  National  Child 
Labor  Committee  believe  that,  in  re- 
claiming a  fair  chance  for  country  chil- 
dren, we  are  actually  working  shoulder 
to  shoulder  with  every  agency  and 
every  individual  who  has  at  heart  the 
welfare  of  the  American  farmer.  What 
can  do  more  for  rural  development  than 
the  creation  of  a  better,  more  efficient 
rural  population?  And  what  can  do 
more  to  produce  that  better  population 
than  the  protection,  education  and  de- 
velopment of  country  children? 

The  farmer's  greatest  loss  today  is 
the  loss  of  his  children.  They  will  not 
stay  on  the  farms  if  farms  to  them 
mean  drudgery.  They  would  rather  go 
to  town  and  work  eight  hours  a  day  in 
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a  factory,  with  a  inotiou-i)i('lure  house 
handy  for  their  evening  hours,  than 
stay  on  the  farm  and  work  from  sun-up 
to  sun-down,  with  nothing  ahead  of 
them  for  the  evening  but  supi)cr  and  an 
early  bedtime.  If  they  do  stay  on  the 
farm  inheriting  the  precarious,  hand- 
to-mouth  existence  of  their  fathers,  and 
learning  no  better  waysof  farming,  their 
children  begin  staying  out  of  school 
to  pick  cotton  or  cultivate  beets  or  to- 
bacco, and  the  thing  goes  on  and  on. 

But  consider  what  so  simple  an  ex- 
l)edient  as  a  good  rural  school  with  all 
the  children  in  it  for  all  the  term  could  do 
for  a  community  of  people  of  this  class, 
a  really  progressive  rural  school  that 
would  teach  something  applicable  to 
the  lives  of  the  children,  a  school  with 
recreational  facilities  in  use,  a  school 
where  health  and  sanitation  and  nutri- 
tion are  not  merely  words  in  the  speller. 
The  children  coming  out  of  that  school 
would  begin  to  take  a  progressive  in- 
terest in  farming.  The  country  would 
not  be  such  a  bad  place  to  them;  in 
fact,  they  would  be  glad  to  stay  there, 
for  every  country  child  no  matter  how 
much  he  feels  the  lure  of  the  city  feels 
also  the  lure  of  the  woods  and  the  fields 
and  the  wide,  open  spaces,  if  they  are 
not  connected  too  closely  in  his  mind 
with  hard,  unrewarded  labor.  The 
children  coming  out  of  that  school 
would  see  to  it  that  their  houses  were 
decent  to  live  in.  They  would  demand 
Ijooks  and  papers  and  would  see  that 
their  children  went  to  school.  They 
would  be  the  kind  of  farmers  that  are 
interested  in  improved  methods,  in 
better  ways  of  marketing — in  short, 
the  kind  of  farmers  we  want.  Can  you 
imagine  a  surer  way  of  raising  the 
standards  of  a  rural  population  than 
through  a  really  effective,  rural  school,^ 

The  Economic  Interpretation 

But,  we  are  told,  all  this  sounds  very 
well  but  it  is  not  practical.    This  is  an 


economic  problem,  and  the  farmer 
works  his  children  and  keeps  them  out 
of  school  because  he  has  to  do  so  in 
order  to  scrape  a  bare  living.  Until  you 
])ay  him  a  decent  j)rice  for  his  products, 
he  must  contimie  to  employ  his  chil- 
dren, utterly  regardless  of  all  this  high- 
sounding  talk  of  education.  Very  well. 
We  are  ready  to  admit  that  there  is  an 
economic  interpretation  of  the  prob- 
lem, and  we  are  as  anxious  as  anyone 
to  find  the  solution  of  the  economic 
puzzle. 

It  is  true  that  this  argument  that 
child  labor  is  "necessary"  has  been 
offered  in  relation  to  every  industry 
we  have  ever  touched,  and  we  have  yet 
to  see  it  proved.  It  is  true,  also,  that 
we  have  never  been  willing  to  believe 
that  any  industry  or  any  condition 
that  exists  at  the  expense  of  childhood 
has  a  right  to  exist  in  a  supposedly 
civilized  age.  But,  setting  these  things 
aside  for  the  moment,  we  are  so  inter- 
ested in  the  economic  aspects  of  the 
question  and  so  sure  that  our  plan  has 
a  real  economic  significance,  that  w^e 
are  quite  ready  to  talk  to  the  farmer  in 
wholly  practical  terms  about  it;  to  in- 
terpret it  for  him,  if  he  wants,  in  dol- 
lars and  cents. 

It  is  perfectly  true  that  to  the  hard- 
pressed  farmer  his  children  have  an 
actual  cash  value.  The  Colorado  man 
who  said  that  his  boy  was  worth  $1,000 
in  the  beet  season  but  was  nothing  but 
an  expense  in  school,  is  not  alone  in 
this  utilitarian  view.  The  southern 
tenant  farmer  frankly  admits  that  he 
tills  a  certain  number  of  acres  in  direct 
proport  ion  to  the  number  of  children  he 
has  to  help  him  cultivate  and  harvest 
them.  To  the  poor  farmer  anywhere, 
his  children  must  mean  either  so  many 
mouths  to  feed  or  so  many  hands  on  the 
farm,  and  you  can  scarcely  })lame  him 
for  it.  But  suppose  you  can  show  him 
that  school  ha.s  a  greater  practical  value 
than  work;  suppose  you  can  show  him 
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tliat  a  child  in  school  now  nieuns  just 
so  much  more  return  to  him  later. 
Will  he  not  then,  at  least,  take  an  in- 
terest in  the  school  proposition?  It  is 
merely  hard  common-sense  in  any  in- 
dustry, farming  as  well  as  any  other, 
to  say  that  a  healthier,  better  educated, 
more  efficient  workman  is  sure  to  mean 
a  higher  value  of  production  either  in 
quantity  or  quality.  The  farmer 
knows  enough  to  look  to  the  future 
when  he  spends  money  on  fertilizer 
that  he  may  get  a  larger  crop,  or  when 
he  spends  money  on  the  right  feed  that 
he  may  raise  better  hogs  and  cattle. 
Why  should  he  not  be  made  to  see, 
then,  that  it  will  be  dollars  in  his 
pocket  in  the  long  run  to  spend  a  little 
on  the  education  and  care  of  his  chil- 
dren.^    Is  not  that  practical.'' 

Other  people  are  offering  the  farm- 
ers a  $100,000,000  fund  for  better  mar- 
keting of  their  products  and  we  are  glad 
of  it.  Everything  that  helps  the  farm- 
ers' bank  account  helps  our  cause. 
But  we  believe  we  are  working  to  an 
equally  practical  end,  and  that  our 
proposition,  if  we  may  so  call  it,  is 
also  essentially  a  $100,000,000  fund,  or 
more,  for  the  farmers'  welfare.  Think 
of  it  in  these  terms.  There  are  at  least 
a  million  American  farm  children  to- 
day who  are  out  of  school  doing  work 
in  the  fields.  At  the  very  lowest  esti- 
mate each  of  these  children  will  be 
worth  $100  more  to  his  parents  if  al- 
lowed to  get  his  full  share  of  school 
and  good  health  than  he  can  be  at 
present.  Is  not  that  $100,000,000 
straight  into  the  pockets  of  the  Ameri- 
can farmer? 

It  is  something  we  cannot  legislate, 
although  such  things  as  enforcing 
school  laws,  increasing  rural  school 
appropriations,  paying  rural  school 
teachers  decent  wages,  and  so  on,  are 
all  matters  direct  enough  to  be  put  im- 
mediately into  the  hands  of  the  law- 
makers.   But  the  greatest  gain  will  be 


in  educating  the  farmer  himself,  in 
teaching  him  the  value  of  these  things 
which  he  now  classifies  as  secondary, 
making  him  see  that  the  full  develop- 
ment of  human  resources — children — 
is  essential  to  the  success  of  any  human 
enterprise.  If  you  cannot  speak  to 
him  on  the  higher,  spiritual  side,  speak 
to  him,  we  say,  on  the  practical  side. 

All  this  cannot  be  done,  however, 
without  first  knowing  the  farmer,  the 
intricacies  of  his  problem,  knowing 
conditions  as  he  sees  them,  knowing 
the  wherefore  of  everything  he  does, 
and  no  one  realizes  this  fact  better  than 
the  National  Child  Labor  Committee. 
Every  attack  we  have  made  upon  child 
neglect  or  exploitation  has  meant  first 
getting  the  facts,  and  that  is  our  pres- 
ent business  in  relation  to  the  rural 
child  problem.* 

Our  new  Chairman,  David  Franklin 
Houston,  who  was  Secretary  of  Agri- 
culture in  the  last  administration,  has 
long  been  a  devoted  student  of  rural 
life.  We  have  on  our  Board  of  Trus- 
tees such  an  authority  on  rural  condi- 
tions as  Professor  E.  C.  Lindeman  of 
the  American  Country  Life  Associa- 
tion. We  have  special  agents  who  are 
experts  on  rural  problems  as  well  as  on 
all  phases  of  child  welfare,  and  we  are 
ready  to  go  into  the  facts  thoroughly 
and  scientifically. 

We  are  equipped  and  ready  to  do  a 
big  job.  Are  not  these  million  or  more 
almost  forgotten  country  children  suffi- 
cient justification?  What  an  oppor- 
tunity we  have,  all  together,  to  make 
the  statement  that  children  are  the 
nation's  greatest  asset,  something  more 
than  a  high-sounding  platitude!  And 
if  we  really  believe  this  statement,  if 
we  are  actually  a  nation  that  believes 
in  children,  here  is  our  chance.  Will 
the  American  people  take  it? 

^See  study  of  Child  Welfare  in  West  Virginia, 
made  during  the  winter  and  spring  of  1920-21 
and  now  in  press. 
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SOLOMON  says  that  a  good  man 
"leaveth  an  inheritance  to  his 
chiklren's  cluldren."  He  does  not  tell 
us  what  kind  of  inheritance  he  had  in 
mind  as  suitable  for  children,  l)ut  he 
says  that  houses  and  riches  are  the  in- 
heritance of  fathers,  and,  as  a  father,  he 
says  to  children :  "Wisdom  is  the  princi- 
pal thing,  therefore  get  wisdom;  and 
with  all  thy  getting  get  understanding." 
If  this  means  that  the  proper  inlieri- 
tance  of  children  is  wisdom  and  under- 
standing, then  indeed  is  Solomon  wise, 
for  "she  is  more  precious  than  rubies 
.  .  .  length  of  days  is  in  her  right  hand, 
and  in  her  left  hand  riches  and  honor." 
Wisdom  and  understanding  come  of 
knowledge  and  experience,  those  riches 
of  the  mind  and  heart,  and  are  added 
unto  us  through  length  of  days.  Here 
we  have  the  philosophy  of  child  welfare 
work:  a  lengthened  childhood  is  the 
best  inheritance  we  can  leave  to  our 
children  and  to  our  children's  children, 
for  it  is  the  way  to  wisdom  and  under- 
standing, to  riches  and  honor. 

Basic  Purpose  of  Child  Welfare 

Service 

The  basic  purpose  of  child  welfare 
service,  whatever  its  kind  and  whatever 
its  goal,  is  to  prolong  the  period  of 
childliood.  Lengthened  childhood  is 
the  warp  of  that  fabric  we  are  weaving 
to  shield  and  equip  our  boys  and  girls. 
On  this  basis  we  set  up  a  structure  for 
their  good;  through  this  warp  we  run 
the  woof,  the  threads  that  make  it 
strong. 

The  first  threads  are  all  those  efforts 
that  make  secure  the  lengthened  days 
of  childhood:  all  the  work  that  is  done 


to  save  children  from  disease  and  de- 
formity and  to  promote  their  health 
and  vitality;  the  laws,  ordinances  and 
agencies  that  stand  between  them  and 
exploitation;  the  measures  that  safe- 
guard them  from  abuse;  the  officers, 
courts  and  institutions  that  lead  them 
away  from  careers  of  crime.  The 
second  are  those  threads  that  seek  to 
equalize  the  conditions  of  life  for  child- 
hood: the  steps  that  are  taken  to 
relieve  the  suffering  of  the  poor  and  to 
put  do^Ti  the  evil  of  poverty;  that  great 
overflowing  of  hearts  that  goes  to  the' 
care  of  the  unfortunate  and  the  handi- 
capped. And  finally  come  the  threads 
that  lead  to  the  heights  beyond:  the 
schooling,  the  training,  the  guidance 
and  the  play  that  bring  education  and 
the  joy  of  life. 

Thus  it  is  oiu*  task  to  lengthen  child- 
hood, to  make  it  safe,  to  give  a  fair 
chance  to  those  stricken  in  body,  mind 
or  estate,  to  provide  training  and  recre- 
ation for  all.  Without  these  things 
neither  the  children  of  today  nor  those 
of  tomorrow  can  lay  up  for  themselves 
the  treasures  of  wisdom  and  under- 
standing; they  cannot  inherit  the  riches 
whose  price  is  above  rubies. 

With  less  than  this  inheritance  for 
every  child  we  must  not  be  content. 
No  flower  is  born  to  waste  its  sweetness 
on  the  desert  air.  That  any  waste  their 
sweetness  is  our  fault  and  we  should 
not  cease  from  striving  till  every  bud 
unfolds  its  petals  in  a  world  of  op- 
portunity. No  child  is  born  to  a  bar- 
ren life  but  every  one  has  in  him  some 
power,  however  slight,  to  swell  the 
sum  total  of  our  happiness.  Ours  is  the 
duty  to  prepare  the  way  so  that  he  can 
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use  this  power;  his,  is  the  duty  to  use  it. 
The  instrument,  imperfect  and  in- 
complete as  it  is,  that  we  have  devised 
for  insuring  to  every  child  as  fair  a  start 
in  life  as  it  is  possible  to  give  him,  is  com- 
monly known  as  the  "children's  code." 
This  has  developed  out  of  the  ex- 
perience of  those  who,  in  various  ways, 
have  served  the  public  interest  through 
serving  children.  Its  growth  has  been 
gradual,  of  course,  but  it  is  only  within 
recent  years  that  all  the  accumulated 
experience  has  been  brought  to  bear  in 
any  logical  manner  upon  the  prepara- 
tion of  a  broad  and  coordinated  program. 
Efforts  toward  this  end  have  con- 
verged in  an  expression  of  the  principles 
underlying  child  care,  the  formulation 
of  standards  to  govern  such  care  in  ac- 
cordance with  modern  thought,  and  the 
embodiment  of  these  standards  into 
law  and  practice  with  such  modifica- 
tions in  the  different  states  as  special 
circumstances  might  require  or  public 
opinion  dictate.  The  declaring  of 
principles  and  the  framing  of  standards 
clears  the  air  and  points  the  way;  it  sets 
up  a  mark  toward  which  to  work  and 
shows  why  we  should  strive  to  reach  it. 
The  writing  of  the  standards  into  the 
statutes  secures  to  us  the  enjoyment  of 
our  gains  as  they  are  won  and  records 
our  progress  toward  sound  theory  and 
practice. 

Groundwork  of  the  Children's 
Code 

A  striking  instance  of  the  attempt  to 
set  forth  the  principles  underlying  so- 
cial work  and  to  rear  up  standards  on 
those  principles,  occurred  in  1909  when, 
upon  the  invitation  of  President  Roose- 
velt, a  meeting  of  representative  social 
workers,  since  known  as  the  White 
House  Conference,  was  held  in  Wash- 
ington to  consider  the  care  of  depend- 
ent children.  The  authoritative  decla- 
ration made  on  this  occasion  has  ever 
since  been  the  guide  of  social  workers  in 


the  treatment  and  care  of  dependent 
and  neglected  children. 

Another  instance  has  been  the  agita- 
tion for  general  recognition  of  certain 
standards  concerning  the  employment 
of  children  in  gainful  occupations. 
This  agitation,  long  carried  on  by  na- 
tional societies,  was  given  a  more  def- 
inite objective  in  1911  when  the  Na- 
tional Conference  of  Commissioners  on 
Uniform  State  Laws  approved  a  stand- 
ard child  labor  bill  which  had  been 
drawn  at  the  request  of  this  body  by 
the  National  Child  Labor  Committee. 
The  measure  was  recommended  by  the 
commissioners  to  the  several  states  for 
enactment  into  law  with  a  view  to 
legislative  uniformity  in  this  field,  and 
has  been  adopted,  in  part  at  least,  by 
most  of  our  commonwealths,  while  its 
fundamental  provisions  have  been 
written  into  the  law  of  the  nation. 

Further,  the  principles  upon  which 
the  organization  and  procedure  of 
juvenile  courts  are  based  have  been 
stated,  the  purposes  and  functions  of 
probation  have  been  made  clear,  and 
standard  bills  have  been  drawn  by  lead- 
ers for  the  use  of  states  and  smaller 
communities  in  dealing  with  juvenile 
delinquents.. 

Then,  at  the  National  Conference  of 
Charities  and  Correction  held  in  Balti- 
more in  1915,  so  much  interest  was 
shown  in  the  correlation  of  child  wel- 
fare laws  and  of  the  work  of  administra- 
tive agencies  that  an  organization  was 
effected  to  stimulate  the  children's  code 
movement  throughout  the  country. 
This  organization  took  the  name  of  the 
National  Committee  for  Standardizing 
Child  Welfare  Laws.  At  the  National 
Conference  of  Social  Work  held  in  Mil- 
waukee in  1921,  steps  were  taken  to 
make  this  committee  still  more  repre- 
sentative and  useful;  it  was  planned  to 
have  this  national  agency  serve  not  only 
as  a  source  of  encouragement  to  the 
children's  code  movement  but  also  as  a 
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clearing  liouse  for  information  about 
tliis  niovenient,  and  about  the  activities 
of  all  private  societies,  public  depart- 
ments and  bureaus  that  take  any  part 
in  it — in  a  word,  to  correlate  the  efforts 
of  those  who  are  seeking  correlation. 

Finally,  in  the  second  year  of  our 
participation  in  the  AYorld  War,  a 
campaign  was  carried  on  under  the 
leadership  of  the  Children's  Bureau  of 
the  Federal  Government  for  the  pvu*- 
pose  of  wakening  in  the  people  of  this 
country  a  fuller  sense  of  their  responsi- 
bility to  all  children  and  a  broader  ap- 
preciation of  child  welfare  work.  This 
was  knowni  as  "Children's  Year,"  and, 
as  a  fitting  climax,  there  was  drawn  up 
at  a  conference  in  Washington  in  1919, 
a  set  of  recommendations  applying  to 
several  fields  of  child  care  in  accordance 
with  the  announced  purpose  of  agreeing 
upon  "certain  irreducible  minimum 
standards  for  the  health,  education, 
and  work  of  the  American  child."  It  is 
interesting  to  note  that  this  was  done 
just  a  decade  after  the  White  House 
Conference  and  in  the  same  city;  its 
agenda,  however,  covered  a  wider  area; 
moreover,  the  Washington  conference 
of  1909  was  national  while  that  of  1919 
was  international,  guests  being  present 
from  several  foreign  countries  upon  the 
invitation  of  our  government. 

In  this  international  conference,  we 
have  a  vivid  illustration  of  the  spread 
of  the  child  welfare  appeal  and  a  formal 
acknowledgment  of  its  universality. 
The  organization  of  the  Coru/resu 
Americano  del  Xiiio  by  Latin-American 
social  workers  in  Buenos  Aires  in  1916 
as  a  common  meeting-ground  for  child 
welfare  workers  from  the  three  Ameri- 
cas and  from  tlie  islands  of  the  sea,  is 
further  proof  of  the  broad  community 
of  interest  in  all  that  relates  to  the  well- 
being  of  children. 

A  few  years  ago,  this  first  part  of  the 
children's  code  movement,  the  declar- 
ing of  principles  and  the  framing  of 


standards,  was  centered  in  the  agita- 
tion for  what  was  called  at  the  time,  a 
"Children's  Charter."  This  was,  in  a 
way,  an  effort  to  coordinate  and  foster 
the  different  manifestations  of  good- 
will toward  children  that  had  grown 
out  of  the  general  interest  in  their  wel- 
fare, although  it  had  also  as  one  of  its 
purposes,  as  its  name  implies,  a  state- 
ment of  the  rights  of  children,  a  formu- 
lating of  the  principles  that  lay  at  the 
bottom  of  all  these  manifestations.  So 
although  this  proposed  charter  had  in 
it  something  of  the  nature  of  each  of 
the  two  parts  of  the  children's  code 
movement,  namely,  standards  and 
statutes,  it  was  primarily  a  seeking 
after  bases  of  action,  a  quest  for 
fundamentals.  It  was  hoped  to  get 
clearly  in  mind  just  what  were  the 
rights  of  childliood  and  then  to  ad-- 
vance  from  the  expression  of  these 
rights  to  a  series  of  legislative  pro- 
posals designed  to  secure  them  and 
to  promote  cooperation  in  their  en- 
forcement. The  matter  was  discussed 
at  meetings  of  the  National  Conference 
of  Charities  and  Correction  and  of  the 
National  Child  Labor  Committee  but 
the  charter,  as  originally  planned,  was 
never  drawn  up.  However,  the  report 
of  the  Children's  Bureau  Conference 
held  in  Washington  in  1919,  entitled 
"Standards  of  Child  Welfare,"  is  in 
reality  a  charter  of  childhood;  it  is  an 
outgrowth  of  the  earlier  effort  and  is 
well  adapted,  so  far  as  it  goes,  to  serve 
the  ends  of  the  former  plan. 

The  Legislative  Work 

The  writing  of  standards  into  the  law 
is  the  more  palpable  part  of  the  chil- 
dren's code  movement  and,  as  a  matter 
of  fact,  is  usually  regarded  as  its  only 
part,  for  it  is  the  obvious  function  of  a 
children's  code  to  lay  down  the  law  on 
child  welfare.  But  this  is  really  the 
crystallization  of  a  process  that  has  ex- 
tended over  a  long  period  of  time  and 
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involves  all  the  experience  of  the  race. 
As  attention  has  been  drawn  more  and 
more  publicly  in  recent  years  to  the 
needs  of  children,  a  demand  for  more 
simplified  laws  and  more  effective 
procedure  has  arisen  and  out  of  this 
demand  has  grown  the  so-called  chil- 
dren's code. 

It  may  be  said  that  it  had  its  origin, 
if  anything  so  evolutionary  can  be  con- 
ceded a  definite  origin,  in  England. 
Three  acts  of  Parliament  known  as  the 
Consolidated  Factory  Acts,  the  Con- 
solidated Educational  Acts  and  the 
Children's  Act  of  1908,  together  with 
the  amendments  that  have  been  adopt- 
ed from  time  to  time,  especially  the 
Fisher  Act  adopted  toward  the  end  of 
the  World  War,  form  what  is  practically 
a  childhood's  charter  in  the  United 
Kingdom.  The  subject  matter  of  the 
first  and  second  of  this  group  of  acts  is 
indicated  by  their  titles.  The  third  is 
wider  in  scope  and  is  divided  into  six 
parts  devoted  to:  (1)  infant  life  protec- 
tion; (2)  prevention  of  cruelty  to  chil- 
dren and  young  persons;  (3)  the  use  of 
tobacco;  (4)  reformatory  and  industrial 
schools;  (5)  juvenile  offenders;  (6)  mis- 
cellaneous matters  such  as  definitions, 
safety  at  entertainments,  penalties  for 
giving  intoxicating  liquor  to  children, 
etc.  The  Children's  Act  of  1908  at  the 
time  of  its  passage  was  popularly  called 
the  Children's  Charter,  although  not  so 
comprehensive  as  the  term  would  lead 
one  to  suppose.  It  immediately  at- 
tracted the  attention  of  social  workers 
in  the  United  States,  who  pointed  out 
the  more  or  less  chaotic  condition  of 
our  own  child  welfare  laws  and  sug- 
gested that  action  be  taken  by  the 
several  states,  looking  toward  the 
simplifying,  standardizing,  and  co- 
ordinating of  their  provisions  some- 
what after  the  manner  of  the  British 
plan. 

Ohio  was  the  first  to  respond.  In 
1911  her  legislature  directed  the  gov- 


ernor to  appoint  "a  commission  to 
revise,  consolidate  and  suggest  amend- 
ments to  the  statute  laws  of  the  state  of 
Ohio  which  pertain  to  children,"  and 
defined  the  powers  and  duties  of  this 
commission  in  part  as  follows : 

In  performing  this  duty  such  commis- 
sioners shall  unify  the  present  laws  pertain- 
ing to  illegitimate,  defective,  neglected, 
dependent  and  delinquent  children,  and  to 
their  treatment,  care,  maintenance,  custody, 
control,  protection  and  reformation;  and 
shall  suggest  such  amendments  and  addi- 
tions as  to  them  may  seem  best  calculated 
to  bring  the  law  of  this  State  into  harmony 
with  the  best  thought  on  this  subject. 

The  commission  labored  at  its  task  for 
nearly  two  years  and  submitted  to  the 
governor,  and  through  him  to  the 
legislature,  in  1913,  a  thorough- 
going report  with  recommendations 
for  laws  on  state  control  of  charities, 
juvenile  courts,  institutions,  placing- 
out,  compulsory  education,  child  labor, 
apprenticeship,  offenses  against  chil- 
dren, and  mothers'  pensions.  These 
recommendations  were  introduced  into 
the  legislature  in  the  form  of  a  single 
bill  and,  with  some  changes,  were 
adopted  that  year. 

New  Hampshire's  legislature  next 
took  action  by  authorizing  the  governor 
and  council  in  1913  to  appoint  "three 
suitable  persons  who  shall  investigate 
all  matters  relating  to  the  welfare  of  the 
dependent,  defective  and  delinquent 
children  of  the  State,  especially  the 
questions  of  orphanage,  juvenile  courts, 
detention  homes,  desertion,  physical 
and  mental  degeneracy,  infant  mortal- 
ity, accidents  and  diseases,  and  make 
report,  with  recommendations  con- 
cerning the  above  matters,  to  the  legis- 
lature of  1915."  The  commission  was 
appointed  and  a  careful  report  duly 
prepared  and  submitted  but  its  recom- 
mendations failed  of  adoption. 

Upon  the  suggestion  of  social  work- 
ers and  without  authorization  by  the 
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legislature,  the  governor  of  Missouri 
created  a  commission  and  charged  it 
witli  preparing  for  consideration  such 
changes  in  the  laws  concerning  children 
as  seemed  advisable.  Accordingly, 
forty-two  bills  were  drawn,  covering 
fairly  all  phases  of  child  welfare,  but 
only  ten  were  enacted;  here,  too,  the 
measures  were  introduced  as  separate 
bills  instead  of  in  a  body  as  was  done  in 
Ohio.  The  expenses  incurred  by  the 
commission  in  the  discharge  of  its 
duties  were  met  by  contributions  from 
private  sources,  for  of  course  no  public 
funds  had  been  made  available  through 
appropriation  by  the  legislature  as  had 
been  the  case  in  Ohio  and  New  Hamp- 
shire. The  proposals  having  been  in 
large  part  rejected  by  the  legislature  in 
1917,  the  governor  ordered  the  com- 
mission to  continue  its  work  and  a  new 
and  more  detailed  report  was  prepared 
by  its  thirty  members  and  submitted  in 
1919,  together  with  bills  to  revise  in- 
consistent or  conflicting  statutes,  to 
repeal  obsolete  or  undesirable  provi- 
sions, and  to  provide  in  some  instances 
entirely  new  legislation.  At  this  ses- 
sion the  report  fared  better  and  most 
of  the  recommendations  were  adopted. 
In  1916,  also  upon  the  request  of 
welfare  workers  and  without  warrant 
of  the  legislature,  attempts  to  obtain  its 
authorization  having  failed,  the  gov- 
ernor of  Minnesota,  inspired  by  the 
example  of  Missouri's  chief  executive, 
appointed  twelve  persons  "to  revise 
and  codify  the  laws  of  the  State  relat- 
ing to  children."  The  commission  had 
only  five  months  in  which  to  work  be- 
fore the  convening  of  the  legislature 
and  therefore  did  not  try  to  cover  the 
entire  body  of  laws  pertaining  to  chil- 
dren but  gave  its  attention  chiefly  to 
the  interests  of  the  handicapped.  In 
this  case,  also,  expenses  were  provided 
for  through  the  generosity  of  public- 
spirited  citizens  and  societies.  The  re- 
port when  submitted  was  referred  to  a 


joint  committee  of  the  two  houses  of 
the  legislature  and  the  secretary  of  the 
commission  was  appointed  to  serve  as 
its  clerk.  Thirty-six  of  the  forty- 
three  bills  that  had  been  prepared  were 
favorably  reported  to  the  legislature  by 
its  joint  committee  and  were  passed 
wdth  but  slight  alterations  and  with 
scarcely  a  dissenting  voice. 

Principles  of  the  Children's  Code 

These  states  were  the  pioneers  in  the 
children's  code  movement  in  this 
country,  and  many  others  are  following 
their  lead  and  reorganizing  their  child 
welfare  work.  But  the  term  "child 
welfare"  has  become  more  or  less 
technical  and  among  social  workers 
nowadays  it  is  applied  to  the  care  of  the 
child  handicapped  by  poverty,  neglect, 
delinquency,  or  defect.  In  defining  the 
powers  and  duties  of  children's  code 
commissions,  governors  and  legislatures 
have  apparently  had  this  common 
limitation  in  mind  and  the  commissions 
have  generally  restricted  their  work  ac- 
cordingly. However,  a  children's  code 
should  be  as  comprehensive  as  its 
name;  it  should  not  be  devoted  to  the 
interests  of  any  one  class  alone;  the 
normal  child,  the  ordinary,  everyday, 
wholesome  boy  or  girl,  should  be  its 
beneficiary  as  well  as  the  abnormal  or 
subnormal  child  who  is  in  need  of 
special  care.  The  real  children's  code 
is  democratic  and  recognizes  no  class 
distinctions.  It  should  include  meas- 
ures for  the  preservation  of  life  and 
health,  for  education,  for  recreation 
and  for  the  rights  of  parent  and  child, 
as  well  as  for  protection  from  want, 
abuse  and  crime.  Health,  education, 
recreation,  and  employment  concern 
all  children  and,  moreover,  most  boys 
and  girls  are  not  dependent,  destitute, 
neglected,  abused,  delinquent  or  de- 
fective, but  are  normal  in  respect  to 
their  home  life,  their  behavior,  their 
condition  of  body  and  mind,  and  their 
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relations  to  society.  The  four  es- 
sentials to  wholesome  development, 
health,  play,  schooling  and  suitable 
work,  since  they  are  necessary  to  all 
classes  of  children,  the  fortunate  as  well 
as  the  unfortunate,  should  have  their 
place  in  every  children's  code. 

The  title  of  this  article  implies  that 
children's  codes  grow  and  the  implica- 
tion is  true;  indeed,  it  is  this  character- 
istic of  gro^i:h  that  holds  out  the  prom- 
ise of  social  well-being.  The  task  of 
adjusting  laws  to  conditions  is  continu- 
ous because  conditions  are  always 
changing.  A  children's  code  must  be 
from  time  to  time  renewed  for  each 
rewriting  of  it  is  but  a  step  in  the  evolu- 
tion of  child  care,  a  clearing  of  the  way 
for  further  progress.  It  should  be 
thought  of  as  a  living  thing,  capable  of 
endless  development.  A  fixed  and 
final  code  would  be  a  disaster  but,  hap- 
pily, it  is  an  impossibility  for  in  the 
natural  course  of  events  it  must  yield  to 
change.  Conditions  and  ideals  are  the 
stuff  of  which  it  is  made  up  and  condi- 
tions and  ideals  are  not  stable  things. 
Thus,  while  a  children's  code  seeks  to 
equalize  opportunities  for  children  by 
making  toward  uniformity  of  condi- 
tions, it  must  itself  submit  to  being 
moulded  and  remoulded  as  time  goes 
on,  and  must  always  encourage  ex- 
perimental work  by  whatever  agency 
may  be  willing  to  undertake  it,  for  it  is 
only  by  means  of  fresh  enterprises  and 
trial  of  new  methods  that  our  systems  of 


law  and  administrative  effort  can  be 
kept  adequate  under  the  ever  changing 
circumstances  of  our  life. 

A  children's  code  is  more  than  a 
code.  A  code  is  an  orderly  compilation 
of  laws,  a  mere  labor-saving  device,  while 
a  children's  code  is  constructive  social 
service.  A  code  is  a  collection  of  the 
laws  as  they  are;  a  children's  code  is  a 
changing  of  the  laws  to  what  they 
ought  to  be.  A  children's  code  does 
not  even  bring  together  into  one  body 
the  various  laws  of  a  state  relating  to 
children  but  leaves  them  scattered 
among  the  general  acts  as  determined 
by  their  content;  it  does  not  aim  at 
mechanical  perfection  but  at  the  nur- 
ture of  boys  and  girls.  The  word 
"code"  in  this  connection  is  really  a 
misnomer  and  "charter,"  signifying  as 
it  does  the  bestowal  of  rights  and 
privileges,  would,  perhaps,  be  better; 
but  "code"  is  shorter  and  hence  pre- 
ferred. 

So  it  is  that  this  movement,  by  what- 
ever name  it  may  be  called,  tries  to 
make  childhood  safe,  to  give  opportu- 
nity to  those  who  otherwise  would  not 
enjoy  it  and  to  provide  training  and 
play  for  all.  If  it  lengthens  childhood 
for  all  children  it  will  have  accomplished 
its  purpose;  for  childhood,  as  we  like 
to  think  of  it,  means  happiness  and  if 
this  be  prolonged  by  any  act  of  ours  we 
shall  leave  to  our  children  and  to  our 
children's  children,  an  inheritance  that 
naught  else  earthly  can  surpass. 


A  State  Program  for  Child  Welfare 

By  William  Hodson,  LL.B. 
Director,  Children's  Bureau,  State  Board  of  Control,  Minnesota 


IN  1915  Mr.  C.  C.  Carstens,  Chair- 
man of  the  Children's  Committee 
of  the  National  Conference  of  Social 
Work  (or  Charities  and  Correction  as 
it  was  then  called),  presented  a  report 


to  the  Conference  on  "A  Commu- 
nity Plan  in  Children's  Work."  This 
report  attempted  to  set  forth  in  a 
concrete  manner,  not  only  the  com- 
munity     responsibility      for      certain 
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classes  of  its  handicapped  children  but 
a  plan  by  which  that  responsibility 
might  be  effectively  discharged — a  ])lan 
sufficiently  elastic  to  allow  for  modifi- 
cations according  to  individual  needs 
but  definite  enough  in  fundamental 
principles  to  serve  as  a  guide  for  gen- 
eral use.  Many  groups  in  different 
states,  interested  in  child  welfare,  have 
used  the  Connnittec's  findings  as  a 
basis  for  study  and  in  one  state,  Min- 
nesota, they  have  been  adopted,  in 
part,  in  the  children's  program  which 
was  launched  there  in  1917,  following 
the  enactment  of  a  considerable  body  of 
legislation  to  effect  that  purpose. 

In  the  field  of  private  philanthropy, 
legislation  is  not  a  prerequisite  to  effec- 
tive social  work.  Law,  in  the  main,  is 
only  incidental  and,  in  truth,  it  is  fre- 
quently the  absence  of  good  law  which 
creates  or  perpetuates  the  need  for 
private  effort.  To  illustrate  this  point, 
one  need  only  call  to  mind  the  burden 
imposed  upon  charity  organization 
societies  in  the  support  of  widowed 
mothers  of  dependent  children  before 
the  passage  of  the  so-called  (and  badly 
called)  "mothers'  pension"  laws,  or  a- 
similar  burden  in  behalf  of  the  depend- 
ent families  of  disabled  workmen  be- 
fore compensation  acts  put  the  respon- 
sibility upon  the  shoulders  of  those 
ethically  obligated  to  bear  it.  When 
we  consider  a  state  program,  legisla- 
tion is  usually  the  starting  point  and 
for  obvious  reasons.  The  duty  of  the 
state  to  protect  the  interests  of  its 
children  who  are  in  need  of  guardian- 
ship care  is,  to  be  sure,  well  recognized 
in  law,  as  well  as  in  ethics,  but  in  the 
absence  of  specific  legislation  it  re- 
mains an  undefined  duty  which  is  not 
susceptible  of  practical  application 
until  it  is  set  out  by  metes  and  bounds. 
It  is  one  thing  to  say  that  the  state 
should  extend  its  protecting  arm  to  the 
dependent  child  and  quite  another  to 
insist  that  no  such  child  shall  be  placed 


j)ermanently  in  a  family  home  until  the 
state  is  assured  that  the  home  is  such 
as  will  afford  ])ropcr  care.  The  general 
})rinciple  needs  detailed  amplification 
before  it  becomes  a  practical  reality 
and  it  needs  detailed  limitation  if  it  is 
to  run  the  gauntlet  of  constitutional 
inquiry  before  courts  of  law.  More- 
over, the  discharge  of  a  public  obliga- 
tion requires  administrative  machinery 
which  must  either  be  created  anew  or 
moidded  out  of  existing  agencies;  in 
either  case,  legislation  is  usually  a 
necessity. 

Creation  of  Minnesota  State 
Board 

It  was  such  considerations  which 
moved  a  group  of  interested  people  in 
Minnesota  to  ask  the  Governor  for  the 
appointment  of  a  Child  Welfare  Com- 
mission to  study  conditions  and  make 
recommendations  to  the  legislature 
which  convened  in  1917.  It  is  hardly 
in  point  here  to  discuss  the  methods 
emi)loyed  by  the  Commission  in  reach- 
ing its  results  further  than  to  say  that 
careful  attention  was  given  to  the  legal, 
as  well  as  the  social  aspects  of  the  prob- 
lem ;  nor  were  proper  publicity  and  the 
practice  of  practical  politics  in  securing 
passage  of  the  proposals  overlooked. 
The  Commission  submitted  forty- 
three  measures,  which  had  the  ap- 
proval of  the  governor,  and  the  legis- 
lature enacted  thirty-six  into  law. 
Two  of  the  original  suggestions  which 
failed  of  passage  have  since  become 
law  and  the  others  were  not  vitally 
essential  to  the  general  scheme  pre- 
sented. 

Mr.  Carstens'  report  deals  with 
neglected,  dependent  and  delinquent 
children  and  those  who  are  physically 
and  mentally  defective.  It  suggests 
the  state  as  a  proper  administrative 
unit  in  dealing  with  the  problem  and 
the  county  as  a  useful  local  adminis- 
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trative  agency.  Minnesota  lias  cen- 
tered its  administration  in  the  State 
Board  of  Control,  a  board  of  five  mem- 
bers, two  of  whom  are  women,  and  all 
of  whom  are  appointed  by  the  governor 
for  terms  of  six  years.  This  board  was 
given  supervision  and  control  over 
seventeen  state  institutions,  including 
those  relating  to  dependent,  delinquent 
and  defective  minors  and  was  the  nat- 
ural body  to  assume  the  additional 
powers  necessary  to  an  enlarged  pro- 
gram for  the  care  of  children  outside  of 
institutions.  It  was  authorized  to 
create  a  department,  under  its  control, 
to  accomplish  this  purpose  and  in  pur- 
suance of  that  authority  established 
what  is  known  as  the  Children's  Bu- 
reau. Here  centralized  responsibility 
is  supplemented  by  de-centralized  ad- 
ministration through  county  child  wel- 
fare boards  whose  personnel  consists  of 
three  (five  in  the  case  of  the  larger 
counties)  persons  appointed  by  the 
State  Board,  two  of  whom  are  women 
and  two  ex-officio  members — the 
county  superintendent  of  schools  and  a 
member  of  the  board  of  county  com- 
missioners, selected  by  that  board.  In 
this  way  the  close  inter-relationship  of 
the  school  system  to  the  general  prob- 
lem is  recognized  and  the  cooperation 
of  the  commissioners,  who  are  called 
upon  to  appropriate  the  funds  for  the 
county  welfare  boards,  is  secured.  It 
is  w^orth  noting  here  that  the  local 
body  is  not  appointed  until  a  petition 
has  come  from  the  commissioners  re- 
questing such  appointment,  on  the 
principle  that  these  boards  cannot 
function  effectively  until  public  opin- 
ion in  the  community  is  convinced  of 
their  need  and  ready  to  ask  for  their 
establishment.  Communities,  how- 
ever, have  been  active  in  demanding 
them.  Since  January  1,  1918,  when 
the  law  became  operative,  sixty-eight 
boards  have  been  appointed  in  the 
eighty-six  counties  of  the  state. 


Need  for  Centralized 
Administration 

The  need  for  centralizing  child  wel- 
fare administration  in  a  central  body 
with  county  agencies  operating  in  the 
various  parts  of  the  state,  is  summed 
up  in  the  report  of  the  Child  Welfare 
Commission,  which  drew  the  law  in 
the  following  manner: 

At  present  the  function  of  ultimate 
guardianship  is  exercised  by  the  state,  with 
respect  to  liandicaiijjed  cliildren,  only 
through  the  courts  and  the  puhlic  institu- 
tions to  which  the  court  makes  commit- 
ments. Except  as  to  the  limited  Avork  done 
by  the  bureau  of  women  and  children  of  the 
State  Department  of  Labor,  it  is  literally 
true  that  no  state  agency  in  ^Minnesota  is 
charged  with  the  duty  of  seeing  that  chil- 
dren who  need  the  help  of  the  state  by 
reason  of  their  peculiar  social  handicaps 
have  that  help  afforded  them,  either  through 
court  action  or  otherwise.  The  initiative  is 
left  with  private  persons  and  organizations. 
Present  laws  lay  upon  the  Board  of  Control 
general  duties  in  the  matter  of  inspecting 
certain  child  helping  organizations  and  in- 
stitutions conducted  by  them;  but  these 
laws  are  far  too  vague  to  be  thoroughly  ef- 
fective, and  as  to  children  not  in  institu- 
tions, public  or  private,  the  board  has  no 
duties  whatsoever. 

It  has  seemed  to  the  Commission,  there- 
fore, that  the  prime  requisite  of  its  scheme 
is  to  centralize  the  state's  authority  and 
duty,  so  far  as  practicable,  in  an  official 
group — (the  State  Board  of  Control). 
This  machinery  operates  in  every  part  of 
the  state  tlirough  the  county  child  welfare 
boards. 

The  coordination  of  local  agencies  with 
a  central  one  is  expected  to  be  an  educative 
force  of  great  value  in  developing  right 
ideals  and  methods  of  work  for  children 
throughout  the  state,  besides  affording  op- 
portunity and  responsibility  for  initiative 
now  nowhere  found. 

As  to  whether  the  purposes  of  the 
Commission  have  been  fully  carried 
out,  it  is  yet  too  early  to  pass  a  sound 
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judgment.  This  much  is  certain,  how- 
ever, that  the  constant  and  direct  con- 
tact between  the  state  office  and  the  local 
groups  has  made  possible,  mutuality  of 
understanding,  unanimity  of  purpose 
and  standardization  of  method  to  a 
degree  which  hardly  seems  possible  un- 
der any  plan  which  does  not  provide 
for  similar  inter-relationship  of  struc- 
ture. The  process  is  aided  in  no  small 
measure  by  the  annual  conferences 
held  by  the  state  and  local  groups  in 
connection  with  the  State  Conference 
of  Social  Work.  These  conferences  are 
held  by  authority  of  law  and  the  county 
is  authorized  to  pay  the  expenses  of 
certain  local  officials,  including  the 
county  juvenile  court  judge  and  a 
member  of  the  child  welfare  board. 
The  county  is  likewise  authorized  to 
pay  the  necessary  traveling  expenses 
incurred  by  members  of  child  welfare 
boards  in  attendance  at  meetings  and 
when  investigating  cases.  The  salary 
and  expenses  of  executive  agents  of  the 
boards  may  also  be  paid  by  the  county 
and  all  items  of  expenditure  are  subject 
to  the  approval  of  the  board  of  county 
commissioners. 

Mr.  Carstens'  report  for  the  Com- 
mittee on  Children  asserts  that  public 
departments  should  devote  themselves 
to  such  work  "as  is  based  on  principles 
that  are  well  established,  require  the 
more  permanent  care,  are  more  general 
in  their  application  or  contain  an  ele- 
ment of  compulsion  or  control;  while 
private  organizations  should  develop 
in  directions  that  are  more  experi- 
mental, require  more  temporary  care, 
are  more  unusual  in  their  application 
or  are  carried  on  with  the  cooperation 
of  the  families  benefited."  The  re- 
port further  expresses  the  judgment 
that  children's  work  not  carried  on 
directly  by  the  state  should  neverthe- 
less be  subject  to  state  regulation  and 
supervision.  In  other  words,  it  is  the 
obligation  of  the  state  to  undertake. 


itself,  protective  work  in  those  fields 
where  a  public  board  can  operate  with 
the  greatest  propriety  and  effective- 
ness, and  to  assure  itself  that  a  mini- 
mum standard  of  efficiency  is  main- 
tained by  private  organizations  in  the 
lines  of  work  which  they  can  more 
properly  perform.  It  is  impossible, 
and  perhaps  illogical,  to  consider  the 
powers  and  duties  of  the  local  child 
welfare  boards  without  first  discussing 
the  powers  and  duties  of  the  State 
Board  of  Control  and  its  instrument, 
the  Children's  Bureau,  with  reference 
to  the  principles  just  stated,  because 
the  local  groups  with  few  exceptions 
derive  all  their  authority  from  the 
State  Board.  In  the  language  of  the 
law:  "The  Child  Welfare  Board  shall 
perform  such  duties  as  may  be  required 
of  it  by  the  Board  of  Control  in  further- 
ance of  the  purposes  of  this  act." 

Powers  and  Duties  of  the  State 
Board 

The  powers  and  duties  of  the  State 
Board  are  of  a  three-fold  character: 
First,  there  are  imposed  duties  of  a 
general  protective  nature,  such  as  the 
enforcement  of  laws  which  are  de- 
signed to  protect  children  from  their 
own  anti-social  conduct  or  the  harmful 
acts  of  adults,  and  the  taking  of  the 
initiative  to  conserve  the  interests  of 
children  in  all  matters  where  adequate 
provision  has  not  already  been  made. 

Second,  authority  is  conferred  upon 
the  Board  to  accept  the  guardianship 
of  handicapped  children  of  all  types 
who  are  committed  by  juvenile  courts 
and  to  make  such  disposition  of  the 
children  of  either  a  permanent  or  tem- 
porary character,  as  the  facts  of  the 
cases  may  warrant.  This  authority 
has  been  modified  somewhat  by  a  re- 
cent decision  of  the  Supreme  Court 
which  holds  that  after  a  commitment 
to  guardianship  and  before  legal  adop- 
tion   by   third   persons,    the    juvenile 
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court  has  jurisdiction,  upon  a  proper 
showing,  to  remand  children  so  com- 
mitted to  the  custody  of  their  parents 
from  whom  they  were  originally  taken. 
It  is  easy  to  imagine  cases  where  the 
exercise  of  this  power  may  work  severe 
hardship  upon  innocent  persons,  as 
where  a  child  has  been  placed  out  by 
the  Board  after  commitment  and  has 
remained  in  the  foster  home  for  several 
years  without  having  been  legally 
adopted.  In  fact,  the  instance  which 
was  the  occasion  for  the  decision  was  a 
case  where  a  profligate  and  immoral 
mother  regained  the  right  to  the  cus- 
tody of  the  child  who  pled  piteously 
not  to  be  returned  to  her  parent  and 
who  was  desirous  of  remaining  with 
her  adopted  parents  in  the  excellent 
home  which  they  provided.  Fortu- 
nately a  way  has  been  found  to  thwart, 
temporarily  at  least,  this  unfortunate 
result. 

Third,  there  are  imposed  upon  the 
Board  of  Control,  specific  duties  with 
respect  to  particular  classes  of  children 
and  institutions  for  their  care.  The 
law  expressly  enjoins  the  Board  to 
cooperate  with  juvenile  courts  and  all 
reputable  child-caring  agencies,  and 
also  requires  it  to  license  and  supervise 
private  societies,  agencies,  and  insti- 
tutions which  receive  children  for 
board  and  care  or  which  place  them  in 
family  homes.  Maternity  hospitals, 
i.e.,  all  hospitals,  of  whatever  charac- 
ter, which  receive  more  than  one 
woman  within  a  period  of  six  months 
for  confinement  care,  are  subject  to  the 
same  licensing  and  supervisory  power. 
Here  is  recognition  of  the  right  of  the 
state  to  assurance  that  the  care  which 
children  are  receiving  at  the  hands  of 
private  institutions  and  organizations 
is  of  such  a  nature  as  to  provide  a  fair 
opportunity  for  gro^'th  and  develop- 
ment. In  the  exercise  of  this  right  it 
has  been  necessary  to  prevent  many 
who  sought  to  undertake  such  work 


(usually  those  who  were  looking  for  a 
business  opening)  from  so  doing. 

In  the  great  majority  of  cases  the 
problem  has  been  one  of  mutual  coun- 
sel between  the  state  and  the  private 
groups  in  the  attainment  of  higher 
standards  and  a  minimum  of  uniform- 
ity in  principles  and  technique.  Those 
agencies  which  place  children  in  free 
homes  for  permanent  care  or  adoption 
are  required  to  report  their  placements 
to  the  Board,  which  investigates  and 
may  order  the  return  of  the  child,  if  in 
its  opinion  the  home  is  not  suitable. 
The  procedure  here  involves  a  duplica- 
tion of  investigations  which  is  cumber- 
some and  should  be  avoided,  if  possi- 
ble, by  an  agreement  to  accept  as  final 
the  reports  of  such  agencies  as  attain  a 
reasonable  standard  of  proficiency  in 
child  placement.  Singularly  enough, 
this  type  of  work  in  the  western  states 
has  been  and  still  is,  to  a  large  extent, 
in  the  hands  of  persons  who  are  not 
markedly  qualified  for  it;  yet  good 
placement  is  fundamental  in  child  wel- 
fare work.  Nowhere  is  there  greater 
need  for  general  agreement  between 
the  public  and  private  agency  as  to 
principle  and  method  than  in  this  field 
where  individual  judgment  so  easily 
leads  to  differing  opinions  and  diamet- 
rically opposed  conclusions. 

Related  Problems  Confronting 
THE  Board 

Correlated  to  the  subject  of  placing 
children  is  their  legal  adoption.  It  has 
been  the  prevailing  custom  to  regard 
adoption  as  strictly  a  legal  process  based 
upon  the  suflficiency  of  the  papers  and  af- 
fidavits presented  to  the  court  having 
jurisdiction.  However,  the  Board  of 
Control  now  receives  copies  of  the  peti- 
tions filed  in  such  cases  and  is  required 
to  investigate  and  report  to  the  court 
as  to  the  suitability  of  the  child  and  the 
foster  home,  each  to  the  other.  The 
social  factors  have  been  given  a  place 


164 


The  Annals  of  the  American  Academy 


of  prime  importance  in  a  i)roceeding 
which  is  essentially  social  in  all  of  its 
im])lications.  As  further  evidence  of 
this,  adoptions  cannot  be  legally  per- 
fected until  the  child  has  remained  for 
six  months  in  the  foster  home. 

The  adoption  and  placement  of  chil- 
dren naturally  relates  itself  to  the  age- 
long and  baffling  prol)lem  of  illegiti- 
macy, for  the  child  born  out  of  wed- 
lock frequently  is  in  need  of  a  foster 
home.  The  Board  of  Control  func- 
tions here  by  assisting  in  the  establish- 
ment of  the  paternity  of  the  child  and 
by  conserving  the  interests  of  the 
mother  and  child  in  whatever  ways 
may  be  found  necessary.  The  respon- 
sibility of  illegitimate  paternity  is  made 
the  same  as  that  of  legitimate  so  far  as 
care,  maintenance  and  education  are 
concerned,  and  the  Board  is  authorized 
to  make  settlements  with  the  approval 
of  the  court,  to  hold  money  in  trust  for 
the  benefit  of  the  child  and  to  pay  out 
from  time  to  time  such  sums  as  may  be 
needed  for  the  child's  care.  The  two- 
fold advantage  of  such  a  plan  lies  in  the 
fact  that  where  settlements  are  made 
in  lump  sum,  the  principal  can  be  con- 
served during  the  full  period  of  the 
child's  minority  and,  in  any  event, 
money  need  only  be  paid  out  after  a 
showing  on  the  part  of  the  mother  or 
other  custodian  that  good  care  and 
wholesome  environment  are  being  pro- 
vided, i.e.,  that  the  money  is  being  well 
spent.  Moreover,  the  activity  of  a 
public  body  in  securing  adequate  .set- 
tlements, either  in  lump  sum  or  monthly 
payments,  for  children  born  out  of  wed- 
lock, tends  to  raise  the  amounts  and, 
consequently,  the  standard  of  main- 
tenance. 

Minnesota  has  made  provision  for 
county  allowances  (mothers'  ])cnsions) 
for  several  years  and  the  relief  has  been 
administered  by  the  various  county 
probate  judges  with  such  assistance  in 
the  way  of  social  investigation  as  the 


individual  judge  might  desire.  In  prac- 
tice, very  little  investigating  of  such 
matters  has  been  done  save  in  the 
counties  containing  large  cities  and  the 
law  has  been  administered  in  a  loose, 
un.standardized  fashion.  The  statute 
of  1917  makes  it  the  duty  of  the  State 
lioard  of  Control  to  promote  uniform- 
ity and  efficiency  in  the  giving  of  this 
relief  by  cooperating  with  and  lending 
assi.stance  to  probate  courts,  and  pro- 
vides for  a  state  refund  of  one-third  of 
the  amount  expended  by  the  counties, 
which  is  to  be  paid  upon  the  approval 
of  the  Board.  No  appropriation  has 
ever  been  made  for  this  purpose  but,  in 
spite  of  that  fact,  there  has  been  a  de- 
veloping inter-relationship  between 
the  courts  and  the  state  and  local 
boards  which  has  served  to  bring  about 
some  improvements  and  the  situation 
gives  promise  of  better  things  for  the 
future. 

In  the  general  state  program  the 
needs  of  the  mentally  defective  have 
not  been  ignored.  A  feeble-minded 
person  is  subject  to  compulsory  com- 
mitment to  state  guardianship  when 
his  owTi  interests  or  those  of  the  public 
require  it,  and  the  Board  of  Control 
becomes  responsible  for  the  supervision 
or  custodial  care  of  the  patient.  It  may 
make  such  provision  as  may  be  needed 
within  the  limits  of  its  facilities  which, 
in  common  with  those  of  all  other 
states,  are  somewhat  meager,  though 
some  relief  will  be  afforded  when  the 
new  colonies  on  state  land  are  put  into 
operation  as  a  supplement  to  the  pres- 
ent institution  for  defectives. 

Function.s  of  County  Boards 

Such  then,  in  general  outline,  are  the 
duties  of  the  state  agency  from  which 
the  county  child  welfare  boards  derive 
their  authority  in  the  process  of  de- 
centralized administration.  The  local 
group  investigates  and  reports  upon  all 
adoptions  and  placements   within   its 
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jurisdiction.  It  undertakes  to  do  the 
case  work  involved  in  the  treatment  of 
the  unmarried  mother  and  her  child, 
under  general  supervision  from  the 
state  office.  It  assists  the  mother  in 
bringing  affiliation  proceedings  and 
represents  the  Board  of  Control  in 
those  proceedings  and  in  the  settle- 
ment negotiations.  It  provides  super- 
vision counsel  and  guidance  for  mother 
and  child  and  plans  for  the  future  of 
both,  whether  they  remain  together  or 
are  separated.  Where  a  feeble-minded 
j)erson  is  committed  to  state  guardian- 
ship the  local  board  usually  determines 
when  the  proceeding  shall  be  brought 
and,  if  non-institutional  care  is  to  be 
provided  in  the  community,  the  local 
group  are  responsible  for  the  patient's 
supervision.  The  county  board  coop- 
erates closely  with  the  court,  which  ad- 
ministers county  allowances,  in  investi- 
gating applications  and  in  supervising 
families  to  which  such  aid  is  being 
given.  The  members  of  the  board  or 
its  agents  may  and  do  serve  as  proba- 
tion officers  in  the  juvenile  court  and 
as  school  attendance  officers. 

But  the  county  boards  are  more  than 
mere  instruments  of  the  state  depart- 
ment; they  are  the  official  representa- 
tives of  their  constituents  in  the  com- 
munity in  fulfilling  the  county's  re- 
sponsibility toward  childhood,  and  a 
central  clearing  house  to  which  may  be 
brought  all  matters  involving  the  well- 
being  of  children.  The  local  group  is 
close  to  its  owTi  problems  and  readily 
accessible  in  their  solution.  It  has 
knowledge  of  the  special  needs  and 
peculiarities  of  its  owai  community  and 
can  adapt  its  action  accordingly  while 
the  immediate  contact  with  local  pub- 
lic officials  makes  cooperation  more 
prompt  and  effective.  However,  it 
must  be  admitted  that  sometimes  the 
very  immediacy  of  the  contact  proves 
a  barrier  to  good  results.  Most  impor- 
tant of  all,  the  child  welfare  board  is, 


in  a  sense,  the  keeper  of  the  community 
conscience  in  doing  justice  to  child- 
hood. A  general  program  based  upon 
defined  princijjles  needs  to  be  under- 
stood by  the  community  before  it  be- 
comes an  actuality.  The  local  board  is 
an  educative  force  and  a  center  for  the 
dissemination  of  right  standards  and 
ways  of  thinking  in  its  own  vicinity, 
thus  rendering  an  indispensable  service 
in  a  state-wide  scheme  of  child  pro- 
tection. 

EssENTL\L  Principles 

Enough  has  been  said  to  show  the 
extent  of  the  job  which  confronts  a 
child  welfare  board  and  the  technical 
character  of  much  of  its  work  in  deal- 
ing with  case  problems.  In  the  last 
analysis,  good  case  work  is  funda- 
mental and  the  members  of  these 
boards  may  well  be  regarded  as  case 
workers  in  training  with  the  state  of- 
fice, strained  usually  beyond  its  powers 
in  providing  wise  direction  and  super- 
vision. The  actual  contact  with  real 
human  problems  is  of  incalculable 
value  to  a  board  member  in  a  realiza- 
tion of  the  importance  of  his  duty  and 
the  manner  in  which  that  duty  can  be 
most  effectively  discharged.  Never- 
theless in  the  last  analysis  there  should 
be  trained  service  at  the  disposal  of 
such  boards.  A  fully  equipped  execu- 
tive secretary  can  give  direction,  power 
and  professional  method  to  the  l^oard's 
work,  while  making  the  board  itself 
determine  policy,  think  socially  and 
shape  community  environment  and 
ideals.  Some  twenty  of  the  boards  now 
have  secured  executive  secretaries  of 
more  or  less  training,  with,  on  the 
whole,  the  expected  good  results. 

The  program  as  outlined  conforms, 
in  the  main,  to  the  opinions  expressed 
in  the  report  of  Mr.  Carstens'  com- 
mittee. Most  of  the  work  undertaken 
is  based  upon  principles  that  are  well 
established  or  of  general  application. 
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This  is  particularly  true  of  adoption 
and  placement  investigations;  it  is  less 
true  where  the  feeble-minded  and  the 
illegitimate  are  concerned,  yet  even 
there  the  element  of  compulsion  is  fre- 
quently present.  In  the  development 
of  case  work  with  the  unmarried 
mother  and  her  child,  the  private 
agency  has  an  opportunity  which  is  un- 
limited for  achieving  somid  and  suc- 
cessful results.  Generally  speaking, 
but  little  has  been  done  in  this  field 
where  sentimentality,  prejudice  and 
untrained  service  have  played  so  im- 
portant a  part. 

Whatever  may  be  the  general  sound- 
ness of  any  state  program,  it  must  stim- 
ulate and  encourage  private  initiative 
as  a  necessary  and  fundamental  sup- 
plement to  its  0T\Ti  endeavor.  Private 
enterprise  should  be  pioneering  effort, 
exploring  new  fields,  recognizing  new 
needs  and  developing  higher  standards. 
Too  frequently,  however,  such  socie- 
ties and  organizations  have  been  con- 
tent with  their  present  job, — the  thing 
they  have  always  done — and  have  been 
unwilling  to  venture  from  the  safe  and 
established  moorings.  This  not  only  • 
reacts  upon  the  value  of  their  own 
work  but  it  deprives  the  state  group  of 
that  stimulus  and  example  which  is  a 
partial  remedy  for  bureaucracy  and 
unimaginative  routine.  More  impor- 
tant still,  it  leaves  a  valuable  field  of 
service  untouched  where  proper  culti- 
vation would  satisfy  real  social  and 
human  needs. 

Institutional  Development 

A  state  program  is  not  complete 
which  does  not  provide  institutional 
care  for  those  children  in  need  of  it. 
In  Minnesota,  as  in  most  states,  the 
building  of  institutions  has  preceded 
by  many  years  the  development  of  non- 
institutional  preventive  work.  For  the 
crippled  and  deformed  child  who  can 
be  benefited  by  operation  or  treatment, 


there  is  the  hospital,  equipped  to  pro- 
vide that  service  for  children  whose 
parents  are  unable  to  pay  for  private 
care.  The  blind  are  given  special  train- 
ing in  a  school  which  seeks  to  fit  them 
for  useful  citizenship,  and  another 
school  provides  similar  training  for  the 
deaf  and  the  defective  of  speech.  Cus- 
tody and  training  for  the  feeble- 
minded is  the  work  of  another  institu- 
tion, while  simple  colony  care  for  the 
able  bodied  males  is  in  contemplation. 
The  delinquent  girl  is  trained  in  the 
useful  arts  and  is  taught  respect  for 
authority  and  an  appreciation  of  the 
fundamentals  of  group  life  in  what  is 
well  called  the  Home  Schools  for  Girls — 
an  institution  unique  in  its  effort  to 
avoid  the  harmful  effects  of  institu- 
tional isolation  by  relating  its  work  tO' 
the  community  in  which  it  is  located 
and  by  affording  life  in  the  community 
to  the  fullest  possible  extent.  The 
Training  School  for  Boys  provides  for 
the  needs  of  the  delinquent  boy  upon 
the  well  recognized  principle  that  de- 
linquency is  to  be  treated  by  diagnosis 
and  remedy,  not  by  conviction  and 
punishment.  The  dependent  child  is 
cared  for  and  ultimately  placed-out  for 
permanent  care,  if  there  is  no  hope  of 
rehabilitating  his  home,  by  the  State 
School  which  receives  him  upon  com- 
mitment from  the  juvenile  courts  of  the 
state. 

If  one  were  to  venture  a  prophecy,  it 
is  that  the  future  development  of  insti- 
tutions is  to  be  in  the  direction  of 
greater  simplicity  in  organization  and 
buildings — a  readjustment  of  admin- 
istration and  physical  plant  in  ways 
which  will  permit  of  individual  and  not 
mass  care  and  provide  a  life,  while  in 
the  institution,  which  approximates 
more  closely  the  surroundings  and 
environment  which  the  child  meets  in 
actual  life.  He  is  normally  accus- 
tomed to  a  plain  dwelling  home,  two 
parents  and  brothers  and  Asters;  his. 
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difficulty  is  usually  absence  of  parental 
care  or  defective  parental  guardian- 
ship. He  does  not  need  a  marble  tiled 
building  covering  a  city  block  with 
from  fifty  to  a  hundred  (many  times, 
more)  children  to  share  his  daily  life. 
May  it  not  be  also  that  there  will  be  in 
the  future  less  of  specialization  in 
children's  institutions  and  more  pro- 
vision for  the  care  and  study  of  the 
problem  child  who  seldom  can  be 
pocketed  merely  as  a  delinquent,  a  de- 
pendent or  a  defective. 

The  State  Board  of  Control  is  not 
the  only  state  agency  which  protects 
the  well-being  of  children,  for  the  State 
Industrial  Commission  is  charged  with 
the  enforcement  of  comprehensive 
child  labor,  street  trades  and  school 
attendance  laws,  which  are  designed  to 
insure  a  heritage  of  education  and  to 
prevent  industry  from  "reaping  the 
human  crops  in  the  spring  time."  The 
State  Board  of  Education,  in  addition 
to  its  duties  in  the  administration  of 
state  aid  to  local  school  districts,  un- 
dertakes to  assist  and  provide  aid  to 
such  local  school  districts  as  provide 
special  classes  for  retarded  children  and 
those  suffering  from  other  handicaps 
which  leave  them  unfit  for  the  regular 
school  curriculum. 

The  State  Board  of  Health  collects 


and  compiles  vital  statistics  and 
through  its  divisions.  Nursing,  Tuber- 
culosis, Venereal  and  Preventable  Dis- 
eases, relates  itself  definitely  to  the 
child  conservation  program.  For  all 
these  state  agencies  there  is  pressing 
need  of  correlation  and  coordination. 
Possibly  the  Ohio  plan  for  a  state  coun- 
cil would  afford  a  solution  of  this  diffi- 
culty. 

Besides  the  administrative  agencies 
of  the  state  herein  referred  to,  there  is 
state  wide  provision  for  county  juve- 
nile courts  which  hear  the  problems  of 
the  delinquent,  dependent  and  ne- 
glected child  and  which  administer  the 
county  allowance  (so-called  mothers' 
pension  law).  It  has  been  the  aim  in 
Minnesota  to  establish  close  contact 
between  the  juvenile  courts  and  the 
state  and  county  child  welfare  agen- 
cies in  order  that  the  judicial  phases  of 
the  problem  may  have  adequate  ad- 
ministrative supplement. 

The  investigation  of  county  allow- 
ances and  the  follow-up  supervision 
where  such  allowances  are  granted,  the 
investigation  of  neglect  and  delinquency 
and  the  provision  for  probation,  are  all 
matters  of  an  administrative  character 
for  which  the  child  welfare  boards  are 
gradually  assuming  a  larger  measure  of 
responsibility. 


FOREWORD 

Seldom  does  the  American  Academy  publish  doctors'  dis- 
sertations. This  dissertation  by  Miss  Sadie  T.  Mossell, 
however,  is  so  replete  with  interesting  information  as  to  the 
life  of  migrant  Negro  families  in  Philadelphia  and  the  thesis 
is  so  suggestive,  not  only  as  to  methods  but  as  to  conclusions, 
that  we  are  glad  indeed  to  have  the  opportunity  to  pub- 
lish it. 

It  was  not  without  significance  that  Miss  Mossell  is  one 
of  three  colored  women  who  were  first  to  receive  the  degree 
of  doctor  of  philosophy  in  this  country,  and  these  three 
degrees  were  all  conferred  in  June  of  this  year  (1921). 

The  Academy  sends  out  this  monograph  with  the  hope 
that  it  may  stimulate  other  students,  particularly  of  the  col- 
ored race,  to  devote  their  scientific  attainments  to  a  study 
of  living  and  industrial  conditions  among  the  Negroes  in 
this  country. 

Clyde  L.  King, 

Editor. 
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PREFACE 

The  exodus  of  the  Negro  from  the  southern  to  the  northern  states  during  1916, 
1917,  and  1918  called  forth  numerous  dissertations  on  the  causes  and  effects  of 
the  movement.  Some  of  these  dealt  with  the  entire  migration,  while  others 
limited  themselves  to  a  particular  aspect  of  the  influx  to  a  given  territory.  The 
latter  method  has  been  adopted  in  the  following  discussion,  which  is  an  attempt 
to  arrive  at  conclusions  concerning  the  migrants  to  Philadelphia,  through  an  inten- 
sive analysis  of  the  budgets  of  a  small  number  of  their  group.  The  statements 
leading  to  these  conclusions  would  perhaps  be  more  forceful  if  supported  by 
charts  and  diagrams.  But,  for  publication  purposes  it  was  found  necessary  that 
these  be  omitted. 

For  whatever  value  the  study  has,  the  author  is  particularly  indebted  to  Dr. 
Raymond  T.  Bye  of  the  Wharton  School,  University  of  Pennsylvania,  who  gave 
untiring  and  sympathetic  guidance,  and  to  her  mother,  who  checked  the  statis- 
tical work,  read  the  manuscript  and  rendered  in  other  ways  inestimable  aid. 

Sadie  Tanner  Mossell. 
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The  Standard  of  Living  Among  One  Hundred  Negro 
Migrant  Families  in  Philadelphia 

By  Sadie  Tanner  Mossell,  Ph.D. 


CHAPTER    I 

Introduction 

The  Negro  Migration  of  1916,  1917,  1918. 
A  Detailed  Statement  of  the  Migration  to  Philadelphia  During  This  Period. 


IT  is  estimated  that  four  hundred 
thousand  Negroes  suddenly  moved 
North  during  the  years  1916,  1917, 
1918.^  The  movement  embraced  Ne- 
groes of  all  classes-  and  from  every 
state  south  of  Delaware,  east  of,  but 
including  Texas.^  The  causes  for  their 
coming  were  two-fold :  on  the  one  hand, 
certain  conditions  in  the  South  im- 
pelled them  to  leave;  on  the  other, 
fortuitous  circumstances  made  it  de- 
sirable to  invite  them  to  come  north.^ 

The  most  important  of  the  impelling 
circumstances  we  have  classified  as 
follows : 


Economic 


low  wages 

failure  of  crops  due  to  the 
boll-weevil,  resulting  in  un- 
employment 

dissatisfaction  with  the  ten- 
ant and  crop  sharing  system. 


^  Emmett  J.  Scott,  Negro  Migration  During 
the  War.  Carnegie  Endowment  for  Interna- 
tional Peace.     1920,  p.  5. 

2  Negro  Migration  in  1916-1917,  U.  S.  Depart- 
ment of  Labor,  Division  of  Negro  Economics, 
1919,  p.  11. 

^  Carter  G.  Woodson,  A  Century  of  Negro  Mi- 
gration, Washington,  1918. 

*  W.  O.  Scroggs,  Interstate  Migration  of  The 
Negro  Population,  Journal  of  Political  Economy, 
1917,  p.  1034;  How  the  War  Brings  Unprece- 
dented Opportunities  to  the  Negro  Race,  Current 
Opinion,  Dec,  1916,  p.  404-405;  Lure  of  the 
North  for  Negroes,  Survey,  April  7,  June  2, 1917; 
The  Crisis,  Oct.,  1916,  p.  270.     June,  1917,  p.  63. 


Social 


Political 


f  poor  schools 

j  segregation 

I  monotonous  farm  life 

[  IjTiching 

disfranchisement 

mistreatment  and  persecu- 
I  tion  by  fepresentatives  of  the 
[  law. 


Generally  dissatisfied,  therefore, 
with  the  regime  of  the  South,  the  Negro 
was  ready  to  abandon  it  for  the  first 
opening  elsewhere.  Foreign  immi- 
grants had  always  been  influential 
in  keeping  him  out  of  the  northern 
labor  market.  But  the  Great  War  cut 
off  European  labor  at  a  time  when  war 
orders  were  most  pressing  and  labor 
most  needed.  The  industries  of  the 
North  were  forced  to  turn  to  the 
Negro  as  their  only  immediately  avail- 
able supply  of  labor.  As  an  induce- 
ment to  come  north,  they  offered  him 
the  antithesis  of  many  of  the  conditions 
which  made  the  Negro  desirous  of 
leaving  the  South,  viz. : 

High  wages 

Little  or  no  unemployment 

Educational  facilities,  the  best  in  the  land 

The  lure  of  the  city 

The  ballot 

Greater  justice  in  the  courts. 

Of  the  four  hundred  thousand  Ne- 
groes who  took  advantage  of  the  oppor- 
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t unity  to  move  north,  at  least  forty 
thousaml*  came  to  Philadelphia.  Since 
the  present  investigation  deals  entirely 
■wnth  the  migrant  who  came  to  that 
city  it  seems  advisable  that  as  a  back- 
ground for  the  study  we  should  inquire 
more  in  detail  into  the  exodus  to  Phila- 
delphia. 

The  migration  to  Philadelphia  began 
in  the  spring  of  1916^  and  was  main- 
tained at  a  normal  rate  of  150  per  week 
from  that  time  on  to  the  spring  of  1918 
when  the  city  was  confronted  with  the 
largest  influx  of  Negroes  in  its  history. 
Eight  to  ten  thousand  arrived  during 
the  months  of  April,  May  and  June 
alone.  After  this  time,  however,  the 
migration  dropped  back  to  its  normal 
rate.''  But  with  the  signing  of  the 
Armistice  in  November  of  1918,  war 
orders  and  the  accompanying  need  for 
an  increased  labor  supply  ended.  The 
demand  for  a  further  exodus  of  Ne- 
groes no  longer  existing,  migration  to 
Philadelphia,  in  the  proportions  previ- 
ously described,  ceased. 

In  an  exodus  based  so  largely  on 
economic  and  social  motives  one  is 
not  surprised  to  find  that  many  mi- 
grants sought  of  their  own  accord  to 
settle  in  Philadelphia,  an  industrial 
center,  a  city  of  "brotherly  love," 
reputed  to  have  a  favorable   attitude 

'  The  approximation  that  40,000  Negroes  came 
to  Philadelphia  during  the  period  of  migration 
above  described  is  derived  from  an  estimate  made 
by  the  Division  of  Negro  Economics  and  based 
on  the  number  of  Negroes  employed  in  Phila- 
delphia in  1917  in  exc-ess  of  the  number  employed 
in  1915,  which  number  is  given  as  33,500.*  To 
this  we  added  the  conservative  estimate  of 
10,000  for  1918.  The  sum  of  these  two  numbers 
assures  us  of  a  minimum  influx  of  40,000.  The 
reader  is  cautioned  against  considering  that 
Philadelphia's  colored  population  was  perma- 
nently increased  to  this  extent;  since  with  the 
closing  down  of  war  industries  there  was  a  read- 
justment of  population. 

•Scott,  Xegro  Migration  Duringihe  War, 
p.  55. 

'  Philadelphia  Public  Ledger,  July  28,  1918. 

•Npgro  Migration  in  1916-1917,  .Appendix. 


toward  colored  people.  We  find, 
nevertheless,  that  regardless  of  the 
attractions  of  the  city  -per  se,  there 
were  definite  influences  at  work  to 
induce  Negroes  to  come  to  Philadel- 
phia. The  chief  of  these  were  the 
railroads  of  Penn.sylvania  and  the 
industries  of  Philadelphia. 

The  Penn.sylvania  and  Erie  Rail- 
roads found  it  impossible  to  keep  their 
sy.stems  in  repair  because  of  a  shortage 
of  labor.  They,  therefore,  sent  labor 
agents  into  the  South  to  persuade  Ne- 
groes to  supply  this  demand.  Early 
in  the  summer  of  1916  the  agents  of 
these  railroads  picked  up  trainloads  of 
Negroes  promiscuously  from  Jackson- 
ville, St.  Augustine  and  Pensacola, 
Florida.  They  brought  twelve  thou- 
sand of  them  into  Pennsylvania,  one 
thousand  of  whom  were  sent  to  Phila- 
delphia.^ 

The  industrial  plants  situated  in 
and  adjacent  to  Philadelphia  were  also 
influential  in  attracting  Negroes  to  the 
city.  As  early  as  August,  1916,  The 
National  Hosiery  and  Underwear  Man- 
ufacturers of  Philadelphia  proposed 
bringing  colored  girls  from  the  South 
to  work  in  knitting  mills.  In  prepara- 
tion for  this  work,  girls  were  at  that 
time  being  trained  at  Endfield,  North 
Carolina,  to  take  permanent  positions 
in  the  northern  mills. '° 

Similar  propositions  were  made  by 
other  manufacturers.  The  sending  of 
labor  agents  into  the  South  was,  how- 
ever, for  the  mo.st  part  rendered  un- 
necessary for  the  manufacturers  of 
Philadelphia,  because  the  majority  of 
the  migrants  who  had  their  transporta- 
tion paid  by  the  railroads  left  their 
employ  on  finding  wages  higher  in 
other  indu.stries.^*     The  extent  of  the 

'  Scott,  Negro  Migration  During  the  War,  pp. 
55,  135. 

"^  Philadelphia  North  American,  August  2, 
1918. 

"  Scott,  Negro  Migration  During  the  War,  p. 
135. 
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demand  for  Negro  labor  by  the  indus- 
tries of  Philadelphia  may,  however, 
be  judged  from  the  following  press 
comment : 

Four  hours  after  the  Federal  Labor 
Exchange  had  opened  yesterday  it  was 
apparent  that  if  requisitions  for  Negro  labor 
filed  by  various  manufacturers  in  the  metro- 
politan zone  were  filled,  Philadelphia  and 
this  section  of  Pennsylvania  would  have  a 
fresh  race  problem.  For  in  the  850  requisi- 
tions were  demands  for  257, 1G4  men  for 
August,  September,  and  October  in  war 
industries  in  this  state,  and  of  that  number 
were  requisitions  for  186,000  Negroes  alone, 
to  be  used  in  unskilled  labor.  ^'- 

The  demand  for  NegTO  labor  having 
come  entirely  from  the  industries  and 
for  unskilled  labor,  we  are  not  sur- 
prised to  find  the  migrants  almost 
wholly  employed  as  unskilled  laborers 
in  the  industrial  plants  of  Philadelphia. 
In  the  column  opposite  is  a  statement 
of  the  plants  in  which  they  worked 
largely  in  this  capacity  and  the  number 
employed,  during  the  year  1917. 

The  sudden  increase,  in  such  large 
proportions,  in  the  Philadelphia  Negro 
population,  which,  as  we  have  just 
seen,  was  the  result  of  unusual  oppor- 
tunities for  work  offered  by  the  city 
and  of  the  purposeful  efforts  of  the 
industries  to  secure  labor,  created 
serious  problems.  The  most  pressing 
of  these  w^as  the  housing  of  the  new 
comers.  The  Pennsylvania  Railroad 
was  the  only  industry  w^hich  provided 
any  kind  of  housing  for  the  migrant. 
The  camps  in  which  it  lodged  him, 
however,  proved  to  be  of  little  assist- 
ance, since  the  camps  themselves, 
consisting  of  ordinary  tents  and  box 
cars,  did  not  provide  adequate  shelter 
and  since  many  of  the  men  left  the 
employ  of  the  railroad,  while  others 
abandoned  the  camps  as  soon  as  they 
were  able  to  bring  their  families  north. ^^ 

12  Philadelphia  Public  Ledger,  August  2.  1918. 

"  Scott,  Negro  Migraiion  During  the  War, 
p.  135. 


Negro  Laborers  Employed   in   Indus- 
trial Plants  OF  Philadelphia  in  1917 

Pennsylvania  Railroad  Camps 

Girard 170 

Mantau  Junction 300 

Frankford  Junction CO 

Eastern  Pennsylvania  Camp. .  .  150 

Baltimore  and  Ohio  Camps 120 

Reading  Camps 300 

Total  for  Railroad  Camps 1,100 

Midvale  Steel  Co.  . , 4,000 

Atlantic  Refining  Co 1,000 

Franklin  Sugar  Co 700 

Kevstone  Paving  and  Construction 

Co.  1,100 

(Chester) 

Westinghouse-Church-Kerr COO 

(Essington) 

Eddystone  Munition  Corporation. .  .  GOO 

Disston  Saw  Co 400 

Total  Estimated  Number  in  Plants 

Visited 8,400 

Estimated   Number  in  Plants  Not 

Visited 7,750 

Estimated  Number  of  Women  and 

Children 1G,250 


Total  Estimate  for  Philadelphia  .    33,500 

Housing  conditions  in  the  city  were 
deplorable.  Press  comments  de- 
scribe the  Negroes  as  herded  together 
like  cattle  and  tell  us  of  one  room 
measuring  16  by  20  feet  in  which 
twenty  men  slept  on  the  floor,  as  no 
beds  were  provided,  and  for  which  the 
proprietor  charged  $1.50  a  week.^*  It 
w^as  found  necessary,  therefore,  im- 
mediately to  ameliorate  the  housing 
condition  and  its  accompanying  social 
problems. 

To  that  end,  interested  organiza- 
tions and  individuals  in  the  city  formed 
committees  to  assist  in  the  work.  The 
Philadelphia  Housing  Association  sent 
out  inspectors  to  inquire  into  the  na- 

1^  Philadelphia  Public  Ledger,  Jan.  26,  1917; 
Jan.  31,  1918. 
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ture  of  the  housing  situation  and  to 
find  possibihties  for  improving  it. 
They  were  also  active  in  forming  com- 
mittees on  Negro  migration  among 
other  organizations.  Through  their 
efforts  the  Civic  Chib  of  Philadelphia 
joined  in  the  work  being  carried  on  in 
the  interest  of  Negro  migration  by  the 
Central  Committee  of  the  Department 
of  Health  and  Charitics.^^ 

A  committee  was  appointed  by 
Bishoj)  Rhinelander,  of  the  Protestant 
Episcopal  Church,  to  take  action  in  the 
promotion  of  better  housing  conditions 
for  the  Negro  migrant.  The  commit- 
tee consisted  of  social  workers,  church 
officials,  and  representatives  of  such 
industries  as  the  Franklin  Sugar  Re- 
fining Company  and  the  Pennsylvania 
Railroad.^®  Representatives  of  the 
Armstrong  Association,  the  Travelers' 
Aid,  the  Society  for  Organizing  Char- 
ity, the  Philadelphia  Housing  Associa- 
tion and  various  Negro  churches 
formed  a  joint  committee  to  provide 
suitable  housing  for  Negro  families 
arriving  in  the  city  and  to  aid  them  in 
securing  work.''' 

The  Philadelphia  Academy  of  ]\Iedi- 
cine,  composed  of  Negro  physicians, 
dentists  and  druggists,  put  into  effect 
measures  calculated  to  meet  require- 
ments for  housing,  sanitation,  medical 
attention  and  education.  Eighty  col- 
ored physicians  of  the  city  collected 
information  which  took  the  form  of  a 
weekly  report  to  the  Bureau  of  Health. 
Real  estate  dealers  were  asked  to  sub- 
mit lists  of  houses  immediately  avail- 
able and  to  provide  hundreds  of  new 
ones,  cheaply  but  substantially  built. 
Stereoptican  lectures  and  talks  were 
given  on  a  large  scale  in  all  the  Negro 
churches,  telling  the  new  arrivals  how 
to  care  for  themselves  in  Philadelphia, 

^^  Public    Ledger,    Jan.    26,    1917;    Jan.    31, 
1918;  Erening  Bullelin,  March  26,  1917. 
'«  Erening  Bulletin,  Dec.  24,  1920. 
"Public  Ledger,  July  28,  1918. 


how  to  avoid  colds,  and  giving  them 
other  useful  information.^^ 

The  Interdenominational  Ministerial 
Union  embracing  all  Negro  ministers 
of  the  city  mapped  out  a  detailed  plan 
to  assist  the  migrants.  They  tried 
not  only  to  enroll  them  in  the  churches 
but  to  give  them  aid  through  the 
church.  One  of  the  most  active 
churches  in  carrying  out  the  program 
was  Calvary  M.  E.  Church,  Broad  and 
Bainbridge  Streets,  which  enrolled 
4,200  children  in  its  Sunday  School, 
gave  out  50  buckets  of  soup  daily  during 
the  winter  of  1918,  and  coal  to  all  who 
needed  it.  This  same  church  formed 
a  Committee  of  One  Hundred  to  deal 
with  the  idle  and  indolent  among  the 
migrants.^^  Many  other  churches  while 
not  administering  physical  comforts, 
nevertheless  played  their  part  by  giv- 
ing sound  advice  to  the  migrant. 
They  urged  him  to  send  his  children 
to  school,  to  take  advantage  of  the 
libraries  and  night  schools,  himself,  to 
give  the  best  service  to  his  employer 
regardless  of  pay,  and  above  all  to 
remember  that  in  him  the  race  was  on 
trial;  for  now  he  was  given  a  chance  to 
work  at  a  living  wage,  to  buy  a  home, 
save  money  and  become  an  active  part 
of  Philadelphia's  citizenry.  The  en- 
tire country  was  watching  to  see  what 
advantage  he  would  take  of  this  oppor- 
tunity .^"^ 

It  is  difficult  to  measure  just  what 
each  of  the  committees  and  associa- 
tions which  we  have  mentioned  did 
accomplish,  but  for  our  purpose  it  is 
sufficient  to  point  out  that  most  of  the 
social  organizations  of  the  city  tried  to 
aid  the  Negro  migrant  to  become  ad- 
justed to  his  new  environment.  Their 
voluntary     and     cheerful  efforts  must 

'*  Scott,  Negro  Migration  During  the  War,  p. 
137. 

^"^  Evening  Bulletin,  July  30,  1917;  Public 
Ledger,  ian.  31,  1918. 

^^  Scott,  Negro  Migration  During  the  War,  p. 
138. 
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not,  however,  be  taken  as  an  indica- 
tion of  the  manner  in  which  the  Phila- 
delphia public,  white  and  colored, 
received  the  migrant.  If  we  may  judge 
the  attitude  of  the  whites  by  their 
efforts  to  segregate  him,  it  would  seem 
that  he  was  highly  unwelcome.  The 
housing  problem  was  itself  a  result  of 
the  determination  on  the  part  of  the 
white  people  that  the  migrant  should 
live  only  in  that  part  of  the  city  in 
which  Negroes  had  previously  lived. 
Vacant  houses  in  other  sections  were 
not  for  rent  or  for  sale  to  Negroes."' 
The  increase  in  Negro  population 
greatly  stimulated  the  movement, 
already  on  foot,  to  segregate  Negro  chil- 
dren in  the  schools.  Also  such  social 
privileges  as  the  service  of  eating  houses 
and  the  attending  of  white  churches 
and  theatres  by  Negroes,  were  practi- 
cally withdrawn  after  the  influx  of 
Negro  migrants  into  Philadelphia.^^ 

Actual  conflicts  between  the  two 
races  were  not  numerous;  only  one  of 
any  importance  occurred  during  the 
period  of  the  migration,  and  this  was 
a  result  of  the  impending  housing 
problem.  A  colored  probation  officer 
of  the  Municipal  Court,  a  woman  of 
refinement  and  training  and  an  old 
citizen  of  Philadelphia,  purchased  and 
took  up  her  residence  at  the  house  num- 
bered 2936  Ellsworth  Street.  The  white 
people  in  the  neighborhood  resented  her 
living  there  and  besieged  the  house.  A 
race  riot  ensued  in  which  two  men 
were  killed  and  sixty  injured.^' 

This  incident  explains  the  attitude 
of  the  Negro  public  of  Philadelphia 
toward  the  coming  of  the  migrant. 
As  in  the  case  of  the  probation  officer 
so  in  numerous  other  occurrences,  the 
colored  people  of  every  class  received 
harsh  treatment  at  the  hands  of  the 

21  Public  Ledger,  July  28, 1918.  Jan.  26,  1918; 
Scott,  Negro  Migration  During  the  War,  p.  135. 

^^  Scott,  Negro  Migration  During  the  M^ar,  p. 
135. 

"  Public  Ledger,  July  29,  1918. 


white  public.  This  was  virtually  un- 
known to  the  Philadelphia  Negro,  for 
the  city  had  long  possessed  a  relatively 
small  population  of  Negroes  of  culture, 
education  and  some  financial  means. 
They  had  always  enjoyed  the  same 
social  and  educational  facilities  as  the 
whites  and  courteous  treatment  from 
them.  But,  with  the  increase  in  popu- 
lation by  a  group  of  generally  unedu- 
cated and  untrained  persons,  these 
privileges  were  withdrawn  as  has  al- 
ready been  discussed.  The  old  colored 
citizens  of  Philadelphia  resented  this, 
placed  the  blame  at  the  migrant's  door 
and  stood  aloof  from  him.  Negro 
preachers  invited  the  new  arrivals  into 
the  church  but  many  of  the  congrega- 
tions made  him  know  that  he  was  not 
wanted.  In  some  cases  the  church 
split  over  the  matter,  the  migrants 
and  their  sympathizers  withdrawing 
and  forming  a  church  for  themselves. 

The  Negro  migrants  were  not  abso- 
lutely blameless  in  the  attitude  as- 
sumed toward  them  by  the  white  and 
colored  public.  While  crime  and  im- 
morality among  them  never  developed 
beyond  control,  many  of  their  number 
were  to  be  seen  lounging  on  corners, 
frequenting  dens  of  vice  and  saloons 
and  arming  themselves  with  razors 
and  pistols,  thereby  increasing  the 
number  of  court  cases  and  greatly 
marring  the  records  of  the  Negroes  in 
Philadelphia  and  the  peace  of  the  city.^^ 
Although  the  numbers  indulging  in 
these  practices  may  have  composed 
only  a  small  percentage  of  the  total 
migrants,  in  such  cases  the  action  of  the 
few  condemned  all. 

This  situation  brings  clearly  before 
us  the  principal  inquiries  which  the 
migration  as  a  whole  has  raised  in  the 
minds  of  all  who  have  studied  it. 
Even  from  our  brief  discussion  of  the 
migration  to  Philadelphia  the  same 
questions   occur  to   us:  Was   the   mi- 

-^  Evening  Bulletin,  July  30,  1917. 
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grant  to  Philadelphia  able  to  adapt 
himself  to  the  environment  of  an  indns- 
trial  economy,  and  did  his  presence 
help  or  hinder  the  racial  condition  in 
that  city?  Believing  that  the  standard 
of  living  maintained  by  a  people  is  an 
index  of  the  extent  to  which  they  have 


adapted  themselves  to  a  given  environ- 
ment, we  have  undertaken  to  analyze 
the  incomes  and  expenditures  of  a  group 
of  migrant  families  in  order  to  ascertain 
the  character  of  their  standards  of 
living  and  thereby  to  judge  of  the  degree 
of  adaptation  obtained  by  them. 


CHAPTER  II 

The  Scope,  Purpose  and  Method  of  the  Investigation 


The  following  study  is  based  upon 
an  examination  of  the  budgets  of  one 
hundred  Xegro  migrant  families  that 
came  to  Philadelphia,  under  the  condi- 
tions just  described,  during  the  years 
1917  and  1918,  chiefly  from  the  agricul- 
tural districts  of  Mississippi,  Alabama, 
Florida,  Georgia  and  South  Carolina. 

The  purpose  of  the  investigation  is: 

(1)  to  analyze  the  budgets  of  a  group  of 
Negro  migrant  families  in  Philadelphia; 

(2)  from  an  analysis  of  the  budgets  and 
from  a  knowledge  of  physical  require- 
ments for  the  maintenance  of  the  body 
in  health  and  a  fair  degree  of  comfort, 
to  determine  what  in  our  judgment  con- 
stitutes a  fair  standard  of  living  for 
the  Xegro  migrant  in  Philadelphia; 
how  many  of  the  families  investigated 
were  able  so  to  adapt  themselves  to 
the  environment  of  Philadelphia  as  to 
be  able  to  obtain  not  only  an  income 
sufiScient  to  provide  such  a  standard 
of  living,  but  also  so  to  spend  it  as  to 
procure  a  fair  standard  of  living;  (3)  as 
far  as  is  possible  from  the  scope  of  our 
study,  to  ascertain  what  effect  these 
Negro  migrants  had  upon  the  racial 
condition  in  that  city;  and  what  sug- 
gestions a  study  of  the  incomes  and 
expenditures  of  one  hundred  migrant 
families  can  offer  for  improving  that 
condition. 

1.  Selection  of  Families 

The  one  hundred  families  considered 
in  this  investigation  lived  in  that  part 
of   the    twenty-ninth    ward    which    is 


bounded  on  the  north  and  east  by 
Ridge  Avenue,  on  the  south  by  Master 
Street,  and  on  the  west  by  Twenty- 
third  Street,  covering  an  area  of  six 
and  one -half  city  blocks.  This  loca- 
tion was  chosen  because  its  Negro 
population  was  practically  limited  to 
migrants  from  the  South  since  1916. 
Previous  to  this  date,  the  neighbor- 
hood was  inhabited  almost  entirely 
by  white  people,  while  in  1919  one 
could  scarcely  find  a  white  family. 
The  investigator  was  certain,  therefore, 
to  find  a  fruitful  field  for  her  study. 

2.  Obtaining  the  Results 
The  investigating  was  done  by  the 
wTiter  who  personally  visited  each  of 
the  families  upon  whose  budgets  this 
dissertation  is  based,  during  the  period 
extending  from  October  2,  1919  to 
December  81,  1919  inclusive.  The 
inquiries  made  of  each  family  were: 


Address 

Date  of  visits 


1.  Where  did  you  live    before  coming  to 

Philadelphia? 

2.  ^Vllen  did  you  come  to  Philadelphia? 

3.  How  many  persons  are  in  your  family 

and  what  are  their  ages? 

4.  Who  is  head  of  your  family? 

5.  Relationship  of  rest  of  family  to  head? 

6.  Who  in  family  works? 

7.  Age  of  each  who  works? 

8.  Where  does  each  work? 

9.  What  does  each  do? 

10.  How  many  weeks  has  each  lost  from 
work  since  last  November? 
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11. 
12. 
13. 

14. 
15. 

16. 
17. 
18. 

19. 

20. 
21. 


23. 

24. 
25. 

26. 

27. 


30. 
31. 


Cause  of  lost  time? 

Wage  of  each  who  works? 

Number  of  rooms  in  home?     Type  of 

house?     Condition?     Conveniences? 
Number  of  rooms  sub-let? 
Amount  received  from  each?    Weekly? 

Monthly?     Yearly? 
Number  boarders? 
Amount  each  pays? 
How   much   do   you   spend   for   rent? 
Note  increases  or  decreases  in  past  year. 
How  much  for  light? 
How  much  for  heat? 
How  much  for  food? 
How  much  for  clothing? 
How  much  for  insurance?     Ordinary? 

Health?     Industrial?     Lodges? 
How  much  for  church? 
How  much  for  furniture? 
How  much  for  doctor?     How  much  for 

dentist? 
How  much  for  carfare? 
How  much  for  tobacco? 
How  much  for  alcohol? 
How  much  for  amusement?    Wliat  kind 

of  amusement? 
Other  expenditures? 
How  much  do  you  save?     \Miat  debts 

have  you? 


Expenditures  on  clothing  were  se- 
cured by  the  investigator's  asking  the 
housewife  which  of  the  garments  listed 
on  page  180  had  been  bought  during 
the  past  year  and  for  what  price. ^^ 

Information  gathered  by  personal 
observation  and  by  questioning  the 
housewife  was  supplemented  by  the 
records  of  credit  purchases  of  food, 
fuel  and  light  products  as  listed  in 
grocery  account  books  for  periods  vary- 
ing in  length  from  three  to  six  months.^^ 

3.  Handling  of  Results 

The  material  thus  obtained  was 
classified  on  a  yearly  basis.^'^     The  in- 

^  See  discussion  of  Clothing  on  page  192. 

^^  See  discussion  of  Food  on  page  185  and  of 
Light  and  Fuel  on  page  197. 

^'  For  example,  if  the  food  purchases  of  a 
family  were  secured  for  six  months,  they  were 
doubled  to  obtain  the  yearly  expenditure. 


comes  and  expenditures  of  families 
were  grouped  in  tables  according  to 
both  the  size  of  the  family  and,  in 
separate  tables,  the  size  of  the  income. 
For  the  latter  purpose,  starting  with 
the  lowest  income  of  any  family  in  the 
study,  i.e.  $766.50,  sixteen  income 
groups  were  set  up  until  the  maximum 
income  of  a  single  family,  $5,581.60, 
was  reached.  In  order  to  compare  the 
incomes  of  families  of  various  sizes  and 
with  different  incomes,  the  arithmetical 
average^*  was  adopted,  since  it  gives 
equal  weight  to  both  extremes  and 
also  eliminates  individual  departures 
from  the  type.  The  average  was  ob- 
tained for  the  incomes  and  expendi- 
tures of  families,  both  in  dollars  and 
percentages  of  the  total  income. 

Use  was  also  made  of  frequency 
tables  in  which  items  of  the  same  class 
were  grouped  and  the  number  of  cases 
falling  in  each  class  enumerated; 
e.g.,  the  number  of  families  saving 
less  than  $100  and  the  number  saving 
over  $900. 

Accuracy  of  Results 

We  do  not  claim  for  the  study  the 
exactness  of  a  mathematical  problem. 
But  we  feel  that  it  is  as  accurate  as  it 
is  possible  to  obtain  budgetary  statis- 
tics gathered  by  a  house  to  house  can- 
vas. Wherever  possible,  every  re- 
ported expenditure  was  checked  in 
some  manner.  Bank  deposits.  Lib- 
erty Bonds  and  other  savings  were  not 
recorded  unless  evidences  of  their 
possession  could  be  produced.  Wages 
were  verified  by  viewing  the  pay  en- 
velopes; insurance,  by  inspecting  the 
policies;  food,  coal,  clothing  purchases, 

-^  Attention  is  called  to  the  fact  that  the  sig- 
nificance of  percentages  diminishes  as  the  number 
of  cases  decreases.  For  that  reason  families 
of  a  large  size  or  families  falling  in  the  higher 
income  groups,  both  of  which  are  few  in  number, 
seem  to  deviate  from  the  tendencies  manifested 
by  the  majority  of  the  families. 
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EXPENDITURES  ON  CLOTHING 
List  of  Garments  Worn  by  Men 


Article 


Suits 

Extra  Pants 

Overcoats .  . 

Overalls ... 

Shirts  for 

Work 

Dress ... 

Collars .... 

Ties 

Suspenders . 

Belts 

Socks  or  . .  . 

Stockings . . 

Hats 


Cost 


Remarks 


Article 


Shoes 

Shoes  Repaired 

Rubbers 

Night  Shirts 

for  Summer .  . 

for  Winter  .  .  . 
Underwear 
for  Summer 
for  Winter . . 

Gloves 

Garters 

Sundries 


Cost 


Remarks 


List  of 

Garments 

Worn  by  Women 

Article 

Cost 

Remarks 

Article 

Cost 

Remarks 

Hats 

Shoes,  new,  repaired  .  .  . 
Rubbers 

Coats 

Stockings 

Garters 

Corsets 

Gloves 

Underwear 

for  Summer 

Dress  Goods 

Skirts 

Handkerchiefs 

Corset  Covers 

for  Winter 

for  Summer 

Combinations 

Sundries 

for  Winter 

by  bills  held  by  the  housewife,  or  store 
records  when  they  were  bought  on 
credit.  Moreover,  the  investigator, 
being  herself  a   colored    person,    was 


able  to  meet  the  families  on  intimate 
terms.  They  cordially  received  her 
and  answered  the  inquiries  she  made 
to  the  best  of  their  ability . 


CHAPTER  III 

Occupations,  Incomes  and  Sources  of  Income 

One  hundred  and  sixty-one  persons      Number  of  Breadwinners: 
in  the  families  studied  were  breadwin-  Fathers 96 

ners.     Of   this    number    twenty-seven  crid^'^'^ 13 

were  employed  in  semi-skilled,  skilled,  

or  professional  occupations,  while  the  Trial  161 
remaining    one    hundred    and    thirty- 
four  were  laborers  or  domestics.  The  range  of  employments  in  which  the 
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majority  of  the  persons  were  engaged 
as  laborers  included  every  kind  of 
occupation  classified  by  the  census  of 
1910  except  one,  extractive  industries. 
Since  Philadelphia  is  not  a  center  for 
this  type  of  work,  we  can  say  that  the 
group  was  represented  in  all  of  the 
principal  occupations  of  Philadelphia. 

The  family  incomes  derived  by  wage 
earners  from  the  various  occupations 
in  which  they  were  engaged,  ranged 
from  $766.50  to  $5,581.60.  Seventy- 
five  per  cent  of  the  incomes  fell,  how- 
ever, between  $766.50  and  $1,970. 
The  exact  distribution  of  the  incomes 
is  shown  in  Table  2.  It  will  be  seen 
that  only  a  small  percentage  of  the 
families  were  able  to  maintain  them- 
selves in  the  higher  income  groups  and 
also  that  the  percentage  of  families  in 
the  income  groups  above  the  $1,670- 
$1,970  group  tended  to  decrease  with 
each  increase  in  income.  That  is,  the 
percentage  of  families  in  the  higher 
income  groups  became  increasingly 
smaller. 

However,  the  average  income  per 
family  tended  to  decrease,  and  the 
average  per  capita  income  for  families 
of  various  sizes  did  decrease  regularly 
for  every  increase  in  the  size  of  the 
family,  with  the  exception  of  the  two 
families  of  nine  and  twelve  members 
respectively.  There,  perhaps,  had  we 
had  a  sufficient  number  of  families  for 
the  law  of  average  to  apply,  the  same 
decrease  would  have  been  noted. 
A.lthough  the  average  per  capita  in- 
come for  these  two  families  was  not 
less  than  that  of  families  of  the  next 
smaller  size,  nevertheless,  it  was  not 
as  great  as  that  of  families  consisting 
of  two  or  three  persons.  Thus  we  are 
justified  in  saying  that  the  per  capita 
income  of  the  families  under  considera- 
tion decreased  with  an  increase  in  the 
size  of  the  family. 

The  incomes  of  thirty-three  families 
were  obtained  entirely  from  the  fath- 


er's earnings,  while  those  of  the  re- 
maining sixty-seven  families  contained 
contributions  from  mothers,  children 
or  lodgers.  The  percentage  of  fami- 
lies in  the  various  income  groups  that 
received  a  part  of  their  income  from 
any  one  or  more  of  these  sources  in- 
creased with  an  increase  in  the  size  of 
the  income  group.  Indeed,  every  one 
of  the  twenty-five  families  that  had 
incomes  above  $1,970  secured  sub- 
sidiary contributions  to  their  incomes. 

Moreover,  as  the  size  of  the  income 
increased,  the  percentage  of  families 
receiving  additions  to  their  incomes 
from  each  of  the  above  mentioned 
sources,  increased.  This  would  seem 
to  indicate  that  relatively  more  fami- 
lies in  the  higher  income  groups  relied 
upon  an  increasingly  larger  number  of 
sources  of  income  than  in  the  lower  in- 
come groups.  And  when  we  record 
sources  of  income  so  as  to  show  the 
number  of  sources  from  which  each 
family  received  money,  we  find  that  a 
greater  percentage  of  the  families  in 
the  higher  income  groups  than  in  the 
lower  groups  obtained  their  incomes 
from  many  sources.  Thus  Table  1 
shows  that  in  the  first  income  group 
($767-$l,067)  50  per  cent  of  the  fami- 
lies received  incomes  from  one  source 
and  the  remaining  50  per  cent  secured 
them  from  two  sources;  while  in  the 
seventh  income  group  ($2,573-$2,873) 
none  of  the  families  received  income 
from  one  source  but  17  per  cent  ob- 
tined  it  from  two  sources,  66  per 
cent,  from  three  sources,  and  17  per 
cent,  from  four  sources.  Not  only, 
therefore,  did  a  larger  percentage  of 
the  families  in  the  higher  income 
groups  receive  portions  of  their  in- 
comes from  other  sources  than  the 
father's  wage  but  also  from  a  greater 
number  of  sources  than  those  families 
in  the  lower  income  groups. 

Upon  examining  the  relation  of  con- 
tributions to  the   income  from  other 
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sources  than  the  father's  earnings,  to 
the  size  of  the  family,  we  find  that  the 
percentage  of  famihes  containing  from 
two  to  five  persons  receiving  these  con- 
trilnitions  decreased,  wliilc  the  per- 
centage of  famiUes  containing  from 
six  to  twelve  persons  receiving  such 
contributions  increased.  Reference  to 
Table  2  will  show  that  75  per  cent  of 
the  families  consisting  of  two  persons 
received  portions  of  their  incomes  from 
other  sources  than  the  father,  while 
only  69  per  cent  of  the  families  con- 
taining three  persons,  and  53  per  cent 
of  those  containing  four  persons,  ob- 
tained subsidiary  contributions  to  in- 
come. If,  on  the  other  hand,  we  exam- 
ine income  Table  1  we  shall  see  that  the 
mothers  were  the  persons  who  failed  to 
contribute  in  as  large  a  number  of  fami- 
lies of  three  and  four  members  as  they 
did  in  families  of  two  or  five.  When 
there  were  only  two  persons  in  the 
family  the  mother  could  easily  go  to 
work,  but  when  she  had  several  young 
children  she  remained  at  home,  if  it 
were  possible,  ^^'hen  she  had  five 
children  there  was  usually  one  old 
enough  to  manage  affairs  at  home 
while  the  mother  went  to  work.  Yet 
when  the  family  became  very  large, 
such  as  those  containing  seven,  nine 
and  twelve  persons,  we  find  a  smaller 
percentage  of  the  mothers  working 
but,  in  their  places,  an  increased  per- 
centage of  children.  For  these  reasons 
we  note  a  decrease  in  the  percentage  of 
families  of  three  and  four  persons, 
receiving  contributions  to  their  in- 
comes from  other  sources  than  the 
father's  wages  and  an  increase  in  the 
percentage  of  families  of  a  larger  size 
receiving  parts  of  their  income  from 
the  several  sources. 

Making  a  reservation  for  families 
of  three  and  four  members  whose  devia- 
tions have  just  been  explained,  we 
notice  a  tendency  toward  an  increas- 
ing percentage   of   large   size   families 


securing  income  from  several  sources. 
For  example,  among  families  contain- 
ing two  members,  25  per  cent  obtained 
support  from  one  source,  64  per  cent, 
from  two  sources  and  11  per  cent,  from 
three  sources.  Among  families  of 
seven,  20  per  cent  received  income 
from  one  source  and  80  per  cent,  from 
two  sources,  while  100  per  cent  of 
families  of  nine,  secured  income  from 
three  sources.  It  would  appear  there- 
fore, that  the  percentage  of  families 
receiving  contributions  to  their  in- 
comes from  other  sources  than  the 
father,  tended  to  increase  with  an  in- 
crease in  the  size  of  the  family  and 
with  an  increase  in  the  number  of 
sources  from  which  additions  to  income 
were  obtained. 

We  have  been  discussing  contribu- 
tions to  income  in  relation  to  the  per- 
centage of  families  that  received  them. 
But  this  does  not  give  the  reader  any 
idea  of  the  number  of  contributors, 
which  is  a  point  of  particular  interest, 
especially  in  the  case  of  children  and 
mothers.  There  were  one  hundred 
and  seventy-three  children  in  the  en- 
tire group  of  whom  fourteen  worked; 
i.e.,  only  8  per  cent  of  the  children 
were  breadwinners.  The  percentage 
of  children  who  worked  increased  with 
an  increase  in  the  size  of  the  family  and 
the  size  of  the  income.  On  the  other 
hand,  there  were  one  hundred  mothers 
in  the  group  of  whom  fifty-two,  or  52 
per  cent,  worked.  The  percentage  of 
mothers  who  were  wage  earners  de- 
creased with  an  increase  in  the  size  of 
the  family  but  tended  to  increase  with 
an  increase  in  the  size  of  the  income. 
The  percentage  of  income  that  was 
contributed  by  fathers  and  mothers 
tended  to  decrease  with  an  increase  in 
income  while  the  percentage  contrib- 
uted by  children  and  lodgers  tended  to 
increase. 

Comparing  the  relation  of  the  per- 
centage of  income  contributed  by  the 
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various  sources  with  the  size  of  the 
family,  we  find  that  the  percentage 
coming  from  fathers,  mothers  and  lodg- 
ers tended  to  decrease  with  an  increase 
in  the  size  of  the  family  while  the  per- 
centage assignable  to  children  tended 
to  increase. 

Judging  from  the  incomes  and  sources 
of  income  which  we  have  just  exam- 
ined we  may  attribute  to  the  principal 
wage  earners  of  the  group  of  migrants 
under  consideration,  an  ability  to  find 
work  in  an  industrial  city,  an  ability 
which  was  exercised  by  a  larger  num- 
ber of  persons  as  the  size  of  the  family 
or  income  increased. 

Summary 

The  breadwinners  of  the  group  in- 
vestigated were  employed  mostly  as 
laborers  or  domestics.  The  total  fam- 
ily incomes,  derived  principally  from 
these  means,  varied  from  $766.50  to 
$5,581.60    per    annum.     Seventy-five 


per  cent  of  the  family  incomes  fell, 
however,  below  $1,970.  Both  the 
family  and  per  capita  incomes  tended 
to  decrease  with  an  increase  in  the  size 
of  the  family,  notwithstanding  the 
fact  that  an  increasing  percentage  of 
the  larger  families  secured  contribu- 
tions to  income  from  several  sources. 
Similarly,  a  larger  percentage  of  fami- 
lies in  the  higher  income  groups,  than 
in  the  lower,  received  additions  to  the 
family  income  from  many  sources. 
In  fact,  but  33  per  cent  of  the  families 
were  supported  by  the  earnings  of  the 
father  alone  and  none  of  these  families 
possessed  annual  incomes  of  over 
$1,970.  Although  only  8  per  cent  of 
the  children  in  all  the  families  worked, 
the  percentage  of  income  contributed 
by  them  increased  with  both  the  size 
of  the  family  and  the  size  of  the  in- 
come; while  the  percentage  received 
from  the  parents  decreased  as  the  size 
of  the  family  and  income  increased. 


CHAPTER  IV 

Objects  of  Expenditure 


Food 


Eighty-one  of  the  one  hundred  fami- 
lies included  in  this  study  bought  food 
from  the  corner  grocer  and  ran  an  ac- 
count with  him.  Sometimes,  the  gro- 
cer recorded  in  his  ledger  and  in  the 
customer's  account  book  the  cost  of  a 
purchase,  and,  occasionally,  the  arti- 
cles and  their  quantity;  but  in  the 
great  majority  of  cases,  he  listed  items 
only  under  the  name  of  merchandise. 
The  customer's  account  books  were 
balanced  at  the  end  of  every  week  or 
two  weeks,  according  to  the  pay  day  of 
the  head  of  the  family.  Small  balances 
were  allowed  by  the  grocer  to  be  car- 
ried from  week  to  week;  but  failure  to 
pay  some  deposit  at  regular  intervals 
cut  off  the  privilege  of  credit  purchase. 

The  investigator  found  that  over  a 

14 


period  of  six  months  forty-two  fami- 
lies, or  51.9  per  cent  of  those  making 
credit  purchases,  settled  their  accounts 
regularly  on  each  pay  day,  while  the 
remaining  families  each  carried  a  bal- 
ance of  less  than  $10.^^ 

2'  The  exact  food  purchases  of  the  famUies  run- 
ning credit  accounts  could  not  be  obtained  for 
an  entire  year;  since  as  soon  as  a  record  book  was 
filled  and  balanced  it  was  lost  or  destroyed;  and 
since  the  grocer,  himself,  failed  to  preserve  the 
accounts  after  they  had  been  settled.  The  pur- 
chases of  forty  of  the  eighty-one  families  who  raa 
credit  food  accounts  were,  however,  secured  for 
a  period  of  six  months,  dating  from  July  1  to 
December  31  inclusive.  For  the  remaining 
thirty-nine  families  who  also  ran  credit  accounts, 
a  record  of  purchases  was  obtainable  for  periods 
varying  in  length  from  four  to  three  months.  In 
order  to  secure  a  figure  which  would  represent 
food  purchases  for  one  year,  the  exact  expendi- 
tures for  the  period  secured  were  doubled  or 
quadrupled,  whichever  was  necessary. 
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The  reasons  given  for  pursuing  this 
method  of  buying  food  were:  First,  it 
was  convenient.  A  large  number  of 
the  mothers  and  fathers  worked  out. 
The  children  left  at  home  to  prepare 
the  meals  could  readily  obtain  neces- 
sary provisions.  Second,  many  of  the 
families  .spent  all  their  wages  during 
the  first  part  of  the  week  and  did  not 
have  the  cash  during  the  week  to  pay 
for  food.  Third,  in  some  cases  the 
father  handled  all  the  money  and  pre- 
ferred paying  bills  to  giving  his  wife 
money  to  spend.  Fourth,  some  fami- 
lies felt  that  it  added  to  their  prestige 
to  be  able  to  run  a  bill,  everybody  was 
not  trusted  to  such  an  extent  by  the 
grocer.  Besides,  the  grocer  treated 
them  with  some  deference  because 
they  were  regular  customers. 

Expenditures  for  food  by  the  nine- 
teen families  not  keeping  store  books 
were  made  by  cash  payment.  Ten  of 
these  families  made  either  wholesale 
or  large  scale  retail  purchases,^"  some- 
times both.  They  showed  the  inves- 
tigator receipted  bills  for  barrels  of 
flour,  bags  of  corn  meal,  buckets  of 
lard,  barrels  or  bushels  of  potatoes  and 
pounds  of  smoked  meats.  Their  re- 
tail purchases  were  made  from  one  of 
the  chain  stores  of  the  American 
Stores  Company  or  the  Atlantic  and 

'*'The  food  expenditures  of  the  families  that 
made  wholesale  or  large  scale  retail  purchases 
were  determined  by  listing  first  the  orders  for 
a  year,  then  those  for  shorter  periods  which 
were  decreased  to  provide  for  a  year.  The 
housewife  by  her  experience  was  able  to  say 
how  long  a  barrel  of  flour  would  last  or  a  bag 
of  potatoes.  So  that  relying  upon  her  judg- 
ment, estimates  for  the  year  were  made  in  the 
case  of  large  orders.  The  weekly  purchases  of 
nineteen  families  buying  food  with  cash  pay- 
ment were  obtained  by  the  investigator's  making 
regular  visits  every  other  day  to  each  of  the 
nineteen  families  for  a  period  of  four  weeks, 
when  daily  expenditures  were  obtained  from  tiie 
housewife.  It  was  found  at  the  end  of  this  time 
that  the  weekly  expenditures  were  extremely 
regular  and  they  were,  therefore,  used  as  a 
basis  for  a  one  year -estimate. 


Pacific  Stores  Company.  Each  week, 
or  every  two  weeks,  when  the  head  of 
the  family  was  paid,  they  bought  sub- 
stantial quantities  of  groceries  from 
one  of  the  stores  mentioned.  In  addi- 
tion, the  housewife  made  frequent 
purchases  of  vegetables  and  perish- 
able articles. 

The  nine  remaining  families,  be- 
cause of  failure  to  settle  their  bills 
with  any  grocer  in  the  neighborhood, 
were  forced  to  make  cash  payments  for 
food.  Their  purchases  were  in  small 
quantities,  being  limited  to  the  meager 
contents  of  their  purses  and  to  the 
necessities  of  each  meal. 

On  page  187  is  presented  a  sum- 
mary of  the  food  purchases  made 
during  four  weeks  of  November,  1919 
by  three  separate  families,  each  repre- 
senting one  of  the  three  methods  of 
buying  food  practiced  by  families 
included  in  the  study  and  just  de- 
scribed. The  records  of  food  expendi- 
tures were  chosen  for  the  following 
reasons:  First,  they  are  typical  repre- 
sentations of  the  quantity  of  food 
bought  in  single  purchases,  the  varie- 
ties of  food  obtained,  and  of  the  method 
of  paying  for  food  by  the  numerous 
families  included  in  the  .study.  Sec- 
ond, the  records  of  the  food  purchases 
hereafter  presented,  cover  the  same 
period  of  time,  November  1  to  28  in- 
clusive. Third,  two  of  the  three  fami- 
lies whose  food  accounts  are  cited  in 
detail,  consist  of  five  persons.  Their 
records  can,  therefore,  be  compared 
with  a  standard  .set  for  a  normal  fam- 
ily of  five.  Finally,  no  other  three 
families  possess  all  of  the  above  simi- 
larities in  regard  to  the  food  accounts. 

A  glance  at  this  list  of  purchases 
impresses  one  with  the  varied  diet  of 
the  families  making  them.  Besides, 
a  comparison  of  the  items  of  provisions 
obtained  by  these  families  with  the 
items  suggested  by  the  Bureau  of  Mu- 
nicipal Research  reveals  the  fact  that 
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A  Summary  of  the  Items  of  Food  Purchased  by  Three  Families  During 

November,  1919 


Bread  and  Cereals 

Shortening  and  Oils 

Dried  Fruits 

Bread 

Butter 

Currents 

Buns  and  Rolls 

Lard 

Prunes 

Cake 

Olive  Oil 

Raisins 

Crackers 

Suet 

Suqars 

Cream  of  Wheat 

Fresh  Vegetables 

Molasses 

Corn  meal 

Cabbage 

Sugar 

Flour 
Oatmeal 

Celery 
Cranberries 

Beverages 
Chocolate 

Rice 

Lettuce 

Coffee 

Meats  and  Fish 

Potatoes,  Irish 

Tea 

Beef 

Fish,  salt 

Potatoes,  sweet 

Spinach 
Onions 
Canned  Vegetables 
Peas 

Seasonings  and  Flavorings 
Pot  Herbs 

Lamb  and  Mutton 
Pork,  Bacon,  Ham 

Thyme  and  Sage 
Red  Pepper 

Sausage 
Turkey 
Veal 

Tomatoes 
String  Beans 

Vanilla  Flavoring 

Miscellaneous 

Canned  Fruit 

Baking  Powder 

Meat  Substitutes 

Pineapple 

Jello 

Cheese 

Fresh  Fruits 

Ice 

Beans,  dried 

Apples 

Pickles 

Eggs 

Grapes 

Salt 

Milk,  fresh 

'         Oranges 

Yeast  cake 

Items    of    Food    Suggested    for    a    Fair    Standard   of   Living   by   the 

Bureau  of  Municipal  Research  Study 

OF  Workingmen's 

Standard 

OF  Living  in  Philadelphia. 

(Pages  53-54.) 

Bread  and  Cereals 

Milk,  fresh 

Fresh  Fruits 

Bread 

Peas,  dried 

Apples 

Buns  and  Rolls 

Shortening 

Oranges 

Cakes,  misc. 

Lard 

Peaches 

Cornmeal 

Oleomargarine 

Dried  Fruits 

Cornstarch 

Fresh  Vegetables 

Prunes 

Flour,  wheat 

Cabbage 

Raisins 

Macaroni 

Carrots 

o 

Oatmeal 

Corn 

Sugars 

Rice 

Lettuce 

Molasses 

Meats  and  Fish 

Onions 

Sugar,  gran. 

Beef 

Potatoes,  Irish 

Beverages 

Chicken 

Potatoes,  sweet 

Cocoa 

Fish,  fresh 

Spinach 

Coffee 

Fish,  salt 

String  Beans 

Tea 

Pork 

Tomatoes 

Miscellaneous 

Meat  Substitutes 

Canned  Vegetables 

Baking  Powder 

Beans,  dried 

Corn 

Ice 

Cheese 

Peas 

Pickles 

Eggs 

Tomatoes 

Salt 
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the  record  presented  in  this  study  is 
more  varied  than  that  of  the  Research 
Standard.  The  latter  calls  for  forty- 
nine  articles  of  food  while  the  list 
presented  contains  fifty-seven  food 
items,  thirty-one  of  which  are  those 
suggested  in  the  standard  set  by  the 
Bureau  of  Mimicipal  Research.'^ 

The  question  in  our  minds,  however, 
is  in  how  far  is  this  list  of  purchases 
representative  of  the  food  consumed  by 
all  families  included  in  the  study.  The 
investigator  can  say  that  it  is  typical 
of  the  ten  families  who  made  wholesale 
and  large  scale  retail  purchases,  whose 
food  purchases  were  obtained  in  detail 
and  by  whom  the  average  number  of 
various  items  of  food  bought  during  a 
period  of  four  weeks  was  fifty-seven. 
In  regard  to  the  nine  families  who 
bought  food  in  small  quantities  with 
cash  payment  and  whose  food  pur- 
chases were  also  obtained  in  detail  for 
a  period  of  four  weeks,  the  list  is  too 
varied,  as  the  average  number  of 
items  bought  by  such  families  during 
that  period  was  thirty-one.  Since  the 
exact  articles  purchased  by  families 
buying  food  on  credit  were  not  all  re- 
corded by  the  grocer  an  exact  reply  as  to 
the  variety  of  provisions  secured  by 
eighty-one  families  purchasing  food  in 
this  manner  cannot  be  given.  But, 
judging  from  those  items  which  were 

"  The  standards  of  living  investigations  made 
by  Chapin,  More,  Cotton  and  Little,  the  New 
York  Factory  Investigating  Commission,  the 
Bureau  of  Estimates  of  New  York  City,  the 
National  War  Labor  Board,  the  United  States 
Bureau  of  Labor  Statistics  and  the  Bureau  of 
Municipal  Research  of  Philadelphia  were  con- 
sulted in  an  effort  to  secure  the  requirements  of 
a  fair  standard  of  living  for  the  group  of  families 
under  consideration.  The  standard  set  by  the 
Bureau  of  Municipal  Research  seemed  best  fitted 
for  this  purpose:  First,  because  it  applied  to  the 
exact  period  covered  by  the  present  investiga- 
tion. While  the  other  studies  might  have  been 
made  to  apply  to  this  period  by  the  use  of  an 
index  number,  nevertheless  their  exactness  would 
have  been  lost  by  its  use,  since  a  general  index 
number  covering  only  budget  expenditures  has 


recorded,  we  feel  justified  in  saying  that 
for  forty-six  of  the  eighty-one  families, 
the  record  of  articles  of  food  procured  by 
the  fatnilies  presented  in  our  illustration 
accurately  depicts  the  variety  of  food 
obtained.  The  basis  for  this  assertion 
is  the  fact  that  among  this  number  of 
families  during  a  period  of  four  weeks, 
over  forty  different  items  of  food  were 
listed  in  addition  to  the  frequent  use 
of  the  word  merchandise  to  represent 
articles  purchased.  On  the  other 
hand,  because  of  the  small  total  pur- 
chases and  the  consequent  small  num- 
ber of  items  listed  either  by  name  or 
under  the  head  of  merchandise,  we  do 
not  believe  the  list  of  articles  of  food  pur- 
chased by  three  families  and  presented 
in  this  study  to  be  representative  of 
the  remaining  thirty-five  families. 

In  the  majority  of  cases  food  was 
bought  in  small  quantities.  Seven- 
teen of  the  eighty-one  families  who 
made  credit  purchases  bought  dry 
groceries  (sugar,  coffee,  tea,  flour)  for  a 
week  and  meats  and  vegetables  only 
when  they  were  needed.  But  the 
remaining  sixty-four  families  made  all 
their  food  purchases  in  extremely 
small  quantities.  Moreover,  in  those 
cases  where  items  were  listed  accord- 
ing to  kind  and  quantity,  one  found 
that  butter,  tea  and  coffee  were  bought 
by  the  quarter  of  a  pound,  potatoes,  and 
flour,  by  the  pound,  and  meat  according 

never  been  composed.  Second,  the  Bureau 
standard  applied  to  Philadelphia  workingmcn. 
Of  the  other  studies  mentioned,  the  Cotton  and 
Little  alone  was  based  on  statistics  collected  in 
Philadelphia.  But  it  was  limited  to  workingmen 
in  a  particular  territory.  Hence,  the  price  level 
adopted  for  the  study  did  not  apply  to  the 
entire  city.  Third,  the  standard  we  have 
chosen  was  based  on  statistics  collected  from 
Negro  families,  as  well  as  from  families  belonging 
to  other  races.  It  is,  therefore,  equally  appli- 
cable to  Negro  families.  This  fact  was  true  of 
two  of  the  other  studies  referred  to,  but  neither  of 
these  possessed  the  additional  qualification  of 
applying  to  workingmen  in  Philadelphia,  at  the 
period  covered  by  the  present  investigation. 


Negro  Migrant  Families  in  Philadelphia 


189 


to  the  demands  of  the  particular  meal 
for  which  it  was  secured. 

The  principal  reasons  for  this  kind 
of  spending  were:  First,  lack  of  knowl- 
edge on  the  part  of  the  housewives  as 
to  how  to  buy.  It  never  occurred  to 
many  of  them  that  one  should  pur- 
chase more  than  she  needed  at  the 
particular  time;  then,  too,  those  who 
lived  up  to  their  incomes  were  forced 
to  purchase  as  little  as  possible  upon 
each  visit  to  the  store  and  thought  that 
in  so  doing  they  were  being  most  eco- 
nomical. Second,  unwillingness  on 
the  part  of  the  grocer  to  advance  a 
large  stock  of  food  without  a  substan- 
tial deposit,  which  the  purchaser  was 
usually  unable  to  make  after  meeting 
the  many  demands  upon  his  wage. 

In  reviewing  the  manner  of  buying 
food  by  the  group  of  families  under 
consideration,  one  seems  to  see  a  rela- 
tionship between  the  method  of  paying 
for  food,  the  quantity  which  is  bought 
at  one  time  and  the  income  of  the  fam- 
ily. The  three  families  that  made 
wholesale  cash  purchases  belonged  to 
the  upper  income  groups,  as  did  also 
the  seven  families  who  made  cash  large- 
scale  retail  purchases,  and  the  seven- 
teen families  who  bought  credit  weekly 
stocks  of  provisions  but  settled  at  the 
end  of  each  week.  On  the  other  hand, 
each  of  the  nine  families  who,  because 
of  bad  credit  reputation,  were  unable 
to  run  an  account  and  who  secured 
provisions  only  for  immediate  use, 
belonged  to  the  lowest  income  groups. 
We  do  not  seek  to  maintain  that  if  all 
the  families  had  had  incomes  as  large 
as  the  three  wholesale  buyers,  they 
would  have  bought  their  food  in  a 
similar  manner;  for  many  of  the  sixty- 
four  families  in  the  credit  group  of 
small-quantity -buyers  could  have  made 
more  economical  purchases  with  the 
means  at  their  disposal.  But  it  is 
significant  to  point  out  that  the  nine 
famiUes  who  had  bad  credit  and  who 


made  unwise  purchases  did  not  make 
enough  money  to  meet  their  obliga- 
tions, not  to  speak  of  buying  provi- 
sions in  advance;  on  the  other  hand, 
the  twenty-seven  families  in  the  upper 
income  groups  showed  a  tendency 
toward  wise  expenditures  for  food  and 
prompt  payment  of  debts  contracted 
in  securing  provisions. 

The  cost  of  food  for  the  families 
included  in  this  study  can  best  be 
shown  by  ascertaining  the  cost  per 
male  adult  unit  per  week.  This  can- 
not be  determined  until  the  families 
composed  of  persons  of  varying  age 
and  size  have  been  reduced  to  their 
equivalents  in  adult  males.  The 
United  States  Department  of  Labor, 
Bureau  of  Labor  Statistics,^-  after 
careful  studies  and  comparisons  of  food 
consumption,  using  the  food  consumed 
by  an  adult  male  as  a  basis,  ascer- 
tained what  proportions  of  the  food 
consumed  by  an  adult  male  were  con- 
sumed by  the  other  members  of  the 
family.  Their  results  were  expressed 
as  follows : 

Adult  male 1.00 

Adult  female 90 

Child,  11-14  jTs 90 

ChUd,  7-lOyrs 75 

Child,  4-6  yrs 40 

Child,  3  yrs.  and  under 15 

Applying  this  scale,  the  equivalent 
of  each  family  in  units  of  an  adult 
male  was  worked  out.  Dividing  the 
amount  spent  for  food  by  each  family 
by  the  number  of  equivalent  adult 
males  in  the  family,  we  obtained  the 
expenditures  made  by  each  family  per 
adult  male  unit  per  week.  These  were 
averaged  and  expressed  in  Tables  3  and 
4  under  the  head  of  average  food 
expenditures  per  adult  male  per 
week.     The      preceding     calculations 

^-  Monthly  Labor  Review,  U.  S.  Dept.  of  Labor, 
Bureau  of  Labor  Statistics,  Washington,  May, 
1919,  p.  148. 
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have  made  it  possible  for  us  to  com- 
pare families  regardless  of  differences  in 
the  number  and  age  of  their  members 
and  to  apply  a  like  standard  to  all  of 
them. 

If,  therefore,  we  take  the  cost  set 
by  the  Bureau  of  jMunicipal  Research^^ 
for  food  per  adult  male  unit  per  week 
as  a  standard  and  compare  the  ex- 
penditures made  for  the  same  by  the 
families  under  consideration,  we  shall 
be  able  to  determine  the  number  of 
underfed  families.  We  find  as  a  result 
of  this  process  that  as  the  income  in- 
creases, the  percentage  of  underfed 
families  decreases.  Thus  we  see  that 
the  average  food  expenditures  per 
adult  male  per  week  increases  from 
$3.26  for  families  with  an  income  vary- 
ing   from    $767-$l,067,    to    $5.80    for 


percentage  of  underfed  families  in 
various  income  groups,  it  would  seem 
that  families  in  an  income  group  below 
$1,670-$1,970  were  unable  to  obtain 
an  adequate  food  supply.  For  an  illus- 
tration see  table  on  this  page. 

If  we  examine  the  expenditures  of 
the  entire  group  of  families,  we  shall 
find  that  the  average  number  of  dol- 
lars spent  on  food  tended  to  increase, 
while  the  average  per  cent  of  income 
spent  in  this  manner  tended  to  decrease 
with  an  increase  in  the  income :  but 
that  both  the  amoimt  and  the  per  cent 
of  income  tended  to  increase  with  an 
increase  in  the  size  of  the  family. 

Clothing 

The  expenditures  for  clothing,  the 
investigator  obtained  by  going  over  a 


Percentage  of  Underfed  Families 

Among  Families  with  Incomes  Varying  from  $167-1,067  Six Out  of  Fvpry  Ten  Families  Were  Underfed 

''  "  "    1,068-1,363  Three 

"  "    1,369-1,669  Two 

"      ^     "  "  "  "    1,670-1,970  Less  than   one Was 

"  "    1,971-2.271   One 

"    2,272-2,572   No "         Were 


families  with  an  income  varying  from" 
$5,282-$o,582,  while  the  average  food 
expenditures  per  adult  male  per  week 
decreases  from  $6.03,  for  families  of 
two,  to  $1.07  for  families  of  twelve. 

Moreover,  judging  from  the  per- 
centage of  underfed  families,  the  table 
seems  to  show  that  families  consisting 
of  more  than  three  persons  were  under- 
fed; for  only  in  families  consisting  of 
this  number  of  persons  was  the  per- 
centage of  underfed  less  than  one  in 
ten  families.  In  families  consisting 
of  more  than  three  persons,  the  per- 
centage of  underfed  was  much  greater. 
On  the  other  hand,  judging  from  the 

■"  The  cost  of  the  articles  in  the  food  budget 
recommended  by  the  Department  of  Municipal 
Research  of  Philadelphia  for  November,  1 019  and 
adopted  by  us  as  a  standard  for  food  allowances 
in  this  study  was  .$12.96  per  week  for  a  family  of 
five  or  $3.71  per  male  adult  unit  per  week. 


carefully  prepared  list  of  garments  and 
asking  the  housewnfe  which  of  these 
had  been  purchased,  for  what  price, 
and  if  any  additional  pieces  of  clothing 
had  been  bought.  When  wage-earning 
sons  and  daughters  purchased  their 
own  clothing,  they  were  individually 
interviewed.  But  in  the  great  major- 
ity of  cases  the  wife  knew  the  garments 
purchased  by  each  member  of  the 
family  and  their  cost,  although  she  had 
not  bought  them  herself. 

The  almost  uniform  practice  of  wear- 
ing each  others  clothing  made  it  im- 
possible to  list  garments  under  the 
head  of  the  person  by  whom  they  were 
worn.  A  new  coat,  suit,  two  hats  or 
more,  would  be  bought  by  the  family 
and  used  by  all  the  girls;  or,  in  the  case 
of  men's  clothing,  by  all  the  boys.  In 
disputes  as  to   who  should   wear  an 
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article,  the  older  children  seemed  al- 
ways to  be  given  the  preference.  Also, 
when  some  of  the  children  worked  and 
purchased  their  own  clothing,  those 
who  did  not  work  wore  the  cast  off 
clothing  of  their  more  prosi)erous  sis- 
ters and  brothers.  The  prudent  moth- 
ers made  these  garments  over  to  fit  the 
younger  children  and  thereby  provided 
them  with  neat  and  comfortable  ap- 
parel. In  other  families,  the  clothing 
was  worn  exactly  as  it  was  handed 
down.  But  this  manner  of  distribut- 
ing garments  among  the  various  mem- 
bers of  the  family  made  it  impossible 
to  list  clothing  expenditures  other  than 
by  total  purchases  for  the  entire  family. 
Gifts  of  clothing  were  very  few. 
This  may  appear  surprising  to  the 
reader,  but  let  him  recall  that  the  fami- 
lies included  in  the  investigation  were 
new-comers  to  Philadelphia.  They 
knew  practically  no  one  in  that  city 
from  whom  they  might  obtain  such 
assistance ;  and  their  work  was  not  of  the 
nature  to  offer  it  to  them,  for  the  men 
were  mostly  unskilled  laborers  in  manu- 
facturing establishments,  the  women, 
cleaners  of  buildings,  factory  hands  or 
day  workers.  So  there  were  left  no 
sources  other  than  charity  organiza- 
tions from  which  to  obtain  free  articles 
of  clothing.  None  of  the  families  in- 
cluded in  this  study  had  resorted  to 
help  from  charity  in  any  form  during 
the  period  of  the  investigation  nor 
previous  to  it.  The  five  families  that 
reported  gifts  of  clothing  were  as 
follows : 


The  nature  of  the  occupation  of  the 
persons  in  these  families,  receiving  gifts 
of  clothing,  and  the  differences  in  the 
incomes  of  the  families  seem  to  show 
that  they  received  gifts  not  so  much 
because  of  necessity  as  of  opportunity 
to  obtain  them. 

Credit  purchases  of  clothing  were 
seldom  made.  Only  twelve  families 
reported  this  method  of  purchasing. 
These  families  all  belonged  to  the  lower 
income  groups  and  told  the  investigator 
that  this  was  the  only  means  by  which 
they  could  obtain  garments.  The  rea- 
son given  by  the  remaining  families  for 
"pa;v'ing  cash  or  going  without," as  they 
put  it,  were  as  follows :  First,  the  start- 
ling differences  between  the  prices  of 
the  credit  merchants  and  the  depart- 
ment stores;  second,  a  tendency  on  the 
part  of  credit  merchants  to  consider  these 
families  transients  and,  therefore,  to 
make  them  few  offers,  and  these 
extremely  extortionate. 

As  in  the  case  gf  food,  so  in  clothing, 
we  shall  judge  of  the  nature  of  the 
clothing  by  its  cost.  The  Bureau  of 
Municipal  Research  Standard,  which 
we  have  adopted  as  a  guide  in  estimat- 
ing the  cost  of  clothing,  allows  $346.63 
for  this  item,  in  a  family  of  five,  or 
$98.75  per  adult  male  unit  per  year. 
In  order  to  compare  clothing  expendi- 
tures of  families  in  our  study  with 
those  set  down  in  the  Standard,  we  had 
first  to  reduce  the  families  to  their 
equivalent  adult  male  units.  "No 
system  has  been  devised,  however,  by 
which  satisfactory  comparisons  between 


Occupations  of  Heads  of  Families  Receiving  Gifts 


Family  Number 

Occwpation  of  Head  of  the  Family 

Income  of  Family 

64 
49 
37 
15 
3 

Butler 

Nurse 

Cook 

Domestic 

Laundress 

$1,440.00 
1,876.80 
1,300.00 
1,768.00 
1,170.00 
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families  can  be  made  with  reference  to 
expenditure  other  than  food,  although, 
jirobably,  comparisons  on  the  basis  of 
food  consum])tion  would  be  about  as 
accurate  as  any  that  could  l:>e  made. "^^ 
Assuming  that  they  are,  we  have  used 
the  scale  })repared  by  the  War  Lal)or 
Board  and  based  on  food  consumption, 
to  reduce  the  families  in  this  study  to 
equivalent  male  adult  units  for  the 
l)urj)Ose  of  comparing  clothing  exi)endi- 
tures.  Dividing  the  amount  spent  on 
clothing  per  year  per  family  by  the 
number  of  equivalent  adult  male  units 
in  that  family,  we  obtained  the  cost 
of  clothing  for  this  unit.  Comparing 
the  average  cost  per  adult  male  unit  for 
families  of  various  sizes  with  $98.75, 
the  amount  allowed  by  our  standard, 
we  found  that  families  consisting  of 
more  than  three  persons  were,  on  the 
average,  underclothed,  as  were  also 
families  with  an  income  of  less  than 
$1,670-$1,970. 

The  amomit  of  income  spent  on 
clothing  by  the  families  under  consider- 
ation tended  to  increase,  while  the 
percentage  of  income  devoted  to  this 
purpose  varied,  tending,  however,  to 
remain  approximately  the  same  with 
an  increase  in  the  size  of  the  income. 
Both  the  number  of  dollars  and  the 
percentage  of  income  expended  on 
clothing  tended  to  increase  with  an  in- 
crease in  the  size  of  the  family. 

Rent 

The  amounts  sj)ent  by  each  family 
on  rent  were  obtained  by  asking  the 
rental  charge  per  week  or  per  month 
during  the  year  1918-1919.  Replies 
were  given  mostly  on  the  basis  of  one 
month,  becaase  so  many  of  the  families 
lived  in  rooms  and  settled  with  the 
proprietor  of  the  house  upon  the  pay 
day  of  the  head  of  the  family,  which 
came  usually  once  a  week.  Increases 
in  rent  during  the  year  were  asked  for 

"  Monthly  Labor  Review,  May,  1919,  p.  148. 


as  well  as  changes  due  to  moving.  It 
was  found  that  the  latter  .seldom  exist- 
ed for,  owing  to  the  congested  housing 
conditions,  there  was  practically  no 
place  to  move,  and  the  difficulty  of 
finding  a  house  or  even  a  room,  made 
a  family  reticent  about  searching  for 
another,  once  it  was  located. 

The  investigator  also  noted  the  type 
and  condition  of  each  house  which  was 
visited.  She  found  that  the  thirty- 
seven  houses,  containing  either  four, 
five,  six  or  seven  rooms,  occupied  by 
families  contained  in  this  study,  were 
two  story  brick  dwellings,  without  gas 
or  a  bath  and  with  toilets  in  the  yards. 
The  seven  room  houses  differed  from 
the  six  room  only  in  that  they  had  a 
summer  kitchen,  which  was  used,  how- 
ever, all  the  year.  The  winter  kitchen 
had  been  converted  into  a  dining  room, 
while  the  dining  room  itself  was  used  as 
a  living  room  or  a  bed  room.  The 
remaining  eight  houses  rented  by 
families  investigated  were  three  story 
brick  residences  with  gas,  baths,  and 
furnaces  providing  hot  air  heat. 

With  four  exceptions,  the  physical 
condition  of  each  of  these  houses  was 
very  poor.     Regarding  forty-one  houses 
the  investigator  finds  marked  on  her 
schedule    such    comments    as    these: 
Boards  on  window-sills,  steps,  shutters, 
worn  off  and  broken.     .     .     .     Plaster 
falling  in  nearly  every  room. 
Floor  boards  broken.     .     .     .      Boxes 
placed  over  holes  in  the  floor.     .     .     . 
I    nearly    fell    into    a    cellar.     .     .     . 
Wall  paper  torn  off  in  the  hall.      .     . 
Wall  j)ai>er  falling  from  ceiling  and  walls 
in    four    of    the    five    rooms.     .     . 
House  does  not  look  as  if  it  had  been 
painted  inside,  nor  outside,  since  being 
built.     .     .     .     Toilet  drainage  out  of 
repair.     .    .    .    Water  has  to  be  poured 
down  hopper  by  the  bucket. 
Underground  leakage  that  keeps  water 

from  the  toilet  in  the  yard 

Odor  from  toilet  is  vile.    .     .     .    Water 
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supply  too  weak  to  flush  the  hopper 
well.  .  .  .  Chimney  must  need 
cleaning  out,  as  the  stoves  do  not  draw 
well.  So  much  smoke  in  the  house  that 
I  thought  it  must  be  on  fire,  . 
It  never  rains  but  it  pours  into  this 
house.     The  roof  must  leak  all  over. 

Similar  notations  were  made  con- 
cerning each  of  the  houses  and  often 
several  of  the  preceding  comments  ap- 
plied to  the  same  house.  There  were, 
however,  four  exceptions  to  which 
attention  should  be  called:  viz.,  the 
house  t»ccupied  by  family  eighty-five, 
which  was  a  two  story  brick  with  five 
rooms,  heated  by  latrobes;  that  oc- 
cupied by  family  sixty-five,  which  was 
a  seven  room  brick  with  bath,  gas, 
heated  by  a  furnace,  and  two  three 
story  brick  houses  with  bath,  gas  and 
furnaces  in  good  order,  occupied  by 
families  seventy-one  and  one  hundred, 
respectively.  All  of  these  dwellings 
were  in  excellent  physical  condition  and 
were  kept  in  repair.  The  first  of  the 
houses  rented  for  $26  per  month,  the 
second  for  $25  per  month,  while  the 
third  and  fourth  were  being  bought. 
The  payments  made  during  the  year 
toward  the  purchasing  of  the  houses 
were  listed  under  the  caption  of  rent. 

The  houses  rented  by  families  in- 
cluded in  the  study  and  sublet  to  other 
persons  than  those  in  the  family,  were 
among  the  four,  five,  six  and  seven 
room  houses,  mostly  occupied  by  two 
families  who  came  from  the  South 
together.  But  the  rooms  in  six  of  the 
three  story  houses  were  sublet  by  the 
principal  tenant  to  many  persons  or 
families.  For  example,  family  number 
twenty-eight  rented  two  houses  con- 
taining twelve  rooms  each.  The  hus- 
band and  wife,  of  whom  the  family 
consisted,  occupied  three  rooms  on  the 
first  floor  of  house  one  and  sublet  the 
other  twenty-one  rooms,  furnished  or 
unfurnished  as  was  demanded,  to  six- 
teen different  families  and  individuals. 


The  remaining  fifty-five  families  of 
our  study,  that  rented  rooms,  secured 
them  from  tenants,  in  the  manner  of 
family  number  twenty-eight.  Only  in 
these  cases,  usually  owners  not  living 
in  the  house  themselves  had  rented  or 
bought  a  dwelling  house,  the  rooms  of 
which  they  sublet  to  many  and  various 
persons.  Here  the  real  housing  prob- 
lem was  apparent.  The  proprietor 
came  around  only  on  rent  day.  There 
was  no  janitor;  the  halls  and  steps  were 
dark,  cold  and  dirty.  The  cellars  and 
yards  were  used  by  the  tenants  as 
dumping  grounds  for  their  trash.  The 
houses  were,  on  the  whole,  run  down. 
The  one  bathroom  was  extremely 
dirty  and  unkempt;  many  of  the  win- 
dow panes  were  broken  and  stuffed  with 
rags;  there  was  an  alarming  need  of 
paint  and  plaster. 

Moreover,  these  houses  were  not 
built  for  occupation  by  several  families 
and  had  not  been  remodeled  to  suit 
their  needs.  Although  a  family  might 
have  a  sufficient  number  of  rooms  to 
house  itself,  it  could  not  obtain  under 
the  conditions  provided,  the  physical 
necessities  for  household  duties.  'NMien 
the  landlord  sublet  the  rooms  of  an 
entire  house,  he  provided  no  heat. 
Stoves  were  therefore  placed  in  rooms 
not  built  for  ventilation  by  this  kind  of 
heating,  resulting  in  the  room's  being 
filled  with  close,  dry  air.  Add  to  this 
the  fact  that  a  bed  room  had  been 
turned  into  a  kitchen,  where  a  large 
size  cook  stove  was  usually  placed,  and 
from  which  odors  of  food  and  damp 
clothes  being  dried  by  the  heat  of  the 
cook  stove  were  constantly  streaming 
into  the  adjoining  rooms.  Beside  these 
unhealthy  conditions,  there  were  often 
as  many  as  ten  families  in  one  three 
story  house,  using  the  same  bath  and 
toilet.  It  is  apparent,  therefore,  that 
such  dwellings  as  those  in  which  lived  the 
families  who  rented  rooms,  were  entirely 
unfit  for  occupation  by  many  families. 
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The  average  price  paid  for  renting 
one  room  was  $163.26  per  year,  only 
$6.05  less  per  year  than  the  average 
cost,  $169.21,  of  renting  a  house  of 
four  rooms,  while  the  average  cost  of 
renting  two  rooms,  $183.13  per  year, 
was  $13.92  greater  than  the  average 
cost  of  renting  a  four  room  house. 
And  the  average  cost  of  renting  three 
rooms,  $198  per  year,  was  greater  than 
the  cost  of  renting  either  a  four,  five 
or  six  room  house.  It  was  cheaper, 
therefore,  to  rent  a  house,  but  houses 
were  not  to  be  had,  so  a  room  had  to  be 
taken  at  the  price  charged.  The  price 
for  one  room  varied  from  $2.50  to 
$4.50  per  week,  the  fifty  cents  usually 
being  added  for  gas.  The  price  for  two 
or  three  rooms,  while  rising  as  high  as 
$6  or  $7  per  week,  often  fell  as  low  as 
$2  or  $3  because  of  tlie  poor  condition 
of  the  rooms.  In  estimating  the  price 
that  was  charged  for  rooms,  the  pro- 
prietor seemed  first  to  calculate  what 
amount  it  was  necessary  to  charge  for 
each  room  rented,  in  order  to  obtain 
the  rent  of  the  house,  and  then  to  add 
fifty  cents  to  one  dollar  on  more  favor- 
ably located  rooms,  such  as  the  first  or 
second  floor  front. 

The  cost  of  renting  a  two  story  brick 
house  such  as  we  have  already  de- 
scribed, varied  from  $8.50  per  month 
for  a  dwelling  with  a  leaking  roof, 
floor  boards  broken  and  plaster  all  but 
fallen,  to  $26  per  month  for  a  dwelling 
equipped  with  modern  improvements 
and  kept  in  a  habitable  physical  condi- 
tion. The  rent  paid  for  three  story 
houses  ranged  from  $17  to  $25  per 
month,  but  the  condition  of  none  of  the 
houses  that  rented  for  these  prices  was 
such  as  to  make  them  suitaljle  for  homes. 

Forty-five  of  the  one  hundred  fami- 
lies investigated,  rented  houses,  and 
twenty-six  of  this  number  occupied 
their  houses  alone,  without  subletting 
or  taking  in  lodgers.  The  percentage 
of    families    renting    houses    and    the 


percentage  renting  and  occupying  an 
entire  house,  were  greater  for  each 
higher  income  group;  while  the  per- 
centage renting  rooms  decreased  with 
each  higher  income  group.  Moreover, 
the  average  income  of  families  renting 
houses  was  above  that  of  families  rent- 
ing rooms.  That  is,  the  possibility  of 
renting  a  house  seemed  to  increase  with 
an  increase  in  income.  It  is  also  sig- 
nificant to  point  out  that  the  number 
of  rooms  occupied  per  adult  male  unit 
increased  with  the  increase  in  the  size 
of  the  income  group,  and  that  until 
the  income  group  was  reached  allo^nng 
$1,671-$1,970,  less  than  one  room  per 
adult  male  unit  was  provided. 

The  percentage  of  families  of  various 
sizes  that  rented  rooms  or  houses 
fluctuates  so  greatly  that  but  one  con- 
clusion can  be  drawn:  to  wit,  the  size 
of  the  family  had  practically  no  influ- 
ence on  the  question  whether  a  house 
or  a  room  should  be  secured.  AVhen 
one  recalls  the  housing  conditions  of  the 
period  in  which  the  study  was  made, 
it  will  become  more  apparent  to  him 
that  even  the  number  of  persons  to  be 
provided  for  had  nothing  to  do  with  the 
securing  of  a  house.  It  depended  upon 
opportunity  plus  the  ability  to  pay  the 
price  that  was  charged.  Thus  we  have 
seen  that  the  families  in  the  upper  income 
groups,  that  were  able  to  pay,  secured 
houses  and  rooms  in  sufficient  numbers 
to  accommodate  each  adult  male  unit. 

In  regard  to  the  number  of  rooms 
occupied  per  adult  male  unit  in  fami- 
lies of  each  size  included  in  the  investi- 
gation, we  find  that  families  consisting 
of  more  than  four  persons  were  housed 
^vith  one  or  less  than  one  adult  male 
unit  in  each  room,  but  families  above 
this  size  show  on  the  average  eight- 
tenths  to  five-tenths  of  a  room,  for  the 
same  unit.  Such  congested  housing 
existed  in  twenty-eight  families,  con- 
taining five,  six,  seven  and  nine  per- 
sons.    Furthermore,    the    average    in- 
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come  of  fiimilies  renting  rooms  was 
above  $1,500  but  less  than  $1,600. 
The  incomes  increased  within  these 
Hmits  with  each  increase  in  the  number 
of  rooms  rented.  The  average  number 
of  dollars  and  the  average  percentage 
of  the  total  income  spent  on  renting 
rooms  increased  with  an  increase  in  the 
number  of  rooms  rented.  The  latter 
occurrence  was  also  accompanied  by  an 
increase  in  the  average  income  of 
families  renting  rooms. 

Turning  our  attention  to  families 
that  rented  houses,  we  discover  that 
their  average  income  was  above  that  of 
families  renting  rooms.  The  lowest 
average  income  for  the  group  renting 
houses  was  $1,620.75  and  the  highest 
$5,564.  The  average  income  in- 
creased regularly  between  these  two 
figures  with  each  increase  in  the  num- 
ber of  rooms  in  the  house  rented.  The 
average  number  of  dollars  spent  on 
rent  fluctuated,  tending  toward  an 
increase,  while  the  percentage  of  the 
total  income  spent  on  rent  also  fluctu- 
ated, but  tended  toward  a  decrease  with 
an  increase  in  the  size  of  the  house 
rented  and  the  accompanying  increase 
in  the  average  income  of  families  rent- 
ing houses  of  larger  sizes. 

Taking  into  consideration,  however, 
the  total  expenditures  on  rent  by  all 
families,  Tables  3  and  4  show  that  the 
amount  of  income  spent  on  rent  tended 
to  increase,  while  the  percentage  of 
income  devoted  to  this  purpose  tended 
to  decrease  with  an  increase  in  the  in- 
come. On  the  other  hand,  both  the 
number  of  dollars  and  the  percentage 
of  income  spent  on  rent  tended  to  in- 
crease with  an  increase  in  the  size  of 
the  family. 

Fuel  and  Light 

The  table  in  the  column  opposite, 
shows  that  coal  and  kerosene^^  were  for 

^  Expenditures  on  fuel  and  light  were  ob- 
tained in  three  different  ways.     In  the  first  place. 


the  most  part  bought  in  small  quanti- 
ties. Coal  was  secured  by  sixty  families 
in  buckets.  The  grocer  kept  a  small  size 
coal  bucket  in  which  he  first  measured 
the  coal  and  from  which  he  poured  it 
into  the  purchaser's  receptacle.  The 
usual  price  for  a  bucket  of  coal  was  thir- 
teen cents,  or  two  buckets  for  twenty- 
five  cents.  Twenty  families  also  reported 
purchases  of  kerosene  by  the  quart. 
These  were  mostly  families  of  the  lower 
income  groups  who  secured  this  item 
on  credit.  Only  twenty-two  families 
used  gas  for  cooking  or  lighting.  This 
was  largely  due  to  the  fact  that  few 
of  the  houses  had  gas  in  them  and  also 
to  the  fact  that  many  of  the  families 
were  not  accustomed  to  the  use  of  gas. 
One  family,  number  twenty-eight,  used 
electric  lights. 

Fuel  and  Light  Purchases 
Number  of  families  buying  coal  by  the 

bucket:   60;  ton  or  half  ton:   40. 

Number  of  families  buying  kerosene  by 

the  gallon:   64;  quart:   !20. 

Number  of  families  paying  gas  bill  by  the 

month:   14;  with  the  rent  each  week:   8. 

amounts  and  prices  paid  for  coal  and  kerosene 
were  obtained  for  forty-seven  families  from 
record  books  of  credit  purchases.  Eighteen 
such  records  were  secured  for  a  period  of  six 
months  and  twenty-nine  for  a  period  varying 
from  three  to  four  months.  The  second  manner 
of  obtaining  expenditures  on  fuel  and  light  was 
by  ascertaining  from  forty  families,  the  number  of 
tons  of  coal  bought  during  the  past  year  and  the 
price  paid  for  each.  If  gas  was  used,  the  bill 
for  as  many  months  as  the  housewife  could 
produce  or  recall  was  asked  for,  or  if  a  slot  meter 
was  used,  the  frequency  with  which  quarters 
were  deposited  there-in.  Some  of  the  families 
buying  coal  by  the  ton  procured  kerosene  from 
the  grocer  on  credit,  while  others  bought  it  from 
the  distributing  wagons  of  the  Atlantic  Refining 
Company.  In  all  such  cases  an  effort  was  made 
to  determine  the  amount  of  kerosene  consumed 
per  week  or  per  month  and  the  cost  of  the  same. 
Finally,  the  expenditures  of  thirteen  families 
that  bought  heat  and  light  producing  products 
by  cash  payment  from  the  corner  grocer  were 
estimated  by  asking  the  housewife  the  quantities 
bought  at  various  times  of  the  year  and  the  prices 
paid. 
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The  investigator  found  that  the  same 
reasons  were  given  for  buying  coal,  as  for 
buying  food,  in  small  quantities.  But, 
in  considering  coal,  especially,  the  lack 
of  storage  facilities  should  be  considered. 
When  it  is  recalled  that  55  per  cent  of 
the  families  rented  rooms  and  that  73 
per  cent  of  this  number  rented  one 
room,  one  will  readily  acknowledge  that 
there  was  no  place  for  a  large  number 
of  the  families  to  put  a  ton  of  coal. 
This  point  is  further  illustrated  by 
comparing  the  number  of  rooms  oc- 
cupied by  each  family  with  the  quan- 
tity of  coal  bought  by  the  same  family. 
From  this  data,  we  find  that  the  per- 
centage buying  coal  by  the  ton  was 
greater  among  families  renting  houses. 
Since  we  have  already  seen  that  the 
income  of  families  renting  houses  was 
greater  than  that  of  families  renting 
rooms,  it  is  not  surprising  to  find  that  a 
larger  percentage  of  the  families  in  the 
upper  income  groups  bought  coal  by 
the  ton  than  in  the  lower  income  groups. 

The  average  amount  spent  on  fuel 
and  light  by  families  buying  coal  by 
the  bucket  was  found  to  be  $79.86  per 
year,  while  the  average  amount  spent 
by  families  buying  coal  by  the  ton,  was 
$73.77.  Both  of  these  averages  are 
less  than  the  allowance  of  $84.23  given 
for  fuel  and  light  by  the  Bureau  of 
Municipal  Research  study,  and  the 
allotment  of  $93.64  in  the  "Suggested 
Budget"  we  have  planned.  Only 
twenty-six  families  reported  expendi- 
tures on  fuel  and  light  equaling  or  ex- 
ceeding the  former  amount,  while  but 
fourteen  families  spent  as  much  as  the 
latter  standard. 

The  investigator  felt  that  the  small 
expenditure  on  fuel  and  light  was  due 
to  the  large  number  of  families  living 
in  rooms  with  the  consequent  need  for 
a  reduced  quantity  of  fuel  and  light 
products.  Fifteen  of  the  twenty-six 
families  spending  over  $84.23,  or  58 
per  cent  of  this  number,  rented  houses 


containing  four  or  more  rooms,  and 
had,  therefore,  not  only  occasion  for  the 
use  of  greater  quantities  of  fuel  and 
light  products,  but  also  better  facilities 
for  its  storage  than  families  renting 
rooms.  To  illustrate  this  point,  fur- 
ther, it  is  significant  to  point  out  that 
but  one  of  the  twenty-six  families 
spending  over  $84.23  for  fuel  and  light, 
lived  in  one  room;  while  thirty-seven  of 
the  one  hundred  families  included  in 
this  investigation  lived  in  one  room 
and  spent  less  than  $84.23.  This 
seems  to  show  more  conclusively  that 
there  was  a  relation  between  the  amount 
spent  on  fuel  and  light  and  the  number 
of  rooms  occupied  by  the  family. 

An  examination  of  the  expenditures 
on  fuel  and  light  by  the  families  in  each 
income  group  shows  that  the  amount 
of  income  spent  on  these  items  in- 
creased irregularly,  while  the  percent- 
age of  income  devoted  to  such  expen- 
ditures decreased  with  an  increase  in 
income.  But  neither  the  amount  nor 
percentage  of  income  spent  on  fuel  and 
light  products  seems  to  bear  any 
relation  to  the  size  of  the  family. 

Amusement 

All  money  spent  in  attending  thea- 
tres, in  taking  excursion  trips  or  for 
other  forms  of  recreation  was  recorded 
under  the  head  of  amusement.  Only 
twenty-one  families  reported  expendi- 
tures for  such  purposes.  The  form  of 
amusement  enjoyed  by  twelve  of  this 
number  were  performances  at  moving 
picture  houses  or  at  Gibson's  New 
Standard  Theatre,  a  Negro  vaudeville 
house;  by  seven,  excursions  to  Wood- 
side  Park  and  Willow  Grove;  by  two, 
sight  seeing  trips  through  the  city. 

The  smallest  amount  expended  on 
amusements  during  a  period  of  one 
year  by  any  one  family,  was  $5.20  for  a 
day  spent  at  Willow  Grove  Park  by 
family  seventeen;  the  largest  amount 
was  $530.60  spent  by  family  one  hun- 
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dred,  consisting  of  ten  children,  three  of 
whom  were  self-supporting  sons  who 
went  every  week  to  Gibson's  Theatre. 
The  expenditures  of  these  two  families 
on  amusements  are  both  extremes,  as 
the  amount  spent  by  the  remaining 
families  was  neither  as  great  nor  as 
small,  but  fell  between  $25  and  $65. 

Only  one  of  the  twenty-one  families 
devoting  any  part  of  their  income  to 
amusements,  consisted  of  more  than 
four  persons. ^^  Moreover,  the  per  cent 
of  the  total  number  of  families  in  the 
various  income  groups  making  amuse- 
ment expenditures,  the  average  per 
cent  of  the  income  spent  by  the  families 
making  the  expenditures,  and  the 
average  per  cent  of  income  for  all  the 
families  in  income  groups  where  any 
one  family  made  expenditures  for 
amusement,  tended  to  increase  with  an 
increase  in  income. 

This  would  seem  to  indicate  that  in- 
come limited  indulgence  in  amusements, 
for,  in  general,  only  families  of  a  small 
size  and  large  income  enjoyed  them. 
But  a  study  of  the  contributions  to 
church  of  all  the  families  included  in 
this  investigation  w'ill  reveal  the  fact 
that  the  social  life  was  not  limited  to 
the  few  who  reported  expenditures 
which  we  have  listed  under  amuse- 
ments, but  that  it  was  integrally  con- 
nected with  the  activities  of  the  church. 

Church 

Eighty-three  of  the  one  hundred 
families  included  in  the  investigation 
reported  contributions  to  the  church. 
We  have  previously  noted  that  the 
average  amount  expended  in  this  man- 
ner by  families  in  the  various  income 
groups  bore  a  relation  to  the  income; 
i.e.  it  increased  with  an  increase  in  the 
size  of  the  income.  Our  next  question 
is,  what  influence  did  the  size  of  the 
family  have  on  such  expenditures? 
If  we  examine  the  average  percentage 

^  See  Table  4.     Amusement  Column. 


of  income  devoted  to  the  church  by 
families  of  various  sizes,  we  shall  find 
that  the  percentages  fluctuated  to  such 
a  degree  that  the  only  conclusion  possi- 
ble is  that  the  size  of  the  family  had  no 
influence  on  the  amount  of  money 
contributed  to  the  church.  It  appears, 
therefore,  that  irrespective  of  the  size 
of  either  the  family  or  the  income,  83 
per  cent  of  the  families  included  in  the 
study  financially  supported  the  church, 
and  that  the  size  of  the  income  alone 
influenced  the  contributions  by  limit- 
ing their  amount. 

These  contributions  included  not 
only  regular  weekly  dues,  but  also 
money  spent  by  forty-eight  families  in 
attending  socials,  concerts,  entertain- 
ments, clubs  and  classes  of  the  church. 
It  is  interesting  to  note  that  while  each 
of  the  eighty-three  families,  aiding  in 
the  support  of  the  church,  did  not 
financially  patronize  its  social  activities 
yet  all  of  them  attended  some  of  its 
weekly  functions.  These  activities 
were  supported  in  preference  to  the 
theatre,  dance  hall,  or  other  types  of 
public  amusement  for  the  following 
reasons:  First,  the  churches  attended 
by  the  majority  of  the  migrants  opposed 
such  forms  of  recreation,  a  sentiment 
which  restrained  participation  in  them 
by  many  families.  Second,  the  fact 
that  the  most  attractive  commercial- 
ized houses  of  amusement  were  oper- 
ated by  white  persons  caused  the  Negro 
to  be  reticent  about  seeking  admission 
to  them.  In  the  South  he  was  not 
generally  accustomed  to  frequenting 
such  places,  as  they  were  usually  closed 
to  Negroes.  Moreover,  in  Philadel- 
phia he  was  always  uncertain  as  to 
when  and  where  he  would  be  refused 
admittance.  So  the  new-comer  found 
it  more  agreeable  to  go  to  church  where 
he  knew  he  was  wanted.  Third,  a 
church  social  was  more  attractive. 
Here  you  met  all  your  friends.  It  was 
part  of  the  group  habit  to  attend  such 
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affairs.  Everyljody  went.  You  were 
the  odd  fellow  if  you  stayed  away. 
The  church  was  the  leader,  therefore, 
of  not  only  the  spiritual  but  also  the 
social  life  of  the  migrant. 

Insurance 

Only  two  of  the  one  hundred  families 
under  consideration  failed  to  insure 
some  one  member.  The  reason  given 
})y  each  of  these  families  for  not  carry- 
ing insurance  was  that  in  the  South 
they  belonged  to  companies  that  did 
not  do  business  in  Philadelphia.  Agents 
did  not  come,  therefore,  to  collect 
premiums.  The  insured  had  neglect- 
ed to  send  them  to  the  company  and 
had  thereby  let  his  insurance  lapse  and, 
imtil  the  time  of  our  study,  had  failed 
to  take  out  another  policy.  This  leads 
us  to  say  that  migration  to  the  North 
resulted  in  the  lapsing  of  some  insur- 
ance in  nearly  all  of  the  families  inves- 
tigated. Only  those  families  that  held 
policies  in  companies  with  branch 
offices  in  Philadelphia  had  continued 
to  keep  up  their  insurance.  It  re- 
quired too  much  time  and  care  to  send 
premiums  out  of  the  city.  Besides,  it 
involved  some  doubt  in  the  mind  of  the 
insured  as  to  whether  he  would  secure 
payment  in  case  of  death  after  having 
moved  to  a  more  hazardous  climate. 
The  migrant  seemed  to  realize  that  the 
risk  was  increased  and  preferred  taking 
out  a  fresh  policy  in  a  company  that  was 
willing  to  undertake  the  new  risk  and 
also  one  that  was  near  at  hand,  so  that 
he  could  obtain  immediate  payment 
without  litigation. 

The  kind  of  insurance  was,  with  few 
exceptions,  industrial,  a  type  of  insur- 
ance especially  designed  to  meet  the 
needs  of  the  wage  earning  and  indus- 
trial population.  The  premiums  were 
payable  weekly  and  were  collected  by 
an  agent  of  the  company  who  called  at 
the  house  of  the  insured.  The  amounts 
of  the  premiums  varied  from  five  cents 


for  the  children  to  fifty  or  sixty  cents 
for  the  father.  Often,  however,  older 
sons  and  daughters  who  had  been 
given  their  insurance  to  keep  up  when 
they  began  working,  had  failed  to  do  so, 
and  on  reinstating  themselves  had  to 
pay  rates  nearly  'as  high  as  those 
charged  their  parents.  The  face  value 
of  the  industrial  policies  carried  by 
members  of  the  various  families,  varied, 
but  none  of  them  were  over  $500; 
indeed,  only  six  equaled  this  amount, 
while  the  rest  were  between  $150  and 
$250.  In  addition  to  straight  life 
industrial  policies,  members  of  thirty- 
two  families  carried  policies  with  sick 
benefit  clauses.  These  agreed  to  pay 
a  definite  sum  per  week  for  a  limited 
number  of  weeks  in  case  of  certain 
specified  causes  for  illness  and  a  lump 
sum  at  death. 

Lodges  and  sick  benefit  assessment  so- 
cieties maintained  entirely  by  Negroes 
also  provided  a  means  of  insurance. 
Either  the  mother,  father,  or  both 
parents  of  forty -three  families  belonged 
to  such  associations.  Their  popularity 
was  due  principally  to  the  social  life  af- 
forded through  weekly  meetings  which 
were  largely  attended.  The  payments 
to  these  organizations  were  small,  vary- 
ing from  five  to  twenty-five  cents  a 
week,  and  the  returns  generally  about 
fifty  dollars  at  death  and  two  dollars  a 
week    in  case  of  illness. 

Ten  families  contained  at  least  one 
person  carrying  endowment  insurance. 
Although  one  member  at  least  of  ninety- 
eight  families  was  insured  in  some 
manner,  few  families  had  come  to  real- 
ize that  life  insurance  had  any  other 
purpose  than  to  provide  burial  funds 
and  protection  against  loss  of  income 
from  illness.  The  ten  families  that 
carried  endowment  insurance  thought 
of  it  as  a  savings  fund,  not  to  pay  off 
mortgages,  or  help  to  buy  a  home,  or 
to  educate  the  children,  but  as  a  means 
of  amassing  $1,000  to  spend  at  some 


Negro  Migrant  Families  in  Philadelphia 


201 


future  date.  Yet  it  is  encouraging  that 
10  per  cent  of  the  faniihes  should  have 
viewed  insurance  as  a  means  of  saving 
for  other  than  burial  purposes. 

No  relationship  could  be  pointed  out 
between  the  number  of  insured  families 
and  the  amount  of  the  income  of  these 
families,  or  between  the  number  of 
insured  families  and  the  size  of  the 
family;  for  the  per  cent  of  insured 
families  in  various  income  groups  and 
in  groups  of  families  of  various  sizes 
fluctuated  so  gi-eatly.  Neither  could 
any  relationship  be  showTi  between  the 
average  per  cent  of  the  income  spent 
on  insurance,  the  size  of  the  family  or 
the  size  of  the  income;  here,  also,  the 
percentage  fluctuated  markedly.  In- 
ability to  draw  such  conclusions  is  not 
surprising  when  one  considers  that  the 
cost  of  insurance  and  the  amount 
carried  are  individual  matters  depend- 
ing largely  upon  the  physical  condition 
of  the  insured,  and  his  opinion  as  to 
how  much  insurance  is  necessary  to  his 
protection. 

Furniture 

Expenditures  on  furniture  and  fur- 
nishings were  made  by  fifty-eight  fami- 
lies. The  smallest  amount  spent  for 
this  purpose  during  one  year  by  a  single 
family  was  $5,  the  largest  amount, 
$750.  Between  these  two  extremes 
there  were  annual  expenditiu-es  by 
twenty  families  of  more  than  $5  but 
less  than  $100;  by  thirty  families,  of 
more  than  $100  but  less  than  $200;  by 
three  families,  of  more  than  $200,  but 
less  than  $300;  and  by  three  other 
families,  of  more  than  $300  but  less 
than  $400. 

The  percentage  of  the  total  number 
of  families  in  each  income  gToup  that 
made  purchases  of  furniture  and  fur- 
nishings increased  irregularly  with  every 
increase  in  the  size  of  the  income  group. 
Also,  the  average  percentage  of  income 
spent  by  families  in  the  various  income 
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groups  on  these  items  increased  irregu- 
larly with  each  higher  income  group. 
This  seems  to  show  that  the  percentage 
of  income  expended  on  furniture  and 
furnishings  increased  with  income  as 
did  also  the  percentage  of  the  number 
of  families   making  the  expenditures. 

It  will  be  recalled  that  a  similar 
relationship  was  found  to  exist  between 
the  percentage  of  the  number  of  fami- 
lies renting  houses  and  those  renting  a 
small  number  of  rooms,  and  also  be- 
tween the  percentage  of  the  income 
spent  by  families  renting  houses  as 
compared  with  that  of  families  renting 
a  small  number  of  rooms.  Thus  we  saw 
that  a  larger  percentage  of  the  families 
in  the  higher  income  groups  were  able 
to  rent  houses.  It  is  not  surprising, 
therefore,  that  w^e  should  find  a  greater 
percentage  of  the  families  in  the  same 
groups  able  to  buy  and  buying  furni- 
ture, also  able  to  spend  and  spending  a 
larger  percentage  of  their  incomes  for 
these  articles. 

The  reader  may  question  the  infer- 
ence that  the  financial  ability  of  a  mi- 
grant to  rent  a  house  has  any  connec- 
tion with  his  buying  furniture.  The 
circumstances  in  this  case,  however, 
seem  to  warrant  such  a  conclusion. 
Not  one  of  the  families  we  are  con- 
sidering was  able  to  ship  furniture  from 
the  South  at  the  time  of  its  departure, 
because  of  the  war  embargo  on  the 
shipping  of  such  articles.  A  man  had 
to  consider,  therefore,  when  renting  a 
house,  whether  he  was  able  to  buy 
furniture  to  put  in  it.  It  is  apparent, 
since  furniture  had  to  be  purchased  by 
all  the  families  not  renting  furnished 
rooms,  that  many  of  them  would  not 
have  money  to  pay  for  it  in  cash.  We 
find,  therefore,  that  thirty-seven  fami- 
lies were  securing  furniture  by  means 
of  the  credit  system.  They  usually 
paid  $2  a  week.  Thus  we  find  twenty- 
five  families  reporting  $104  per  year 
spent  on  furniture. 
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Medical  Aid 

All  money  spent  for  medical,  dental, 
ocular  and  pharmaceutical  purposes 
was  listed  uniler  the  caption,  health. 
Forty-five  families  reported  such  ex- 
penditures. The  smallest  amount 
spent  by  one  family  during  a  j)eriod 
of  one  year  was  $2  while  the  largest 
amount  was  $175.  Twenty-two  fami- 
lies spent  for  this  purpose  under  $50; 
thirteen,  over  $50  but  under  $100; 
eight,  over  the  latter  amount  but  under 
$150  and  two  over  $150  but  under  $^200. 

Neither  the  percentage  of  families  in 
the  various  income  groups  spending 
money  on  health,  nor  the  average  per- 
centage of  the  income  expended  for 
the  purpose  by  all  the  families  in  the 
different  income  groups  showed  any 
definite  relation  to  the  income.  The 
same  percentage  of  families  in  the 
lowest  as  in  the  highest  income  group 
reported  health  expenditures.  The 
percentage  of  income  spent  on  the 
average  by  the  families  in  the  various 
income  groups  for  health,  fluctuated  to 
such  an  extent  that  no  conclusions  as 
to  the  effect  of  the  one  on  the  other 
could  be  drawn.  As  an  explanation  of 
the  irregular  tendencies  in  health 
expenditures,  the  investigator  would 
say  that  the  surlden  change  in  climate 
made  medical  attention  necessary  for 
members  of  families  in  every  income 
group.  It  was  not  left  as  a  matter  of 
individual  choice,  to  be  exercised  by 
only  the  richer  families,  l)ut  became  an 
urgent  demand  of  many  families  all 
along  the  income  scale. 

Only  two  families  reported  free  medi- 
cal aid.  These  were  families  number 
thirty-seven  and  sixty-one,  from  which 
persons  had  gone  to  the  free  clinics  of 
Douglass  Hospital. 

Carfare 

Expenditures  on  carfare  depended 
largely  upon  the  distance  from  home 


of  the  place  of  work  or  of  the  church 
attended.  They  bore  no  relation  to 
the  income^^  but  rather  to  the  number 
of  persons  working  or  attending  church 
at  some  distance.  Sev^enty-six  families 
reported  such  expenditures,  the  mini- 
mum for  which  was  $.S1  and  the  maxi- 
mum $150,  spent  per  annum  by  one 
family.  Between  these  two  extremes 
there  were  annual  outlays  for  carfare 
by  fifty-two  families  of  more  than  $31 
but  less  than  $50;  by  thirteen  families, 
of  more  than  $50  but  less  than  $75 ;  by 
thirteen  families,  of  more  than  $75  but 
less  than  $100,  and  by  six  families  of 
more  then  $100  but  less  than  $150. 

Alcohol 

This  study  was  made  after  the  pass- 
age of  the  Federal  Prohibition  Law. 
Nevertheless  the  investigator  sought  to 
ascertain  expenditures  on  alcoholic 
drinks.  Only  ten  families  reported 
such  purchases.  Five  of  this  number 
bought  beer  for  their  meals  and  said 
that  it  cost  two  dollars  per  week,  or 
$104'  annually  per  family.  Four  other 
families  each  spent  less  than  $100  per 
year  in  this  manner.  Their  purchases 
consisted  of  drinks  bought  away  from 
home  by  the  men.  The  outlay  in  one 
family  of  $156  was  to  provide  a  stock  of 
liquor  for  future  purposes.  The  mem- 
bers of  the  family  are  not  to  be  classed 
as  drinkers,  as  the  amount  spent  during 
one  year  would  seem  to  indicate.  But, 
they  liked  wine  at  Christmas  and  other 
occasions  of  celebration  and  so  secured 
a  store  of  it.  The  average  percentage 
of  income  expended  on  alcohol  by 
families  in  the  various  income  groups 
tended  to  increase  with  an  increase 
in  the  size  of  the  income  group. 

'^  See  Table  3.  Note  that  the  average  per- 
centage of  incomes  spent  on  carfare  by  families  in 
various  income  groups  Huctuated  so  remarkably 
that  no  conclusion  could  be  drawn  as  to  their 
relationship  to  the  size  of  the  income. 
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Tobacco 

Sixty  families  reported  exjjenditure 
on  tobacco.  The  smallest  amount 
spent  by  one  family  during  a  j'ear  was 
$10,  the  largest  amount,  $182.  The 
purchases  of  forty  families  amounted  to 
less  than  $50,  while  those  of  sixteen 
families  were  more  than  $50  but  less 
than  $100,  and  those  of  but  four  fami- 
lies over  $100.  The  percentage  of 
families,  in  the  various  income  groups, 
that  spent  money  on  tobacco  increased 
irregularly  wdth  an  increase  in  the  size 
of  the  income  group,  as  did  also  the 
percentage  of  income  spent  on  the 
average  by  all  the  families  in  each  in- 
come group,  for  this  purpose. 

Miscellaneous 

In  addition  to  the  previously  dis- 
cussed expenditures  on  sundries,  there 
were  three  items,  tailoring,  telephone 
and  reading  matter,  which  we  have 
classified  as  miscellaneous,  since  money 
was  spent  on  them  by  only  four  families. 
The  amounts  paid  for  the  services  of 
these  articles  by  three  families  were 
under  $50  and  by  one  family,  exactly 
$200. 

Savings,  Loans  and  Gifts 

Savings  of  some  nature  w^ere  re- 
ported by  sixty  families.  Money  was 
sent  South  to  dependent  relatives  by 
thirty-eight  families,  while  loans  to 
friends  or  relatives  were  made  by  ten 
families.  And  money  was  paid  in  the 
settlement  of  debts  by  twenty-eight 
families. 

The  reader  should  be  cautioned, 
however,  against  considering  money 
spent  for  any  one  of  these  purposes  as 
an  indication  that  the  standard  of  liv- 
ing was  above  or  below  the  subsistence 
level.  Such  expenditures  were  made 
because  of  pressure  of  debts,  poverty 
stricken  relatives,  friends  in  greater 
distress  than  one's  seK,  or  the  acquisi- 
tive instinct.     It  is  interesting  to  point 


out,  nevertheless,  that  the  percentage 
offamilies  in  the  various  income  groups 
having  a  margin  above  family  expendi- 
tures to  apply  in  the  ways  already 
stated,  increased  with  each  higher  in- 
come group  but  decreased  with  an  in- 
crease in  the  size  of  the  family. 

As  has  already  been  stated,  sixty 
families  saved  some  part  of  their  in- 
comes, either  by  putting  money  in  the 
bank,  in  church  thrift  clubs,  by  hoard- 
ing it  at  home,  or  by  investing  it  in 
Liberty  Bonds,  War  Savings  Stamps, 
Building  and  Loan  Associations  or  in 
property.  The  number  of  families 
adopting  any  one  or  more  of  these 
means  is  shown  below. 


How  Money  Was  Saved 

Number  of 
Families 

War   Savings  Stamps  and  Liberty 
Bonds 

27 

Bank 

37 

Money  Kept  at  Home 

12 

Invested  in  Property 

5 

Paid  in  Building  and  Loan 

Paid  in  Church  Thrift  Clubs 

4 

2 

The  actual  number  of  dollars  saved 
per  family  fell  between  $8  and  $981. 
The  amounts  falling  between  these  two 
extremes  can  best  be  shown  as  follows: 


Number  of  Dollars 
That  Were  Saved 

Number  of 
Families 

Per  Cent  of 
Families 

Less  than  $100 

100-199 

18 
10 
11 
7 
2 
3 
3 
3 
1 
2 

.30 
.16 

200-299 

.18 

300-399 

.15 

400-499 

.03 

500-599 

.05 

600-699 

.05 

700-799 

.05 

800-899 .  . 

.02 

Over-900 

.03 

We  find  that  the  average  number  of 
dollars    invested    in    the    ways   above 
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mentioned  and  the  average  percentage 
of  income  saved,  as  well  as  the  percent- 
age of  families  that  made  the  savings, 
tended  to  increase  with  an  increase  in 
the  size  of  the  income  but  to  decrease 
with  an  increase  in  the  size  of  the  family. 
Moreover,  the  average  per  capita  in- 
come tended  to  decrease  with  an  in- 
crease in  the  size  of  the  family.  The 
fact,  however,  that  in  groups  of  families 
of  every  size  and  in  each  income  group, 
some  family  reported  savings,  shows  an 
inclination  to  preserve  a  part  of  the 
income.  But,  the  tendencies  we  have 
just  pointed  out  show  that  it  became 
increasingly  difficult  to  save,  as  the 
family  increased  in  size  or  the  income 
decreased. 

Deficit 

In  recording  amounts  spent  on  the 
various  items  in  the  budget  of  a  family, 
we  have  given  figures  which  represent 
the  cost  of  the  amount  consumed, 
deducing  in  the  deficit  column  the 
number  of  dollars  due  on  these  articles. 
Thus  the  word  deficit  has  been  used  to 
show  the  debt  of  a  family  after  the 
income  had  been  exhausted.  It  in- 
cludes grocery  bills  for  food,  consumed 
but  not  paid  for,  by  fifteen  families; 
clothing  bills  for  garments,  worn  but 
not  paid  for,  by  twelve  families; 
furniture  Vjills  for  furniture,  used  but 
not  paid  for,  by  eight  families;  rent  due 
for  one  family;  borrowed  money  spent 
by  four  families  for  items  recorded  in 
their  budgets;  and  in  some  families, 
the  consumption  of  items  unaccounted 
for  and  exceeding  the  income  by  not 
more  than  $11. 

Nineteen  families  reported  deficits. 
These  families  all  fell  within  the  first 
three  income  groups,  and  their  distri- 
bution showed  a  smaller  number  of 
deficit  families  as  the  size  of  the  income 
increased.  On  the  other  hand,  the 
percentage  of  deficit  families  increased 
with  an  increase  in  the  size  of  the  family. 


The  average  percentage  of  income 
represented  by  the  deficit  decreased  with 
an  increase  in  the  income  of  the  families 
in  the  various  income  groups,  but  in- 
creased for  each  group  of  families  of  a 
larger  size.  Such  relationships  between 
the  deficit  of  u  family  and  its  size  or 
income  are  the  converse  of  those  we 
found  to  exist  among  families  with 
savings.  This  leads  us  to  say  that 
families  of  a  small  size  or  with  a  large 
income  were  better  able  to  stay  out  of 
debt  than  those  of  a  large  size  or  with 
a  small  income. 

Summary 

Eighty-one  per  cent  of  the  families 
investigated  bought  food  by  credit 
purchases  and  mostly  in  small  quanti- 
ties. Of  the  remaining  families,  nine- 
teen made  large  scale  retail  purchases 
and  nine  small  quantity  cash  purchases. 
The  assortment  of  foods  bought  showed, 
in  the  majority  of  cases,  a  somewhat 
greater  variety  than  that  suggested  in 
the  fair  standard  of  living  budget  pre- 
pared by  the  Bureau  of  Municipal 
Research  of  Philadelphia.^^  Taking  the 
cost  of  food  determined  per  adult  male 
unit  per  week  by  that  study  as  a  stand- 
ard, and  comparing  it  with  the  cost  for 
the  same  unit  to  the  families  investi- 
gated, we  find  25  per  cent  of  the  fami- 
lies were  underfed.  Moreover,  the 
distribution  of  these  families  indicates 
that  the  probability  of  a  family's  being 
underfed  increased  with  the  size  of  the 
family  but  decreased  with  an  increase 
in  the  size  of  the  income.  Making 
like  use  of  the  clothing  standard  set  by 
the  same  study,  we  see  that  famifies 
consisting  of  more  than  three  persons 
were  on  the  average  underclothed,  as 
were  also  families  with  an  income  of 
less  than  $1,670-$1,970.  The  purchases 
of  clothing  were,  with  the  exception  of 

''  Bcyer-Davis-Twjng,  "Workingmen's  Stand- 
ard of  Living  in  Philadelphia."  New  York, 
1919.  p.  53. 
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twelve  families,  made  by  cash  payment. 
Gifts  of  clothing  were  equally  unusual. 
The  houses  occupied  by  the  families 
were,  with  four  exceptions,  in  an  exceed- 
ingly poor  physical  condition.  The 
most  critical  housing  problem  appeared, 
however,  in  single  dwellings  of  twelve 
and  fourteen  rooms  sublet  to  as  many 
as  sixteen  different  families  or  individ- 
uals. Only  26  per  cent  of  the  families 
occupied  singly  an  entire  house.  Their 
distribution  shows  that  the  occupying 
solely  by  one  family  of  a  dwelling  de- 
pended upon  a  large  income  rather 
than  a  large  size  family.  Moreover, 
the  latter  were  overcrowded  to  a  degree 
not  experienced  by  families  with  high 
incomes.  Purchases  of  coal  and  light 
producing  products  were  most  fre- 
quently made  in  small  quantities,  e.g., 
coal  by  the  bucket,  kerosene  by  the 
quart.  Especially  is  this  true  of 
families  living  in  rooms;  whose  purses 
limited  the  extent  of  lodging  procured, 
which  in  turn  restricted  the  facilities 
for  the  storing  of  fuel. 

Turning  to  expenditures  made  on 
the  sundry  items,  it  appears  that  the 
amount  spent  on  amusement  was 
extremely  limited  in  all  families.  But, 
we  discover  that  the  contributions  to 
churches  included  money  paid  at  church 
socials,  which  were  more  frequently 
patronized  than  commercial  houses  of 
amusement.  Insurance  was  carried 
by  one  or  more  persons  in  ninety -eight 
per  cent  of  the  families.  With  the 
exception  of  endowment  insurance 
carried  by  at  least  one  member  of  ten 
families,  industrial  insurance  was  the 
universal  type;  its  sole  purpose  being 
to  provide  a  burial  fund.  The  fact 
that  many  families  were  forced  to  leave 
their  furniture  in  the  South,  due  princi- 
pally to  the  cost  of  carriage  or  war  em- 
bargoes on  freight,  accounts  for  58 
per  cent  of  the  families'  spending  money 
on  this  item.  Of  this  number,  thirty- 
seven  made  their  purchases  by  means 


of  weekly  payments.  Money  was 
spent  for  various  medical  purposes  by 
forty-seven  families.  The  amounts  so 
expended  show  no  relation  to  either  the 
size  of  the  family  or  income.  Their 
irregularity  seems  to  indicate  that  a 
change  in  climatic  conditions  made 
medical  attention  a  necessity  rather 
than  a  choice  to  be  exercised  by  fami- 
lies of  financial  means.  Carfare  ex- 
penditures were  related  to  the  distance 
of  the  place  of  work  or  church  from  the 
home  and  showed  no  relation  to  either 
the  income  nor  the  size  of  the  family. 
Ten  families  reported  expenditures  on 
alcoholic  drinks,  varying  in  amount 
from  $36.50  to  $156  per  annum. 
Purchases  of  tobacco  were  made  in  a 
considerably  larger  number  of  families, 
sixty  in  all.  The  smallest  amount 
spent,  annually  by  one  family  in  this 
way  was  $10,  the  largest  $182.  Fi- 
nally, miscellaneous  items  consisting  of 
the  services  of  tailors,  telephones,  and 
reading  matter  were  reported  by  four 
families.  The  expenditures  of  families 
did  not,  however,  always  equal  or 
balance  with  the  incomes  so  that  eight- 
een families  show  a  deficit  and  eighty- 
two  a  surplus.  Sixty  of  the  latter 
number  made  annual  savings  varying 
in  amount  from  $8  to  $981.55. 

A  further  resume  of  the  relation  of 
income  to  expenditures  would  prove 
helpful  in  elucidating  the  expenditure 
tendencies  found  to  operate  within  the 
group.  The  question,  however,  that 
arises  in  our  minds  is,  how  do  the 
expenditure  tendencies  of  this  group 
compare  with  those  of  other  groups? 
For  purposes  of  comparison,  therefore, 
we  shall  list  the  expenditure  tendencies 
of  our  group  beside  those  reported 
by  the  War  Labor  Bureau^^  for  fam- 
ilies it  investigated  in  twenty-two 
shipping    districts    during    the    year 

^^  Monthly  Labor  Review,  U.  S.  Dept.  of 
Labor,  Bureau  of  Labor  Statistics,  Washington, 
D.  C,  May.  1919,  p.  148. 
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1918-1919,  and  Engel's  laws  of  expend- 
iture.    We  find : 

1.  As  the  income  increased,  the  per- 
centage spent  on  food  decreased. 

Engel  and  the  War  Labor  Bu- 
reau Study  report  the  same. 

2.  As  the  income  increased,  the  per- 
centage spent  on  clothing  remained 
approximately  the  same. 

Engel:  "As  the  income  increases 
the  percentage  sp)ent  on  clothing 
remains  the  same." 

The  War  Labor  Bureau:  "As  the 
income  increases,  the  percentage 
spent  on  clothing  increases." 

3.  As  the  income  increased,  the  per- 
centage spent  on  rent,  fuel  and  light 
decreased. 

Engel:  "^Miatever  the  income 
the  percentage  spent  on  lodging  or 


rent  and  for  fuel  and  light  is  invari- 
ably the  same." 

The  War  Labor  Bureau :  "  As  the 
income  increased,  the  percentage 
spent    on    rent,    fuel    and    light 
decreased." 
4.  As  the  income  increased,  the  per- 
centage spent  on  sundries  increased. 

Engel  and  the  War  Labor  Bu- 
reau Study  report  the  same.  Thus 
we  see  that  the  expenditure  tend- 
encies of  the  group,  under  con- 
sideration, were  not  only  suffi- 
ciently regular  to  be  stated  in  the 
form  of  definite  tendencies,  but  also 
that  the  tendencies  either  agree 
substantially  with  Engel's  historic 
laws  of  expenditures,  or,  where 
they  fail  to  do  so,  coincide  with  the 
more  recent  findings  of  the  War 
Labor  Bureau. 


CHAPTER  V 

A  Suggested  Budget^" 


Before  we  can  determine  conclusions 
concerning  the  standard  of  living 
maintained  by  the  families  whose  bud- 
gets have  just  been  analyzed,  it  is  nec- 
essary- to  determine  what  constitutes 
a  fair  standard  of  living  for  the  group 
under  consideration.  It  is  desirable 
to  base  budget  allowances  upon  objec- 
tive standards.  But  many  of  the 
sundry  items  which  must  be  included  in 
a  budget  do  not  lend  themselves  to  con- 
crete measurement.  Upon  what  basis 
can  one  estimate  the  cost  of  carfare 
"The  "Suggested  Budget"  has  been  planned 
for  a  family  of  five,  consisting  of  a  father,  a 
mother,  a  lx)y  of  thirteen,  a  girl  of  ten,  a  boy  of 
six,  during  the  year  1918-1919.  Definite  ages 
and  sexes  had  to  be  assigned  to  the  members  of 
the  assumed  family,  in  order  to  determine  the 
cost  of  an  actual  budget,  for  the  consumption  of 
individuals  varies  with  their  age  and  sex.  The 
period  of  time,  as  well  as  the  age  and  sex,  used 
here,  are  those  selected  by  the  Bureau  of  Munici- 
pal Research  of  Philadelphia;  since  part  of  their 
study  was  adopted  in  the  "Suggested  Budget." 


when  Mr.  B.  lives  two  squares  from  his 
place  of  employment  and  Mr.  A., 
twenty  miles  from  the  same  factory? 
The  amount  that  the  members  of  a 
group  of  families  found  it  necessary  to 
spend  on  carfare  is  the  only  guide  that 
we  can  follow  for  this  item  of  expendi- 
ture. The  criticism  may  be  adv'anced 
that  such  a  procedure  involves  circular 
reasoning,  as  the  proposed  standard  is 
based  upon  a  standard  actually  main- 
tained. A  standard  of  living  must, 
however,  be  considered  in  the  light  of 
the  group  to  which  it  is  to  apply. 
The  habits  of  this  group  should  be  the 
guide.  For  a  standard,  principally 
controlled  by  "what  ought  to  be,"  is 
limited  by  "what  is,"  since  it  will  never 
be  adopted  by  any  families  unless  it 
permits  an  exercise  of  their  fundamen- 
tal characteristics  and  tendencies.  For 
example,  if  the  families  we  have  been 
studying  spent  recreational  money  in 
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the  church  and  not  in  the  theatre,  a 
proposed  standard  of  hving  for  the 
group  must  make  a  similar  allowance 
for  the  church.  A  practicable  standard 
of  living,  while  providing  the  physical 
necessities  as  determined  by  objective 
standards,  should,  nevertheless,  make 
its  allowances  conform  fairly  close  to 
the  practice  of  the  group  under 
consideration/' 

The  budget  which  we  have  planned 
is,  therefore,  not  an  ideal  estimate  for  a 
particular  family,  but,  rather,  it  is  an 
attempt  to  combine  those  items  for 
which  the  families  investigated  actually 
spent  their  incomes,  in  such  propor- 
tions as  to  make  it  possible  for  a  family 
of  five  to  obtain  a  standard  of  living 
which  will  meet  not  only  the  desires  of 
an  average  family,  but  also  the  demands 
of  physical  requirements  for  the  main- 
tenance of  the  body  in  health  and  a 
fair  degree  of  comfort.  Perhaps  the 
budget  of  not  one  family  in  the  group 
studied  will  compare  exactly  with  this 
we  have  set  up,  since,  in  order  to  obtain 
a  standard  which  would  fit  the  group 
as  a  whole,  we  have  included  all  the 
items'^-  for  which  any  one  family  spent 
money.  Moreover,  the  "Suggested 
Budget"  has  not  been  limited  to  food, 
shelter,  clothing,  warmth,  but  has  been 
extended  to  include  all  the  sundry 
items  which  the  families  worked  equally 
hard  to  obtain  and  which  they  consid- 
ered quite  as  necessary.  The  quanti- 
ties of  these  and  all  other  items  in- 
cluded in  the  budget  have  been 
determined  by  balancing  the  number  of 
physical  units,  necessary  for  the  main- 
tenance in  health  and  ordinary  comfort 

"  Wm.  F.  Ogburne,  The  Measurement  of  the 
Cost  of  Living  Wages.  Annals  of  the  American 
Academy  of  Political  and  Social  Science,  Phila- 
delphia, January,  1919,  p.  118. 

^-  Alcohol  was  not  included  in  the  "  Suggested 
Budget,"  although  it  was  found  in  some  of  the 
family  budgets.  Its  sale  is  now  illegal  and  we 
presume  that  it  cannot  be  bought.  Furthermore, 
we  do  not  advocate  its  use. 


of  five  individuals  of  the  ages  specified, 
with  the  number  of  units  consumed  by 
the  families  investigated,  in  order  to 
make  the  suggested  standard  meet  both 
group  tendencies  and  physical  require- 
ments. The  quantities  thus  deter- 
mined have  been  expressed  in  mone- 
tary terms  by  multiplying  them  by 
their  market  price  in  November,  1919. 

Food 

We  have  adopted  as  a  fair  allowance 
for  food,  the  cost  of  the  food  require- 
ments established  for  a  family  of  five, 
by  the  Bureau  of  Municipal  Research 
of  Philadelphia.^^  This  standard  was 
based  upon  the  scientific  requirements 
of  a  workingman's  family  consisting  of 
five  persons  and  the  records  of  the  food 
consumed  by  261  families. 

Scientific  analysis  demands  an  equal 
number  of  calories  for  any  race  of  peo- 
ple living  in  the  same  climate  and  carry- 
ing on  work  of  a  similar  nature.'*^ 
Various  groups  of  families  may,  how- 
ever, obtain  the  same  number  of  calo- 
ries from  different  kinds  of  food,  which 
sell  at  a  lower  or  higher  price.  The 
cost  of  one  standard  may  not,  therefore, 
apply  to  all  groups.  We  have  already 
made  a  comparison  of  the  food  pur- 
chased by  the  families  included  in  this 
study  and  the  items  of  food  suggested 
by  the  Bureau  of  Municipal  Research, 
and  seen  that  there  was  substantially 
no  difference  between  the  kind  of 
food  suggested  by  the  one  and  con- 
sumed by  the  other.  The  diet  pro- 
vided by  the  municipal  study  is,  there- 
fore, sufficiently  similar  to  that  se- 
cured by  the  Negro  families  to  be 
adapted  to  them.  Although  the  kind 
of  food  consumed  by  the  group  under 
consideration  may  be  identical  with 
that    which    is    recommended,    if    the 

*^  Beyer-Davis-Thwing,  "Workingmen's  Stand- 
ard of  Living  in  Philadelphia."  New  York, 
1919. 

«  Bulletin  46,  U.  S.  Dept.  of  Agriculture. 
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quantity  consumed  is  not  ai)proxi- 
mately  the  same,  the  cost  of  the 
municipal  standard  will  not  accurately 
measure  the  food  consumption  of  our 
group.  As  stated  in  discussing  food, 
the  only  way  we  could  judge  of  the 
quantity  of  food  consumed  was  by  the 
price  paid  for  it. 

Since  this  study  and  that  of  the  Bur- 
eau of  Municipal  Research  both  apply 
to  the  same  city  and  the  same  period  of 
time,  it  would  seem  that  knowing  the 
kind  of  food  purchased,  by  the  families 
under  consideration,  was  similar  to  that 
contained  in  the  standard  we  propose 
to  adopt,  we  could  judge  how  near  the 
quantity  set  by  the  municipal  standard 
was  met  by  the  Negro  families,  by  com- 
paring the  amount  of  money  they  spent 
for  food  per  adult  male  unit  with  the 
cost  of  this  unit  as  set  by  the  Bureau 
of  Municipal  Research.  Sixty-five  per 
cent  of  the  families  included  in  the  in- 
vestigation spent  not  more  than  one 
dollar  over  the  amount,  $3.71,  nor  under 
ten  cents  of  this  amount,  which  is  the 
calculated  cost  of  food  per  week  for  an 
adult  male  unit,  as  established  by  the 
municipal  budget.  Judging  the  quan- 
tity of  food  consumed  by  the  Negro 
families  by  the  proximity  of  the  expend- 
iture of  so  large  a  percentage  of  the 
famihes  to  the  established  cost,  it 
would  seem  that  the  municipal  stand- 
ard accurately  represents  the  food  con- 
sumed by  the  majority  of  the  families. 

A  further  reason  for  adopting  the 
Bureau  of  Municipal  Research  food 
requirements  to  the  Negro  group  is 
that  the  records  of  food  consumption 
upon  which  it  is  based  contained 
reports  from  Negro  families:  so  that 
any  standard  derived  therefrom  must 
be  applicable  to  them,  as  well  as  to  all 
other  races  included  in  their  investiga- 
tion. And  we  have  seen  that  this 
standard,  based  on  the  food  consump- 
tion of  261  families,  (including  Negro 
famihes)  and  on  the  numl)er  of  calories 


necessary  to  maintain  a  family  of  five 
in  health  and  comfort,  is  ])articularly 
applicable  to  the  group  of  families 
under  consideration,  since  the  kind  and 
quantity  of  food  they  consumed  is 
substantially  similar  to  that  proposed 
by  the  Bureau  of  Municipal  Research. 
We  shall,  therefore,  adopt  in  the  "Sug- 
gested Budget,"  the  requirements  and 
cost  of  food  as  outlined  by  the  bureau 
standard  allowing,  as  they  did,  $074.30 
for  this  item. 

Clothing 

In  order  to  obtain  a  fair  allowance 
for  clothing,  the  Bureau  of  Municipal 
Research,  on  the  basis  of  the  results 
from  the  investigation  of  261  families, 
made  "a  separate  tabulation  for  each 
specific  kind  of  article  worn  annually 
and  its  cost,  and  for  the  aggregate,  the 
average  number  of  articles  worn  annu- 
ally." Affixing  the  market  price  to  the 
average  quantities  of  clothing  worn  by 
each  member  of  the  family,  they  were 
able  to  determine  the  annual  cost  of 
clothing  to  a  family  of  the  size  already 
described.  When  we  compare  the 
expenditures  made  by  the  Negro  fami-  ' 
lies  per  adult  male  unit  with  the  allow- 
ance of  $98.75,  estimated  for  the  same 
unit  by  the  municipal  study,  we  find 
that  57  per  cent  of  the  migrant  families 
spent  this  amount  or  not  more  than 
$3  over  it,  while  37  per  cent  spent  an 
amount  less  than  $27  below  it  and  only 
6  per  cent  spent  an  amount  $40  below 
it.  The  proximity  of  the  municipal 
allowance  to  the  actual  expenditures  of 
the  families  in  the  migrant  group  led  us 
to  adopt  it  as  a  standard  for  the  cost  of 
their  clothing. 

Then,  too,  when  discussing  fair 
requirements  for  clothing,  a  single 
standard  is  applicable  to  all  people  in 
the  same  industrial  group,  living  in  the 
.same  climate  and  subject  to  the  same 
customs  of  dress.  The  investigation 
by  the  Bureau  of  Municipal  Research 
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concerns  itself  only  with  workingmen's 
families,  to  which  the  group  included 
in  this  investigation  belongs.  Further- 
more, the  Negroes  are  not  a  people  of 
foreign  culture,  but  are  Americans,  and 
naturally  adapt  themselves  to  the 
customs  of  dress  of  this  country.  Ital- 
ian women  may  go  out  without  hats; 
Chinese  men  may  wear  slippers,  but  the 
American  Negro  wears  the  same  kind 
of  clothing  as  the  white  American. 
Moreover,  it  requires  on  the  average, 
the  same  number  of  pairs  of  shoes, 
stockings,  and  other  garments  worn  by 
Americans  to  clothe  Mr.  X  as  Mr.  Y 
no  matter  to  what  race  he  belongs. 
The  cost  of  clothing  of  Negro  migrant 
families  may,  therefore,  be  judged  from 
the  cost  as  established  in  the  Bureau 
standard,  since  the  latter  applies  to 
American  workingmen's  families  in 
Philadelphia,  of  which  the  Negroes  are 
an  integral  part.  In  addition,  the 
standard  adopted  was  especially  made 
to  fit  clothing  requirements  of  a  Negro 
family  since  the  facts  upon  which  it 
was  based  included  reports  from  such 
families. 

For  these  reasons  we  feel  justified  in 
adopting  the  cost  of  clothing,  deter- 
mined by  the  Bureau  of  Municipal 
Research  as  $346.63,  as  an  allowance 
for  the  clothing  of  Negro  migrant 
families  in  the  "Suggested  Budget." 

Housing 

For  a  family  of  five,  a  two  story  brick 
house,  facing  on  the  street,  containing 
six  rooms,  provided  with  a  bathroom 
(fitted  with  a  tub,  wash  stand  and  toi- 
let), gas  for  lighting  and  cooking  pur- 
poses, a  furnace  and  laundry,  is  sug- 
gested. Houses  of  this  description 
were,  however,  scarce:  First,  because 
the  total  number  of  houses  available 
for  Negroes  was  limited,  since  only 
houses  in  certain  districts  were  rented 
or  sold  to  them.  There  is  always  a 
certain  number  of  desirable  houses  in 


any  one  district.  When  you  limit  the 
territory  in  which  people  may  live, 
this  automatically  further  restricts  the 
supply  of  dwellings  of  any  one  type. 
Second,  although  a  few  new  neighbor- 
hoods were  opened  to  colored  people 
after  the  migration,  these  by  no  means 
met  the  demand.  The  Negro  popula- 
tion of  Philadelphia  was  increased 
without  an  equal  increase  in  housing, 
which  meant  an  even  greater  decrease 
in  the  chances  of  a  family  to  obtain  a 
desirable  house. 

As  a  result,  few  of  the  families  in- 
cluded in  the  study,  could  secure 
dwellings  such  as  we  have  advocated 
for  the  "Suggested  Budget,"  and  none 
for  less  than  $25  a  month.  Although 
few  families  investigated  were  able  to 
obtain  such  houses,  we  feel  that  an 
allowance  should  be  made  which  would 
permit  the  renting  or  buying  of  a  simi- 
lar dwelling  and  the  possibility  of  their 
doing  so  should  be  taken  up  elsewhere 
in  our  study.  An  allowance  of  $25 
a  month  or  $300  a  year  is,  therefore, 
recommended  for  rent  in  the  "Sug- 
gested Budget." 

Fuel  and  Light 

The  cost  of  fuel  and  light  for  a  family 
of  five,  living  in  a  six  room  house  such 
as  has  already  been  described,  can  be 
determined  by  ascertaining  the  quan- 
tity of  these  products  which  is  neces- 
sary to  heat  any  such  building.  The 
United  States  Fuel  Administration, 
after  careful  experimentation,  con- 
cluded that  six  tons  of  coal  a  year  were 
required  to  heat  a  six  room  house. 
Upon  this  estimate  we  shall  base  the 
coal  allowance  in  the  "Suggested  Bud- 
get." The  Bureau  of  Municipal  Re- 
search measured  the  cubic  feet  of  gas 
consumed  by  families.  It  investigated 
and  ascertained  the  quantity  required 
for  lighting  and  cooking  purposes.  In 
adopting  this  estimate  for  gas  and  that 
of  the  Fuel  Administration  for  coal,  we 
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are  assuming  that  when  the  standards 
for  such  items  are  set,  they  are  appUca- 
ble  to  all  groups  living  in  the  same 
climate  and  under  similar  social  condi- 
tions; moreover,  that  it  takes  a  like 
quantity  of  coal  and  gas  to  heat  and 
light  any  six  room  house.  For  these 
reasons,  using  the  prices  of  November, 
1919,  we  have  made  allowances  in  the 
"Suggested  Budget"  for  coal  and  gas 
on  the  basis  of  the  quantities  deter- 
mined necessary  for  heating  and  light- 
ing a  six  room  house  by  the  United 
States  Fuel  Administration  and  the 
Bureau  of  Municipal  Research  of 
Philadelphia.  One  box  of  matches 
was  the  most  frequent  and  the  average 
quantity  purchased  by  the  families 
investigated,  and  has,  therefore,  been 
inserted  in  the  "Suggested  Budget." 
No  allowance  has  been  made  for  wood, 
for  if  fires  are  properly  banked,  they 
need  not  be  built  afresh  all  winter. 
Moreover,  the  allowances  for  coal  and  gas 
are  so  liberal  that  their  advocates  hold 
that  wood  and  other  fuel  substitutes 
are  dispensable,  since  an  adequate  supply 
of  the  more  staple  supplies  is  provided. 
The  cost  of  obtaining  the  above 
mentioned  quantities  of  fuel  and  light 
products  according  to  the  prices  of 
November,  1919  was  as  follows: 


Article 

Unit 

Price 
Per  Unit 

Annual 
Quantity 

Anmial 
Cost 

Coal. 

pea. . . 

ton 

$9.95 

3 

$29.85 

Coal. 

stove 

ton 

12,30 

3 

36 .  90 

Gas  .... 

lOOOcu.ft. 

1.00 

20 

26  00 

Matches. 

box  of 

500 

.05 

52 

2.60 

Total .  . 

$95.35 

Amusement  and  Recreation 
Amusement  is  one  of  the  mo.st  im- 
portant   items    in    a    family    budget. 
Wholesome  laughter  is  as  necessary  to 


the  maintenance  of  the  body  in  health 
and  efficiency  as  staple  food  and  cloth- 
ing. But  amusement  is  entirely  sub- 
jective. It  does  not  lend  itself  to  ob- 
jective measurement.  Ten  cents  may 
amuse  Mr.  Plain  for  an  entire  evening, 
while  ten  dollars  will  amuse  Mr.  Fancy 
for  only  one  hour.  The  twenty-one 
families  that  patronized  houses  of 
amusement  may  not  have  got  any 
more  recreation  and  fun  out  of  life  than 
the  seventy-nine  families  that  stayed 
at  home  or  went  to  church  socials. 

Nevertheless,  some  allowance  for 
recreation  should  be  made  in  a  budget 
which  is  proposed  as  a  standard  and 
which  would  be  considered  fair  by  the 
majority  of  the  group  to  whom  it  is 
to  apply.  We  have  set  aside  $26  for 
this  purpose,  since  approximately  this 
amount  was  spent  by  those  families  who 
obtained  a  fair  degree  of  recreational 
activity.  Such  families  attended  mov- 
ing picture  performances  about  once 
every  two  weeks,  or  in  the  warm  weath- 
er made  excursions  to  amusement 
parks.  They  thereby  obtained  suffi- 
cient recreation  to  keep  their  spirits 
buoyant,  their  bodies  healthy,  and 
their  minds  acquainted  with  this  ph^se 
of  life. 

Church 

As  has  been  already  noted,  83  per 
cent  of  the  families  included  in  the 
study  made  contributions  to  church. 
A  fair  standard  of  living  for  the  group 
must  make  provision  for  this  item.  It 
is  difficult,  however,  to  determine  an 
objective  test  for  church  contribu- 
tions. While  the  church  may  set  the 
amount  necessary  for  members  to 
contribute  in  order  that  its  work  may 
be  perpetuated,  the  parishioners  may 
make  various  responses  to  these  de- 
mands. It  appears  to  us  that  the  best 
test  of  a  fair  allowance  for  this  object 
of  expenditure  is  the  contributions  of 
those  families  whose  donations  meet 
the  desires  of  the  church  and  the  indi- 


Negro  Migrant  Families  in  Philadelphia 


211 


viduals  making  them,  without  unduly 
burdening  the  latter.  We  found  that 
families  spending  annually  about  $30 
for  this  purpose  could  keep  up  their  dues 
and  at  the  same  time  attend  a  weekly 
entertainment  at  the  church.  We  have 
adopted,  therefore,  as  a  fair  allowance 
for  the  church  in  the  "Suggested 
Budget, "  $31.20,  or  a  weekly  contribu- 
tion by  the  father  of  25^ ;  by  the  mother 
of  20^;  by  each  of  the  children  5^. 

Insurance  and  Savings 

Since  98  per  cent  of  the  families, 
upon  whose  budgets  the  study  is 
based,  carried  some  kind  of  insurance 
on  one  or  more  of  the  members  of  their 
families,  we  can  without  hesitancy, 
introduce  this  item  into  the  "  Suggested 
Budget."  It  would  be  impossible, 
however,  to  name  the  particular  kind 
of  insurance  that  should  be  bought, 
for  the  type  of  insurance  demanded 
varies  with  individual  circumstances. 
Nevertheless,  an  allowance  of  $93.64 
should  be  made  to  secure  the  purchase 
by  the  father  and  mother  of  some 
high  grade  form  of  life  insurance.  If 
the  policies  were  taken  out  by  these 
persons  between  the  ages  of  twenty- 
one  and  twenty-six  years,  either  a 
large  face  whole  life,  or  a  somewhat 
smaller  twenty  payment  life,  or  a  still 
more  reduced  twenty  year  endowment 
insurance,  as  well  as  a  sickness  and 
health  insurance  could  be  obtained  for 
the  cost  above  mentioned.  We  shall, 
therefore,  make  an  allowance  in  the 
"Suggested  Budget"  of  $93.64  for  life 
insurance. 

Furniture  and  Furnishings 

The  reader  will  recall  that  the  fami- 
lies for  whom  the  standard  is  being  set 
had  no  furniture  when  they  came  to 
Philadelphia.  We  shall  therefore 
have  to  provide  an  allowance  suf- 
ficiently large  to  permit  the  families 
to  secure  fm^niture  for  a  house  of  the 


size  described  under  the  caption 
Rent.  To  judge  the  cost  of  this, 
one  cannot  find  a  better  basis  than 
the  actual  expenditures  of  families 
that  equip[)ed  such  houses  in  a  com- 
fortable fashion.  Since  these  families 
spent  $104  annually,  we  have  allotted 
this  amount  as  a  fair*  provision  for 
furniture  and  furnishings  in  the  "Sug- 
gested   Budget." 

Medical  Aid 

In  view  of  the  fact  that  provision 
has  already  been  made  for  health  and 
accident  insurance,  we  feel  that  $50  is 
a  sufficient  amount  to  set  aside  for 
medical  aid.  The  basis  of  this  judg- 
ment is  the  fact  that  the  Health  Insur- 
ance Commission  of  Pennsylvania*^ 
found  that  "families  of  wage  earners 
in  industrial  cities  spent  from  $30  to 
$50  a  year  for  health,  in  addition  to 
receiving  gratuitous  care  in  public  and 
private  hospitals."  Moreover,  the 
average  amount  spent  on  health  by 
365  families  to  which  the  Philadelphia 
Visiting  Nurse  Society  was  called  in 
July,  1918,  was  $47."^  Besides,  in  the 
group  we  studied,  $50  was  both  the 
modal  and  median,  while  $61.74  was 
the  average  expenditure  for  this  item. 
It  would  seem,  therefore,  that  $50 
represents  a  fair  standard  for  medical 
aid,  since  it  closely  approximates  the 
actual  cost  of  illness  to  the  families 
under  consideration,  and  the  expendi- 
ture for  the  same  purpose  by  working- 
men  in  industrial  cities. 

Carfare 

A  regular  allowance  for  carfare  must 
be  provided  in  a  budget  which  will  be 
considered  fair  by  the  majority  of  the 
group  to  whom  it  is  to  apply,  for  that 

*=  Report  of  the  Health  Insurance  Commission 
of  Pennsylvania,  Harrisburg.  January,  1919. 
p.  32. 

^  Karl  de  Schweinitz,  "Sickness  as  a  Factor  in 
Poverty,"  Proceedings  of  the  National  Confer- 
ence of  Social  Work,  Chicago,  1920.     p.  157. 
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part  of  the  city  in  which  the  famihes 
lived  may  not  be  within  walking  dis- 
tance of  the  large  industrial  plants  by 
which  most  of  the  wage  earners  are 
employed.  Again,  however,  we  meet 
the  difficulty  of  determining  an  allow- 
ance which  does  not  submit  itself  en- 
tirely to  objective  measurement. 
While  the  distance  of  the  place  of  em- 
ployment may  set  a  concrete  basis  for 
estimating  the  cost  of  carfare,  yet  it 
is  limited  by  subjective  conditions.  A 
frugal  man  may  rise  early,  walk  a  few 
squares  and  thereby  save  buying  an 
exchange  ticket,  which  costs  three 
cents  in  addition  to  the  five  cent  initial 
carfare  charge.  For  that  reason,  car- 
fare allowances  should  bear  some  rela- 
tion to  the  expenditures  of  the  group 
to  whom  they  refer,  since  they  alone 
measure  the  distances  individuals  have 
to  ride,  or  feel  it  necessary  to,  and  will, 
therefore,  ride. 

If  we  pro\dde  for  one  wage  earner 
ten  cents  a  day  for  three  hundred  work- 
ing days,  or  $30,  plas  $9  for  the  pur- 
chase of  one  exchange  ticket  each  work- 
ing day,  and  add  $7.86  for  carfare  for 
the  rest  of  the  family,  we  shall  have  a 
total  expenditure  for  carfare  of  $46.86. 
Comparing  this  amount  with  the  aver- 
age expenditure  of  $45.79  made  by  all 
the  famihes  included  in  the  study  and 
also  with  the  average  expenditure  of 
$48.41  made  by  fifteen  of  the  families 
that  maintained  a  fair  standard  of 
living,  we  shall  find  that  it  not  only 
provides  an  amount  sufficient  to  meet 
the  objective  demands  of  a  family 
(i.e.  daily  carfare  of  the  principal  wage 
earner  and  carfare  for  the  family),  but 
also  approaches  the  sum  that  families 
found  it  necessarj'  to  spend  for  this 
purpose. 

Tobacco 

A  standard  of  living  to  be  coasidered 
fair  must  include  all  objects  for  which 
members  of  the  group  to  whom  it  ap- 


plies spend  money.  With  60  per  cent 
of  the  families  investigated  spending 
money  on  tobacco,  it  becomes  neces- 
sary to  make  some  allowance  in  the 
"Suggested  Budget"  for  this  item. 
While  an  excessive  allowance  should 
not  be  included  in  a  proposed  budget, 
the  provision  which  is  made  should 
conform  fairly  closely  to  the  actual 
expenditures  of  the  families.  For 
that  reason  we  have  provided  ten  cents 
per  day,  or  $36.50  per  year,  for  tobacco. 
This  amount  would  secure  a  moderate 
supply  of  tobacco  but  enough  to  satisfy 
the  majority  of  the  smokers  in  the 
group,  since  forty-three  per  cent  of 
them  expended  this  amount. 

Miscellaneous 

IVIiscellaneous  expenditures,  includ- 
ing money  spent  for  the  tailor,  tele- 
phone, or  reading  matter,  were  re- 
ported by  three  families.  But  unac- 
counted for  expenditures  not  exceed- 
ing $25  are  listed  for  97  per  cent  of  the 
families  investigated.  It  would  seem, 
therefore,  that  some  provision  should 
be  made  for  the  miscellaneous  expendi- 
tures in  all  families.  We  shall  allow 
for  this  purpose  in  the  "Suggested 
Budget,"  $25,  which  is  the  extreme 
amount  reported  in  the  unaccounted 
for  surplus,  and,  hence,  a  fair  estimate 
of  the  miscellaneous  expenditures  of 
the  group. 

In  order  that  the  head  of  a  Negro 
migrant  family,  consisting  of  five  per- 
sons, two  parents,  a  boy  of  thirteen,  a 
girl  of  ten,  and  a  boy  of  six,  may  secure 
for  his  family  a  fair  standard  of  living, 
as  outlined  in  the  study,  he  must  earn 
$1,829.48  per  year,  or  $6.10  per  day  for 
300  working  days.  This  amount  has 
been  determined  by  examining  the 
physical  requirements,  as  far  as  they 
could  be  ascertained,  for  maintaining  a 
family  of  the  above  described  size  in 
health  and  a  fair  degree  of  comfort. 
That  it  correctly  represents  the  cost 
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Item 

Amount 

Per  cent 

Food              

$674.30 

346.63 

300.00 

95 .  35 

26.00 
31.20 
93.64 
104.00 
50.00 
46.86 
36.50 
25.00 

36.86 

Clothing 

Rent      

18.95 
16.39 

Fuel  and  Light      

5.22 

Amusement 

1.43 

Church 

1.71 

Insurance  

5.12 

Furniture 

5.68 

Medical  Aid 

2.73 

Carfare 

2.56 

Tobacco  

1.99 

Miscellaneous 

1.36 

$1,829.48 

100.00 

of  a  fair  standard  of  living  to  the  group 
for  whom  it  is  especially  prepared,  can 
be  shown  by  noting  the  deficiencies  in 
the  standards  of  the  majority  of  the 
families  in  the  income  groups  below 
that  including  $1,829.48. 

According  to  the  grouping  of  income 
adopted  in  this  study,  there  are  three 
income  groups  below  that  including 
$1,829.48.  Two-thirds  of  the  families 
in  the  first  of  these  groups  ($767- 
$1,067),  one-third  of  the  families  in 
the  second  ($1,068-$1,368),  one-fourth 
of  the  families  in  the  third  ($1,369- 
$1,669)  and  less  than  one-tenth  of  the 
families  in  the  fourth  ($1,669-$1,970), 
which  contains  the  required  income  for 
a  family  of  five,  were  underfed.  In 
addition,  we  found  that  faroilies  with 
an  income  of  less  than  $1,670-$1,970 
were  underclothed,  and  that  until  this 
income  group  was  reached,  less  than 


one  room  per  adult  male  unit  was  pro- 
vided and  that  coal  was  bought  by  the 
bucket  by  over  two-thirds  of  such 
families.  Moreover,  the  smallest  ex- 
penditures by  the  smallest  percentage 
of  families  making  such  expenditures, 
on  amusements,  furniture,  contribu- 
tions to  church,  and  savings  were  re- 
ported by  families  falling  in  income 
groups  below  that  including  $1,829.48. 
The  large  expenditure  on  insurance  by 
all  the  families  in  the  income  groups 
below  this  figure  was  probably  due  to 
insufficient  income  to  provide  any 
other  means  of  protection.  Such  de- 
ficiencies in  the  standards  of  families 
with  incomes  of  a  less  amount  than  we 
have  specified,  seem  to  point  to  the 
correctness  of  the  conclusion  that 
$1,829.48  is  necessary  for  a  Negro  fam- 
ily of  the  size  mentioned  to  maintain  a 
fair  standard  of  living. 


CHAPTER  VI 

Conclusions  Regarding    the    Families  Studied  and   the  Migration  to 

Philadelphia 


Now  that  the  budgets  of  the  families 
under  consideration  have  been  analyzed 
and  a  fair  standard  of  living  for  the 
group  set  up,  we  are  ready  to  compare 


the  incomes  and  expenditures  of  the 
families  investigated  wnth  those  re- 
quired by  the  "Suggested  Budget," 
for  the  purpose  of  determining  to  what 
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extent  the  migrant  families  upon 
whose  budgets  the  study  is  based 
were  able  to  secure  a  fair  standard  of 
living. 

Since  the  families  vary  in  size,  we 
cannot  compare  their  incomes  until  all 
the  families  have  been  placed  on  the 
same  scale.  We  have  previously 
noted^^  that  there  are  no  weights  by 
means  of  which  the  consumption  of  all 
articles  by  families  can  be  compared, 
but  those  based  on  food  consumption; 
which  are  probably  as  accurate  as  any 
that  are  devisable.  Making  use  of 
such  weights  prepared  by  the  United 
States  Bureau  of  Labor,  and  based  on 
food  consumption  alone,  we  have  re- 
duced each  family  to  its  equivalent 
adult  male  units.  This  procedure  has 
made  it  possible  for  us  to  compare  the 
income,  $1,829.48,  required  by  a  fam- 
ily of  five  or,  3.95  adult  male  units, 
with  that  necessary  for  a  family  of  any 
other  size.^ 

As  a  result  of  this  process  we  find 
that  in  64  per  cent  of  the  families 
investigated,  the  incomes  from  all 
sources  were  sufficient  to  maintain  a 
fair  standard  of  living,  as  described  in 
the  study;  but  that  in  only  41  per  cent 
of  the  families  was  the  income  of  the 
father   alone   large   enough   to   secure 

"  See  pages  193-4. 

*' To  illustrate:  Family  94  contains  seven 
persons,  two  parents,  three  sons,  ages  9,  3,  1, 
respectively,  two  daughters,  ages  7,  5,  respec- 
tively, or  4.10  adult  male  units,  according  to 
the  United  States  Bureau  of  Labor  weights. 
The  income  this  family  should  have  in  order  to 
maintain  a  fair  standard  of  living  (this  income  is 
represented  by  X)  is  to  4.10,  the  number  of 
adult  male  units  which  is  equivalent  to  seven 
persons  of  the  ages  mentioned,  as  $1,829.48,  the 
income  required  for  a  family  of  five  to  obtain  a 
fair  standard  of  living,  is  to  3.95,  the  number  of 
equivalent  adult  male  units  in  a  family  of  the 
size  upon  which  the  "  Suggested  Budget " 
is  planned.  That  is  X:4. 10::  $1,829.48:3.95 
X=  $1,898.70. 

The  income  required  to  maintain  a  fair  stand- 
ard of  living  for  this  family  is  $1,898.70,  while 
their  actual  income  from  all  sources  was  $1,040. 


such  a  standard  of  living.  Moreover, 
when  the  sixty-four  families  with  in- 
comes that  will  provide  a  fair  standard 
of  living  are  grouped  according  to  the 
number  of  persons  in  each  family,  the 
percentage  of  families  in  each  group 
decreases  as  the  size  of  the  family 
increases. 


Families  with  In- 

Number 
of 

Total 

comes  Sufficient 
to  Provide  a  Fair 

Persons 

of 

Standard  of  Living 

in 

Families 

Family 

Number 

Per  cent 

2 

28 

28 

100 

3 

29 

22 

76 

4 

15 

9 

60 

5 

14 

3 

21 

6 

7 

1 

14 

7 

5 

0 

0 

9 

1 

0 

0 

12 

1 

1 

100 

Total 

100 

64 

64 

Thus  we  see  that  the  wage  earners 
of  about  two-thirds  of  the  families 
included  in  the  study  were  able  to 
enter  the  various  fields  of  work  afforded 
by  an  industrial  city  and  to  obtain  in- 
comes that  were  sufficient  to  provide 
a  fair  standard  of  living  for  their  fami- 
lies and  that  in  nearly  one-half  of  the 
families  the  chief  bread  winner  alone 
was  able  to  secure  such  an  income. 
When  we  recall  that  these  families 
came  chiefly  from  the  agricultural  dis- 
tricts of  southern  towns  and  counties 
it  becomes  apparent  that  the  procuring 
of  a  fair  living  wage  under  an  indus- 
trial regime  by  so  large  a  proportion  is 
of  particular  significance. 

But  were  the  families  with  whom  we 
are  concerned  able  not  only  to  secure 
a  fair  income  but  also  to  expend  it  so 
as  to  obtain  a  standard  of  living  which 
is  considered  fair  for  a  migrant  work- 
ingman's  family  in  Philadelphia?     To 
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answer  this  question  we  must  ascertain 
to  what  extent  the  budget  we  have 
proposed  was  maintained  by  the  fami- 
lies under  discussion.  It  has  already 
been  pointed  out  that  the  "Suggested 
Budget"  is  not  expected  to  meet 
exactly  the  expenditure  of  any  one 
family,  but  rather  to  express  group 
tendencies.  Nevertheless,'it  will  prove 
helpful  to  determine  how  many  fami- 
lies approached  the  standard  set  for 
the  whole  group. 

Since  the  expenditures  on  food  and 
clothing  have  already  been  measured 
according  to  the  number  of  adult  male 
units  for  which  they  provided,  we  can 
readily  determine  how  many  families 
meet  the  requirements  set  for  these 
items,  which  cover  55.81  per  cent  of 
the  total  suggested  allowances.  Fifty- 
eight  families  spent  almost  exactly 
the  amount  set  down  for  food,  while 
twenty-eight  spent  only  three  dollars 
over  this  amount,  and  but  twenty-five 
were  underfed.  In  regard  to  clothing, 
the  reports  show  that  57  per  cent  of 
the  families  equalled  or  exceeded  these 
provisions  by  not  over  $3;  while  37 
per  cent  of  the  families  fell  short  of  the 
required  expenditure  for  this  purpose 
by  less  than  $27  and  only  6  per  cent 
by  $40.  This  would  seem  to  indicate 
that  over  50  per  cent  of  the  families, 
with  whom  we  are  concerned,  fulfilled 
both  the  food  and  clothing  require- 
ments in  the  "Suggested  Budget." 

Less  than  15  per  cent  of  the  families 
investigated,  however,  spent  the 
amount  specified  for  rent  or  fuel  and 
light.  A  still  smaller  percentage  ob- 
tained the  type  of  house  advocated. 
The  cause  for  so  great  a  deficiency  in 
these  matters  will  be  discussed  later. 

Similarly,  we  notice  that  amuse- 
ment and  insurance  were  not  so  well 
supported  as  the  "Suggested  Budget" 
indicates  they  should  have  been.  But, 
it  will  be  seen  that  the  causes  for  more 
families  not  enjoying  recreation  and 


taking  out  the  proper  kinds  of  insur- 
ance policies  were  not  wholly  due  to  the 
migrant's  negligence.  Failure  to  reach 
the  insurance  requirement  was  com- 
pensated, nevertheless,  by  other  kinds 
of  saving;  which  in  sixty  families 
equalled  or  exceeded  the  amount  desig- 
nated for  the  cost  of  insurance  in  the 
"  Suggested  Budget." 

We  deem  it  sufficient  to  state  con- 
cerning the  remaining  sundry  items, 
that  the  expenditures  on  them  by  at 
least  60  per  cent  of  the  migrant  fami- 
lies approximated  closely  the  allot- 
ment made  in  the  proposed  budget. 

It  would  seem,  therefore,  that  over 
50  per  cent  of  the  families  whose  bud- 
gets are  included  in  this  discussion, 
met  all  the  provisions  of  the  "Sug- 
gested Budget,"  with  the  exceptions  of 
insurance,  recreation,  housing  and 
consequently  fuel  and  light.  Since 
a  general  deficiency  is  noted  in  these 
lines,  an  external  cause  must  be  sought; 
this  will  be  discussed  later.  Further- 
more, although  the  incomes  of  only 
64  per  cent  of  the  families  referred  to 
were  sufficient  to  secure  them  a  fair 
standard  of  living,  nevertheless,  such 
a  standard  was  obtained  by  from  50  to 
60  per  cent  of  the  families,  or  by  from 
78  per  cent  to  93  per  cent  of  those 
families  whose  incomes  made  its  pro- 
curing possible. 

Now  can  we,  from  a  knowledge  of 
these  facts  and  those  previously  pre- 
sented, derive  any  conclusions  regard- 
ing the  entire  migratory  movement  to 
Philadelphia?  Although  the  study  is 
limited  in  scope  we  feel  that  there  are 
a  few  facts,  concerning  the  migration 
to  that  city,  which  with  a  degree  of 
certainty,  can  be  deduced  from  the 
investigation. 

(1)  Although  the  migrant  families, 
whose  budgets  we  have  analyzed, 
showed  a  marked  ability  to  obtain  a 
fair  standard  of  living,  it  is  not  to  be 
concluded  that  their  presence  in  Phila- 
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delphia  was  entirely  satisfactory  and 
desirable  to  the  citizens  of  that  city. 
A  standard  of  living  tells  some  of  the 
truth,  but  it  does  not  tell  all.  Quanti- 
ties of  goods  can  be  purchased  by  the 
man  who  will  work  for  them.  But 
culture  and  education  are  bred  after 
years,  yes  sometimes,  generations  of 
toil.  With  few  exceptions  the  mi- 
grants were  untrained,  often  illiterate, 
and  generally  void  of  culture.  On  the 
other  hand,  there  stood  thousands  of 
the  native  Negro  population  of  Phila- 
depliia,  who  had  attained  a  high  eco- 
nomic, intellectual  and  moral  status. 
They  found  suddenly  throT\Ti  into  their 
midst  about  forty  thousand  migrants, 
whose  presence  in  such  large  numbers 
crushed  and  stagnated  the  progress  of 
Negro  life.  The  processes  of  assimila- 
tion which  the  colored  citizens  are 
carrying  on  cannot  immediately  bring 
back  the  pendulum  which  has  swung 
to  a  position  of  depressed  social,  eco- 
nomic and  moral  life.  Only  gradually 
as  the  weights  of  ignorance,  lack  of 
culture,  and  increased  racial  prejudice, 
aroused  by  the  white  people  against 
the  whole  Negro  citizenry  as  a  result 
of  the  tremendous  increase  in  the  size 
of  the  Negro  population,  are  removed, 
will  the  pendulum  return  to  normal. 
The  pessimist  groans  that  it  will  never 
regain  this  position  and  points  to  the 
previous  culture  level  of  Philadelphia 
Negroes  as  if  it  had  been  permanently 
drowTied  by  a  torrent  of  migration. 
Certainly  none  of  us  can  deny  that  the 
migration  retarded  the  steady  march 
of  progress  of  the  colored  people  in 
Philadelphia. 

(2)  What  is  a  handicap  of  a  few  years 
if,  thereby,  some  day  the  Negro  of  the 
Mississippi  delta  or  the  Georgia  fields 
shall  attain  the  education  and  culture 
of  the  great  American  middle  class! 
That  this  day  may  be  realized,  a  proc- 
ess of  training  the  migrant  along  many 
lines  will  have  to  be  gone  through. 


The  investigation  we  have  made 
indicates  three  principal  obstacles  to 
the  maintenance  of  a  fair  standard  of 
living  by  the  migrant  families  inter- 
viewed for  the  purpose  of  the  study. 
To  the  extent  that  these  failures  apply 
to  all  migrant  families,  their  eradica- 
tion will  be  one  method  of  alleviating 
and  improving  the  position  in  which 
the  migrant's  coming  has  placed  the 
colored  inhabitants  of  Philadelphia. 
It  is  desirable,  therefore,  that  we 
should  consider  the  facts  which  pro- 
hibited the  maintenance  of  a  fair 
standard  of  living  among  the  migrant 
families,  with  whom  we  are  particu- 
larly concerned,  and  the  means  of 
overcoming  these  facts. 

One  of  the  most  salient  of  the  imped- 
iments was  the  large  number  of  chil- 
dren to  be  cared  for  by  a  workingman. 
One  hundred  per  cent  of  the  families 
of  a  greater  size  than  six  were  underfed, 
and  less  than  one  family  in  ten  was  un- 
derfed in  families  of  two  or  three  per- 
sons. While  we  have  allowed  $98.75  for 
clothing  for  a  family  of  five,  less  than 
$71.99  was  spent  by  families  of  a  larger 
size  than  six,  and  only  families  of  two 
or  three  persons  were  not  under- 
clothed.  Besides,  families  consisting 
of  more  than  four  persons  were  housed 
with  from  i\  to  i\  of  a  room  per  adult 
male  unit.  Moreover,  no  family  of 
more  than  four  persons  spent  money 
on  recreation,  and  expenditures  for 
medical  aid  were  not  made  by  the 
families  of  the  two  largest  sizes  found 
in  this  investigation.  In  addition, 
the  per  cent  of  families  making  sav- 
ings, the  number  of  dollars  and  the 
percentage  of  total  income  saved, 
showed  a  marked  decrease  with  an 
increase  in  the  size  of  the  family. 
With  one  exception,  families  contain- 
ing five  individuals  or  a  greater  num- 
ber, saved  less  than  $5  per  capita. 
These  facts  seem  to  indicate  conclu- 
sively that  failure  to  maintain  a  fair 
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standard  of  living  was,  in  many  cases, 
due  to  the  large  size  of  the  family  and 
that  a  migrant  was  unable  to  provide 
such  a  standard  if  his  family  consisted 
of  more  than  five  persons. 

An  equally  potent  influence  in  deter- 
ring the  migrant  families  from  procur- 
ing a  fair  standard  of  living  was  ignor- 
ance resulting  in  unwise  spending. 
Food  and  coal  were  often  bought  in 
small  quantities  because  it  was  be- 
lieved to  be  more  economical  to  spend 
as  little  as  possible  at  one  time.  Then, 
too,  while  credit  purchase  of  food  may 
have  been  mandatory  for  some  fami- 
lies, with  insufficient  incomes,  many 
families  able  to  pay  cash  and  take 
advantage  of  lowered  prices  failed  to 
consider  any  other  method  of  securing 
food.  Besides,  we  find  that  over  $200 
a  year  was  paid  in  some  cases  for  the 
rent  of  one  room.  Notwithstanding 
the  congested  housing  condition,  it  is 
not  improbable  that  a  single  room 
could  have  been  secured  for  a  lower 
price,  or  this  money  applied  to  the 
purchase  of  a  house,  which  would 
afford  healthier  living  conditions. 
Also,  the  types  of  insurance  bought  by 
the  majority  of  the  families  were  ex- 
pensive for  the  service  they  rendered 
and  ill  fitted  for  protecting  the  in- 
sured. Better  policies  could  have 
been  obtained,  but  the  policy  holders 
were  usually  ignorant  of  this  fact. 
Such  failures  on  the  part  of  members 
of  the  family  who  expended  the  in- 
come, resulted  in  a  lower  standard  of 
living  than  might  otherwise  have  been 
secured  with  the  money  at  their  dis- 
posal. 

A  final  hindrance  to  the  obtaining  of 
a  fair  standard  of  living,  not  only  by 
the  migrant  families  but  by  all  the 
Negro  families  in  Philadelphia,  was 
racial  prejudice.  This  made  impos- 
sible the  securing  of  many  items  which 
are  requisite  to  such  a  standard.  The 
newly  built  modern  house  was  not  for 

16 


rent  or  for  sale  to  Negroes.  The 
houses  most  frequently  obtained  by 
them  were  in  poor  condition,  old,  and 
discarded  by  their  former  white  ten- 
ants. This  was  true  of  all  the  dwell- 
ings in  the  neighborhood  inhabited  by 
the  families  whose  budgets  are  in- 
cluded in  the  study.  Yet  the  rental 
charges  for  such  houses  were  main- 
tained at  a  high  figure.  The  most 
favorable  types  of  insurance  could  not 
and  cannot  be  bought  by  the  Negro 
workingman.  Even  if  he  were  wilUng 
to  pay  a  higher  premium  rate  than 
that  quoted  on  the  market,  they  are 
not  for  sale  to  him.  This  means  that 
his  family  is  not  as  well  protected  as  it 
should  be.  Recreation  appeared  sel- 
dom in  his  budget;  for  the  Negro  was 
admitted  to  few  places  where  it  was 
offered,  and  many  of  the  playgrounds, 
which  his  taxes  went  to  help  support 
that  he  might  make  recreation  free  for 
his  children,  plainly  showed  their  dis- 
approval of  colored  patronage.  With 
such  social  conditions  existing,  money 
income  has  a  depreciated  significance 
in  relation  to  the  character  of  the 
standard  of  living,  maintained  by  a 
Negro  family. 

There  are,  however,  certain  means 
which  could  counteract  the  influence  of 
the  disturbing  forces  which  seem  to 
offset  the  maintaining  of  a  fair  stand- 
ard of  living  by  some  migrant  families 
and  are  probably  equally  effective  in 
prohibiting  the  progress  of  other  Negro 
families.  The  first  of  these  is  educa- 
tion through  the  Negro  church.  It  is 
the  church  which  touches  the  Negro 
masses.  What  it  commands,  they  do. 
K  the  church  would  instruct  its  mem- 
bers as  to  how  to  buy  food,  insurance, 
houses,  it  could  exercise  a  powerful 
influence  in  checking  unwise  spending. 
Furthermore,  the  church  could  help  to 
alleviate  the  housing  problem  by  build- 
ing houses  instead  of  expensive  church 
edifices  at  a  cost  of  hundreds  of  thou- 
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sands  of  dollars.  Next,  the  Negro  busi- 
ness man  has  an  opportiniity  to  serve 
such  as  few  vocations  afford.  He  can 
provide  houses,  insurance,  recreation  for 
his  people  and  thereby  not  only  pro- 
duce the  commodities  that  are  re- 
quired for  a  fair  standard  of  living,  but 
set  a  standard  by  paying  his  Negro 
employes  the  wage  which  is  necessary 
to  maintain  a  fair  standard.  Finally, 
the  city  of  Philadelphia  has  the  respon- 
sibility of  seeing  that  at  least  adequate 
housing  is  secured  by  over  100,000  of 
its  population.  It  owes  this  not  only 
to  its  Negro  population,  but  to  the 
citizens  of  Philadelphia,  if  it  would 
remove  the  danger  of  the  breeding  and 
spreading  of  vice  and  disease,  which 
follow  congestion. 


With  the  Negro  church  educating  its 
legions  of  members  as  to  the  use  and 
need  of  commodities  which  the  Negro 
business  man  produces,  and  the  mu- 
nicipality seeing  that  the  necessary 
articles  which  the  individual  cannot 
provide  are  secured,  the  most  impeding 
dynamic  influences  which  offset  the 
obtaining  of  a  fair  standard  of  living 
by  the  Negro  migrant  will  be  over- 
come. By  adopting  such  means  to 
train  the  migrant  and  to  remove  racial 
handicaps,  it  is  believed  that  genera- 
tions hence  will  pronounce  the  migration 
of  1917-1918  to  Philadelphia,  not  the 
cause  oi  the  fall  of  the  culture  of  the 
talented  tenth,  but  the  beginning  of 
the  spread  of  that  culture  to  the  Negro 
masses. 
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The  Integrity  of  the  Federal  Reserve  System 

By  A.  D.  Welton  and  C.  H.  Crennan 

Editors- in-Charge 


THE  Federal  Reserve  System  has 
to  do  only  with  commercial  bank- 
ing.^ Commercial  banking  has  only  to 
do  with  getting  goods  from  producer 
to  consumer.  It  operates  on  the 
assumption,  ordinarily  valid,  that  the 
sale  of  goods  to  the  consumer  produces 
fimds  to  discharge  whatever  obligation 
has  been  created. 

Investment  banking,  on  the  other 
hand,  operates  on  the  assumption  that 
the  capital  loaned  will  be  repaid  out  of 
the  earnings  its  use  permits  in  a  speci- 
fied number  of  years. 

The  essence  of  commercial  banking 
is  liquidity  of  the  credit  on  which  it 
functions.  Its  credit  instruments  must 
be  of  short  maturity.  The  banks 
which  invest  in  them  undertake  to  pay 
on  demand  and  they  must  have  a 
constant  inflow  of  funds  or  a  means  of 
quickly  realizing  on  their  credit  in- 
struments. It  is  necessary,  therefore, 
that  the  goods  against  which  such  credit 
is  granted  should  be  always  in  process 
of  sale. 

Primarily  and  fundamentally  the 
Reserve  System  was  designed  to  pro- 
vide for  the  credit  instruments  of 
commerce  an  instant  sale.  It  was 
an  attempt  to  organize  not  a  new  lot  of 
banks,  but  a  new  banking  machine 
supported  by  the  resources  of  all  its 
member  banks  .^ 

The  Reserve  System  is  then  an 
organization  of  banks.  The  Reserve 
Banks  draw  their  capital  from  banks. 

1  Permission  to  national  banks  to  receive 
savings  deposits  and  to  exercise  trust  company 
powers  does  not  affect  the  commercial  nature  of 
the  Reserve  System. 

^  Cf.  Article  by  Professor  Kemmerer  in  this 
volume. 


Banks  give  them  all  the  business  they 
have,  except  the  government,  which 
is  their  only  other  customer.  The 
country  has  then  a  banking  system 
composed  of  banks  of  various  kinds, 
some  chartered  by  the  nation  and 
some  by  the  states,  brought  into  a 
cooperating  organization  with  the  Fed- 
eral Reserve  Banks  as  the  operating 
mechanism. 

Over  this  operating  mechanism  of 
the  cooperating  organization  of  banks, 
the  government  exercises  a  general 
supervision.  There  are  many  people 
who  thought  the  supervising  authority 
should  be  different,  but  it  isn't  and  it 
doesn't  matter  so  long  as  it  is  com- 
petent and  impartial. 

The  purpose  of  the  Federal  Reserve 
System  was  to  provide  for  business 
just  what  has  been  provided.  There 
was  no  purpose  and  no  intention  to 
establish  government  banks,  and  none 
was  established.  There  was  no  pur- 
pose to  help  or  favor  operating  banks 
because  they  needed  neither  help  nor 
favors.  There  was  a  purpose  and 
intention  to  put  the  operating,  com- 
mercial banks  in  a  better  position  to 
discharge  their  duties  to  business  so 
that  business  might  go  on  under  any 
and  all  circumstances,  if  this  could 
be  achieved  through  an  economic 
use  of  credit  and  competent  credit 
machinery. 

In  relation  to  business,  therefore, 
the  Federal  Reserve  System  is  more 
than  a  banking  system.  It  is  a  code 
for  business  behavior.  It  is  more  than 
a  machine  for  expanding  and  con- 
tracting credit  and  currency.  It  is  a 
means  for  the  orderly  and  systematic 
functioning    of    business    credit    and, 
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through  reapportionment  of  this  credit, 
for  the  stabihzation  of  business. 

No  comprehensive  grasp  of  the 
System  can  be  had  if,  among  its 
attributes,  is  included  that  of  a 
remedy  for  all  business  and  financial 
ills.  It  is  not.  It  can  never  save  the 
day  for  the  insolvent.  It  is  man-made 
and  man-operated.  It  has  and  must 
have  limitations.  It  must  not  be 
concluded  because  it  financed  the  War, 
that  it  can  go  on  indefinitely  producing 
rabbits  of  credit  and  currency  out  of  an 
empty  hat.  It  didn't  do  that  even  in 
war.  It  did  give  life  and  credit  form  to 
latent  and  dormant  resources.  It  did 
make  the  unliquid  at  least  temporarily 
liquid.  But  war  demands  such  per- 
formances. 

It  might  have  been  better  if  the 
Reserve  System  had  been  called  on  to 
do  less,  and  more  had  been  done 
through  other  means,  the  Treasury, 
for  instance.  It  would  have  been  as 
well  for  the  country  and  better  for  the 
System.  Had  this  course  been  followed 
the  Reserve  Banks  would  have  avoided 
much  harsh  criticism  for  displaying 
their  limitations,  once  war  pressure 
was  removed.  Many  suggestions  for 
changing  the  System  would  never  have 
been  made.  It  would  not  have  been 
expected  to  bring  to  realization  so 
many  fatuous  dreams. 

As  an  operating  banking  mechanism 
the  System  need  not,  however,  be 
taken  for  what  it  is.  Changes  in  the 
machinery  may  be  made  if  the  funda- 
mental structure  is  not  impaired.  Any 
banking  system  is  a  thing  of  growth. 
If,  in  its  final  form,  it  shows  that 
wisdom  has  been  gained  from  experi- 
ence and  skill  from  practice,  it  begins 
to  approximate  general  needs.  The 
Reserve  System  is  an  evolution  out  of 
more  than  a  century  of  hard  and  bitter, 
experience  made  harder  and  more  bitter 
by  experiments.  Its  mechanism  is, 
therefore,  of  moment  only  as  it  per- 


mits the  application  of  principles  of 
demonstrated  soundness.  Its  funda- 
ments are  vital,  not  only  because  they 
attest  that  old  fallacies  have  been  dis- 
missed, but  also  because  they  have 
been  proved  under  the  test  of  prac- 
tice. 

Probably,  in  any  organization  ap- 
plying rules  of  conduct,  there  is  a 
degree  of  fluidity.  Some  measure  of 
change  is  always  possible  even  when 
not  always  desirable.  But  change  for 
the  sake  of  change  is  not  progress  or 
improvement.  On  the  other  hand, 
there  is  advantage  in  holding  to  fixed 
practice.  It  is  not  difficult  to  test 
the  quality  of  any  amendment  proposed 
to  the  Federal  Reserve  Act.  It  is 
necessary  only  to  get  the  fundamental 
purposes  in  mind.  Anything  out  of 
accord  with  them  may  instantly  be 
dismissed. 

But  a  great  banking  system  cannot 
grow  and  develop  out  of  itself.  Deal- 
ing with  such  an  intangible  as  credit 
and  so  nebulous  a  quality  as  confidence, 
the  attitude  of  the  public  must  be 
reckoned  with.  So  susceptible  are 
banks  generally  to  public  opinion  that 
the  banker  subconsciously,  almost,  con- 
siders that  as  a  factor  to  be  used  in  all 
his  calculations.  In  any  event  the 
public  is  a  factor  in  the  future  develop- 
ment of  the  Reserve  System,  as  Paul  M. 
Warburg  points  out  elsewhere  in  this 
volume.  If  the  public  is  dismissed  be- 
cause even  a  meager  popular  under- 
standing of  the  intricacies  of  banking  is 
beyond  hope,  the  business  man,  from 
whom  more  may  be  expected,  stands 
forth  as  a  grim  spectre. 

The  public,  most  assuredly,  feels  and 
does  not  analyze.  The  business  man 
may  be  controlled  by  emotion  rather 
than  reason.  The  more  certain  the 
operations  of  the  Reserve  Banks, 
therefore,  the  better  they  will  come  to 
be  understood.  Eventually,  although 
it  may  be  only  a  hope,  the  public  will 
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come  to  understand  up  to  the  point  of 
having  confidence. 

Thus  the  public  is  an  important 
factor  in  the  development  of  the 
Federal  Reserve  System.  There  must 
be  a  growth  without  the  banks  as  well 
as  within  them.  The  public  mind 
must  become  attuned  to  them. 

For  the  people  the  Reserve  System  is 
a  precious  thing.  If  it  is  to  fulfill  its 
work  and  its  mission,  they  must  view 
it  with  confidence.  Its  integrity  is  to 
be  guarded  with  as  much  jealousy  as 
the  Constitution  itself.  The  jealousy 
must  be  inculcated  into  the  popular 
mind.  The  attainment  of  such  a  state 
is  taken  to  be  desirable.  If  it  is,  the 
prospect  of  its  realization  will  be  in 
constant  jeopardy  unless  members  of 
Congress  can  be  induced  to  abandon 
the  idea  that  the  Reserve  Act  is 
subject  to  tinkering  at  the  behest  of  any 
amateur  banker. 

Knowledge    of    Banking    History 
Helps  to  Public  Understanding 

Under  the  interpretation  of  the  Fed- 
eral Reserve  System  given  above,  its 
gro"wi:h,  improvement  and  develop- 
ment to  the  maximum  of  satisfaction 
and  efficiency  can  be  attained  only  if 
its  fundamental  purposes  are  under- 
stood. The  forces  ^athout  the  System 
must  contribute  a  share  in  this  growi:h 
and  development.  These  outside  forces 
are  the  business  men  and  the  public 
generally. 

There  can  be  no  adequate  under- 
standing or  appreciation  of  the  System 
unless  there  is  a  general  familiarity 
with  what  preceded  it.  To  this  end 
the  first  section  of  this  volume  is 
given  over  to  an  historical  review.  The 
first  article  sketches  the  history  of 
banking  from  1791,  when  the  First 
Bank  of  the  United  States  was  organ- 
ized, down  through  the  panic  of  1907.' 

Even  cursory  reading  of  these  events 

3  By  B.  H.  Beckhart. 


will  indicate  the  influence  that  old 
experiments  and  controversies  exerted 
on  the  makers  of  the  Reserve  Act  and 
the  form  and  content  of  the  law.  In 
the  struggle  over  note  issues  and 
redemption  of  bank  notes  will  be 
found  the  causes  for  the  demand  that 
Federal  Reserve  notes  be  made  "obli- 
gations of  the  United  States."  The 
workings  of  the  national  bank  system 
will  explain  the  development  of  re- 
serve banking  and  the  need  for 
elasticity  of  both  credit  and  currency, 
and  so  on. 

In  his  article  on  "The  Studies  of  the 
National  Monetary  Commission,"  Pro- 
fessor Weston  illuminates  the  defects 
of  the  old  banking  system  and  shows 
how  they  were  studied  in  relation  to 
other  systems  and  the  probable  needs 
of  modern  business  for  adequate  bank- 
ing service. 

These  needs  found  expression  in  the 
organization  of  the  National  Citizens' 
League  for  the  Promotion  of  a  Sound 
Banking  System.  The  story  of  the 
organization  of  that  movement  is 
told  by  Mr.  Harry  A.  WTieeler,  who 
participated  in  it  and  who  was  also  one 
of  the  organizers  and  the  first  President 
of  the  Chamber  of  Commerce  of  the 
United  States. 

Through  the  workings  of  the  Na- 
tional Citizens'  League,  later  supple- 
mented by  work  of  the  Chamber  of 
Commerce,  the  business  men  and  the 
business  organizations  of  the  country 
were  bound  together.  A  community  of 
thought  on  banking  methods  and 
services  was  thus  brought  about  and 
translated  into  definite  purpose. 

To  get  this  result — a  first  step 
toward  legislation — demanded  an  elab- 
orate educational  campaign.  Success 
in  this  venture  was  made  more  difficult 
because  of  the  many  schemes  for 
monetary  and  banking  reform  con- 
ceived and  promoted  by  modern  John 
Laws.    These  enthusiasts,  often  seeing 
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in  banking  the  means  of  attaining 
universal  happiness,  found  no  other 
weapon  than  legislative  compulsion  or 
government  operation  of  banks.  Dis- 
missing the  exploded  theories,  it  need 
only  be  said  that  the  guaranty  of 
bank  deposits  was  the  measure  of 
reform  being  pressed  with  vigor  at  that 
time.  It  had  many  advocates  in 
Congress.  However,  the  educational 
campaign  was  persistently  prosecuted 
and  was  successful  to  the  extent  nec- 
essary in  bringing  attention  to  sound 
economics  in  banking  reform  as  against 
the  pursuit  of  emotional  rainbows. 

In  his  article  on  "The  Federal  Re- 
serve Act  in  Congress,"  Dr.  H.  Parker 
Willis  gives  an  intimate  recital  of  facts, 
many  of  which  have  not  previously 
been  published.  As  expert  for  the 
House  Committee  on  Banking  and 
Currency,  Dr.  Willis  was  familiar 
with  every  step  in  the  development  of 
the  bill  before  it  was  in  the  Committee 
for  discussion  and  subsequently.  The 
political  factor  is  here  disclosed  as  it 
came  forward  to  influence  what  was 
an  economic  product.  The  degree  of 
-  interest  of  the  Administration  in  the 
measure,  the  pressure  placed  on  Con- 
gress and  the  suggestions  from  the 
Treasury  and  other  departments  are 
made  clear. 

In  this  phase  of  the  development, 
distinction  must  be  made  between  the 
administrative  and  the  economic  pro- 
visions. Control  of  the  System  was 
always  a  subject  of  contention.  The 
decentralizing  of  credit  and  curbing 
of  the  supposed  power  of  Wall  Street 
and  the  "Money  Trust"  were  always 
matters  of  political  concern.  The 
tendency  toward  government  control 
of  the  operating  banks  themselves  had 
to  be  guarded  against.  Over  the 
economic  provisions,  there  was  less 
trouble.  There  was  no  disagreement 
of  moment  in  this  respect,  but  pro- 
visions strictly  economic  were   often 


under  pressure  because  of  their  rela- 
tion to  control  in  execution.  Thus 
elasticity  of  note  issue  was  confused 
with  distribution  of  credit  and  would 
have  been  sacrificed  or  impaired  if 
help  for  the  farmer  could  have  been 
secured  thereby.  One  illustration  of 
the  confusion  of  economics  and  politics 
will  suflBce. 

In  an  economic  sense,   rediscount- 
ing  for  profit  was  at  that  time  unthink- 
able.    The  maturity  of  paper  offered 
for  rediscount  at  the  proposed  banks 
was  of  incidental  importance.     Com- 
mercial banks  could  not  consider  paper 
of  anji:liing  but  short  maturity  and  it 
was  equally  clear  that  paper  for  re- 
discount would  not  be  offered  to  the 
Reserve  Bank  by  the  discounting  bank 
on  the  day  of  discount.    But  dozens  of 
congressmen  could  not  or  would  not 
understand  that  the  farmer  could  have 
no   direct   dealing  with   the   Reserve 
Bank.     Hours    of    discussion    in    the 
Senate  were  given  over  to  the  maturity 
of  agricultural  paper.     Senators  who 
saw  in  the  Reserve  Act  only  a  new  way 
of  settling  the  farmer's  eternal  credit 
problem,    would    have    wnllingly    de- 
stroyed the  commercial  character  of 
the  Reserve  Banks  on  the  chance  of 
settling    that    question.      The    time 
agricultural  paper  for  rediscount  may 
run    was    increased    to    ninety    days. 
This  maturity  would  have  been  of  no 
importance  if  the  rediscount  rates  had 
ever  been  scientifically  adjusted  and 
is  of  little    importance   anyway.     In 
August,  1921,  the  average  maturity  of 
rediscounted  paper    was    15.76    days. 
In  September  it  was  17.22  days.     In 
the  Minneapolis  Bank  it  was  42.0(5  days 
and  in  Boston  7.74  days.    If  maturities 
had  not  been  mentioned  in  the  Act, 
the  result  would  probably  have  been 
the  same. 

The  House  bill  as  recommended  by 
Chairman  Glass'  Committee  was  the 
real   bill,    as    Dr.    Willis    points    out. 
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Senator  Owen  had  a  different  bill 
which  he  was  induced,  eventually,  to 
abandon.  There  was  also  a  bill 
fathered  by  the  Treasury  providing 
for  a  central  government  bank  with 
the  Treasury's  gold  as  the  capital. 
The  fact  that  the  gold  belonged  to 
the  holders  of  the  certificates  issued 
against  it,  was  thought  to  be  insig- 
nificant. The  advocates  of  this  plan 
floundered  about  in  it  for  some  time 
until  the  President  himself  summarily 
suppressed  it. 

Dr.  Willis  shows  clearly  that  the 
Glass  bill  was  the  Administration's 
bill.  After  all  other  proposals  had  been 
discussed,  and  mechanical  changes 
were  made — notably  that  providing 
for  retirement  of  the  bond-secured 
currency — the  Act  as  passed  was  sub- 
stantially the  bill  as  it  came  from  the 
House  Committee. 

The  true  purposes  of  the  Federal 
Reserve  Act  will  be  found  in  the  dis- 
cussions and  reports  of  the  Banking 
and  Currency  Committee  of  the  House, 
of  which  Carter  Glass  was  chairman. 

The  beginning  of  the  European  War 
brought  an  almost  instant  business 
dislocation.  Fear  of  panic  was  allayed 
by  the  summary  closing  of  the  stock 
exchanges.  A  currency  famine  was 
supposed  to  be  imminent.  The  mem- 
bers of  the  Federal  Reserve  Board  had 
been  appointed  about  this  time — 
August  9,  1914 — but  the  time  for 
opening  the  new  Reserve  Banks  could 
not  even  be  predicted. 

In  September  the  dormant  National 
Currency  Associations  were  awakened. 
These  had  been  formed  in  many  dis- 
tricts under  the  provisions  of  the 
Aldrich-Vreeland  Act,  passed  after  the 
panic  of  1907.  Emergency  currency 
was  issued  to  these  Associations  and 
met  whatever  stress  there  was,  as 
told  in  ISIr,  Dodge's  article.^ 

*"The  Aldrich-Vreeland  Emergency  Cur- 
rency." 


Aside  from  the  useful  service  of 
providing  currency  and  thereby  sus- 
taining confidence,  the  operation  of 
this  law  was  effective  to  prove  its  in- 
capacity to  meet  anything  more  than  a 
passing  strain.  There  were  many  men 
— bankers  included — who  thought  that 
the  demand  for  banking  reform  would 
be  completely  met  by  this  law  or  any 
law  which  would  permit  the  turning  of 
bank  assets  into  currency.  It  was  a  bit 
of  good  fortune  that  there  was  a  dem- 
onstration to  show  that  banking  eflfi- 
ciency  was  a  reserve  and  not  a  currency 
problem.  It  eliminated  forever  from 
consideration  a  half-hearted  remedy. 

Early  Problems  and  Operations  of 

THE  Federal  Reserve  Board 

and  Banks 

The  Federal  Reserve  Board  and 
the  Banks  were  organized  without 
much  diflficulty.  The  Organization 
Committee  toured  the  country  to 
gather  information  and  hear  the  argu- 
ments of  the  various  civic  and  banking 
committees  selected  to  advance  the 
claims  of  the  many  cities  which  thought 
themselves  entitled  to  selection  as  the 
homes  of  the  Reserve  Banks.  There 
were  many  contenders  for  these  honors 
and  there  was  some  bitterness.  Fixing 
the  boundary  lines  of  the  districts  also 
caused  contention.  Political  "pull" 
was  exerted  to  influence  the  committee 
from  without  and  political  prejudice 
was  working  \\'ithin.  But  these  mat- 
ters were  of  minor  importance  com- 
pared to  the  Organization  Committee's 
interpretation  of  the  provision  as  to  the 
number  of  Banks.  They  decided  that 
twelve  should  be  immediately  estab- 
lished, and  not  eight,  to  be  increased 
to  twelve  later  if  experience  showed 
twelve  to  be  necessary. 

Undoubtedly  the  Committee  felt  the 
pressure  keenly.  Southern  cities  were 
very  ambitious  and  very  influential. 
But,  so  far  as  politics  was  concerned. 
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its  full  force  was  not  manifested  until 
the  matter  of  organizing  the  Reserve 
districts  came  before  the  Reserve 
Board  for  review  in  1915. 

The  Federal  Reserve  Act  (Section  2) 
says,  "The  determination  of  said  or- 
ganization committee  shall  not  be  sub- 
ject to  review  except  by  the  Federal 
Reserve  Board  when  organized"  and 
"the  districts  thus  created  may  be  ad- 
justed and  new  districts  may  from 
time  to  time  be  created  by  the  Federal 
Reserve  Board,  not  to  exceed  twelve  in 
all." 

The  Board  seemed  to  think  that  pro- 
vision mandatory.  It  was,  therefore, 
in  the  performance  of  what  they  con- 
sidered a  duty  that  they  turned  to  a 
study  of  district  boundaries  and  the 
location  of  Reserve  Banks.  In  several 
instances  changes  in  boundaries  were 
made,  but  when  a  discussion  of  the 
possible  strengthening  of  the  System 
by  combining  some  of  the  districts 
(without  closing  any  offices  already  es- 
tablished) was  begun,  political  power 
began  immediately  to  work. 

The  then  Governor  of  the  Board  and 
the  two  ex-officio  members  combined 
to  prevent  any  change  of  the  kind  un- 
der discussion.  The  ex-officio  members 
— the  Secretary  of  the  Treasury  and 
Comptroller  of  the  Currency  whose 
action  as  members  of  the  Organization 
Committee  was  to  be  reviewed — and 
the  Governor  were  a  minority  of  the 
Reserve  Board.  But,  over  the  signa- 
ture of  the  Governor  and  without  the 
authority  or  knowledge  of  the  majority 
of  the  Board,  they  asked  the  President 
to  transmit  to  the  Attorney-General  a 
request  for  an  opinion  defining  the 
Reserve  Board's  powers  of  review. 

The  opinion  was  turned  out  over 
Saturday  and  Sunday,  which  may  be- 
considered  unusual  dispatch,  \\lien 
the  Board  met  again  it  was  faced  with 
the  Administrations'  interpretation  of 
the  law  and  the  interpretation  was  that 


the  Board  had  no  power  to  review 
the  determination  of  the  Organization 
Committee  in  a  manner  that  might 
affect  the  existence  of  any  of  the  twelve 
Reserve  Banks  already  established. 

The  point  to  be  made  is  that  the 
integrity  of  the  Reserve  System  is  of 
indifferent  consequence  in  the  face  of 
political  exigency.  Perhaps  just  such 
a  thing  will  not  happen  again  but  this 
is  the  second  instance  in  which  appeal 
was  made  to  the  Attorney-General  to 
give  legal  support  to  a  plan  politically 
desired. 

The  fear  of  future  political  assaults 
on  the  integrity  of  the  Reserve  System 
is  so  well  founded  in  experience  that 
Mr.  Warburg  is  wholly  justified  in  his 
conclusion  that  the  people  must  de- 
velop a  jealous  regard  for  their  banking 
machinery  if  they  wish  it  to  endure. 
Mr.  Warburg,  in  his  article,  is  appar- 
ently less  concerned  with  the  past  than 
with  the  future.  Recent  experiences 
indicate  the  correctness  of  his  views 
and  the  basis  for  his  fear  of  political 
encroachment.  He  worked  so  faith- 
fully and  effectively  to  gain  and  hold 
for  the  Reserve  Banks  what  they  have 
that  anything  he  says  has  particular 
and  peculiar  significance. 

Once  the  Reserve  Board  was  in  ac- 
tion, there  was  the  usual  clamor  for 
jobs  from  eager  politicians  but  it  was 
mostly  clamor.  The  positions  to  be 
filled  were  hedged  about  by  qualifica- 
tions that  could  not  be  met  by  those 
without  banking  experience.  The  po- 
sition of  Reserve  agent  attracted  the 
avid  attention  of  the  politically  faithful. 
The  duties  of  this  position  were  not 
clearly  defined.  At  first  sight  it  seemed 
to  offer  attractions  of  ease  and  afford  a 
quiet  resting  place  for  an  agreeable  ex- 
something  classed  in  political  slang  as 
a  "  lame-duck."  There  were,  of  course, 
hundreds  of  appl ications  for  these  places 
and  every  applicant  was  supported  by 
heavy  political  indorsements. 
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However,  the  Reserve  Board  itself 
was  wisely  chosen.  Efforts  to  diversify 
its  membership  both  in  equipment  and 
representative  character  were  success- 
ful. The  Board,  charged  with  the 
duty  of  organizing  a  new  banking 
system  at  the  time  the  world  was  be- 
ginning the  greatest  of  wars,  did  not 
view  the  task  lightly  or  politically. 
Bankers  were  drafted  into  the  service 
of  the  Reserve  Banks  and  accepted, 
often  at  large  sacrifice.  Bankers  and 
business  men  chosen  to  the  directo- 
rates of  the  Reserve  Banks  were  as 
much  in  earnest  as  the  Reserve  Board. 
The  political  pressure  was  strong 
enough  to  bring  a  lapse  here  and  there, 
but  the  general  character  and  business 
complexion  of  the  official  staffs  stood 
up  under  close  inspection.  This  early 
proceeding  is  to  be  judged  only  in  the 
light  of  results  obtained  and  not  by  the 
efforts  that  were  made  to  impose  upon 
Board  or  Banks  the  wishes  of  those  who 
were  politically  moved.  It  is  a  fair 
inference  that,  so  far  as  jobs  were 
concerned,  political  officialdom  passed 
recommendations  along  in  the  serene 
confidence  that  the  banking  minds 
would  accept  the  responsibility  of  the 
refusal  to  concur. 

In  any  event  the  Banks  came  into 
existence  as  banks  and  were  opened  on 
November  16, 1914.  Having  buildings, 
equipment,  officers  and  staffs,  they 
were  naturally  curious  as  to  what  they 
might  do.  Could  they  advertise  and 
go  out  after  business?  No  provision 
had  been  made  for  such  a  course.  They 
would  get  business  when  their  member 
banks  were  hard  pressed  for  funds. 
Humiliation  attached  to  rediscounting. 
It  was  regarded  as  a  sign  of  weakness. 
Moreover,  while  the  Reserve  Banks 
were  open  for  business,  reserve  funds 
were  to  be  turned  over  to  them  in 
installments.  The  banking  system 
was  otherwise  running  along  as  before. 
There  was,  however,  much  to  do. 


In  nearly  every  district  leading  banks 
rediscounted  paper  for  the  sake  of 
example.^  The  Reserve  Board  had  to 
study  the  law,  which  settled  all 
difficult  problems  by  saying  "under 
such  regulations  as  the  Board  may 
prescribe."  It  must  also  be  re- 
membered that  Aldrich-Vreeland  emer- 
gency currency  was  in  circulation  and 
was  to  be  retired  or  supplanted  by 
Federal   Reserve  notes. 

Rules  were  to  be  made,  precedents 
set  and  the  gathering  of  traditions 
begun.  Eligible  paper  had  to  be 
defined;  at  least,  a  beginning  had  to  be 
made.^  Not  only  banking  customs 
but  business  habits  would  have  to  be 
remolded  and  remodelled,  if  the  Re- 
serve Banks  were  to  have  an;yi:hing  on 
which  to  function.  Acceptances  were 
authorized  by  the  Act.  They  were 
new  to  the  banking  world.  The 
lessons  of  war  were  beginning  to  say 
that  gold  would  have  to  be  gathered 
and  impounded.''  The  state  chartered 
banks  were  hostile  or,  at  best,  only 
neutral.  It  grew  rapidly  plainer  that 
they  would  have  to  be  wooed  and  won. 
The  law  made  it  mandatory  that  the 
clearing  and  collection  of  checks  and 
drafts  be  undertaken.  A  first  step  in 
this  direction  threw  the  country  banks 
that  were  members  of  the  System  into 
spasms  of  anger  and  fear.  It  made 
the  state  banks  glad  that  they  were 
beyond  such  meddling. 

The  Gold  Settlement  Fund  came  as  an 
ingenious  means  to  economy  and  con- 
venience for  member  banks.  It  was  a 
first  notable  step  in  what  the  Reserve 
Banks  could  do — something  that  would 
be  helpful ,  speedy  and  cheap .  The  plan 
was  worked  out  by  the  Reserve  Board 

^  "Early  Functioning  of  the  Federal  Reserve 
System." 

*" Eligibility  for  Discount"  by  Charles  L. 
Powell. 

''See  "Preparation  for  War  and  the  Liberty 
Loans"  by  J.  H.  Case. 
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iu  conjunction  with  experts  called 
from  member  banks.  It  was  simple 
and  easy  and  established  itself  so 
quickly  in  favor  that  it  was  almost  as 
quickly  forgotten  as  a  service.  It  has 
always  worked  perfectly  and  stands 
nowas  a  real  achievement.^  Itisaserv- 
ice  no  less  to  business  than  to  banks. 

The  story  of  the  winning  of  the 
state  banks  and  of  par  collections  is 
told  in  the  paper  by  Mr,  Pierre  Jay, 
Chairman  of  the  Board  of  the  Federal 
Reserve  Bank  of  New  York.  Mr.  Jay 
was  called  to  that  position  from  the 
presidency  of  a  state  bank.  It  is 
needless  to  say  that  his  sympathetic 
understanding  of  state  bank  problems, 
his  patience  and  persistence  found 
opportunity  for  display  in  dealing 
with  those  institutions.  But  the 
national  banks  within  the  System 
were  more  rebellious  than  the  state 
banks  without  it.  They  would  not  be 
mollified  and  they  were  impervious  to 
argument.  They  nearly  disrupted  the 
American  Bankers  Association.  They 
forced  Congress  to  consider  amend- 
ment of  the  Act  and  missed  winning 
completely  by  a  narrow  margin.  They 
went  to  law  ^bout  it.  It  is  possible 
still  to  make  exchange  charges  and 
they  are  made,  but  the  "par  collec- 
tion" competition  is  too  strong.  In 
the  face  of  all  the  obstacles  the  Reserve 
Banks  are  now  the  great  instruments 
for  check  collections  and  they  will 
have  competition  in  this  field  only 
from  banks  of  great  reach,  capable  of 
maintaining  the  necessary  connections 
and  facilities. 

However,  the  War,  not  the  wooing, 
brought  the  state  banks  into  the 
System — not  all  of  them,  of  course, 
but  a  number  in  point  of  resources 
quite  great  enough  to  give  the  Reserve 
System  the  necessary  universality — if 
there  is  any  such  thing  as  a  degree. 

•"The  Evolution  of  the  Gold  Settlement 
Fund"  by  George  J.  Seay. 


The  development  of  the  relations  of 
Reserve  Banks  to  their  members  and 
with  one  another  immediately  became 
a  serious  problem  once  the  Reserve 
Banks  were  in  operation.  How  this 
was  done  and  what  was  and  is  being 
done,  is  told  by  Mr.  Gidney.  The 
Reserve  Banks  can  never  supplant 
"correspondent"  banks.  There  are 
too  many  services  the  latter  render, 
too  many  personal  and  long-standing 
connections,  but  the  Reserve  Banks 
have  made  great  progress  and  have 
brought  their  depositors  to  a  realiza- 
tion that  they  are  customers  and  will 
be  treated  as  such.  The  development 
of  close  relationships  among  the  Re- 
serve Banks  and  their  officials  has 
also  been  as  important  as  it  is  in- 
teresting. Unity  demanded  it,  but 
systematic  effort  was  essential  to  its 
achievement. 

There  will  always  be  non-member 
banks  because  banking  is  often  special- 
ized and  men  have  notions  of  inde- 
pendence. The  mutual  savings  banks 
of  the  East  are  not  eligible  to  member- 
ship. They  haVe  no  capital  stock. 
The  laws  have  been  changed  in  one  or 
two  states  to  permit  them  to  invest  a 
part  of  their  funds  in  "commercial 
paper"  and  acceptances,  but  their 
investments  are  not  supposed  to  be 
liquid,  and  they  are  far  removed  from 
commercial  banking. 

Probably  there  will  always  be  pri- 
vate bankers  with  freedom  to  operate 
within  that  borderland  where  invest- 
ment and  commercial  banking  meet 
and  divide,  or  on  both  sides  of  it.  But 
the  Reserve  System,  as  now  formed  of 
Reserve  Banks,  national  banks,  state 
banks  and  foreign  trade  banks,  is 
sufficiently  inclusive  and  strong  to 
permit  the  statement  that  it  is  as 
nearly  universal  as  necessary.  There 
is  nothing  on  the  horizon,  or  nearer, 
to  indicate  that  it  will  diminish  in- 
stead of  grow. 
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Amendments  to  the  Reserve  Act 
have  been  fairly  numerous,  but  gen- 
erally they  have  been  made  to  meet 
conditions  that  could  not  be  foreseen 
or  to  make  operating  conditions  easier 
or  simpler.  It  is  good  fortune  as  well 
as  good  judgment  that  there  has  yet 
been  no  success  in  perverting  the 
provisions  of  the  Act.  Congress  has 
so  far  yielded  to  the  guidance  of  the 
Reserve  Board  and,  when  there  was 
threat  of  unsound  doctrine,  Carter 
Glass,  as  representative  and  senator, 
has  been  found  on  guard.  The  first 
thrust  at  the  integrity  of  the  System 
by  the  War  Finance  Corporation  has 
been  parried.  Even  the  admission 
that  that  Corporation  is  now  doing 
commendable  work  and  meeting  an 
urgent  need,  does  not  justify  dismissal 
of  the  hope  that  its  life  and  the 
emergency  which  reviv^ed  it,  will  both 
end  as  scheduled  on  July  1,  1922. 

Amendments  to  the  Act  are  dis- 
cussed in  Mr.  Walter  S.  Logan's 
paper  where  their  bearing  and  trend 
may  be  learned.  In  this  connection 
it  is  not  amiss  to  say  that  bankers  have 
contributed  loyally  to  the  effectiveness 
of  the  Reserve  Banks'  operations.  If 
they  fought  lustily,  through  one  or 
two  groups,  against  par  collections, 
they  cooperated  zealously  by  sur- 
rendering their  gold  to  the  Reserve 
Banks.  Without  the  War  the  im- 
pounding of  gold  would  have  been 
exceedingly  difficult;  as  it  was,  it 
required  effort.  But  good  teaching 
and  good  leadership  carried  through, 
in  the  closing  months  of  1917,  a  plan 
whose  success  stood  as  a  milestone  in 
the  progress  of  the  Reserve  System. 

Branches  of  the  Federal  Reserve 
Banks  were  established  and  opened  in 
the  interest  of  service  to  business. 
The  jealousies  engendered  by  the 
selection  of  Reserve  Bank  cities  and 
the  making  of  reserve  districts  were 
wiped  out  in  this  way,  but  the  branch 


banks  have  proved  the  necessity  for 
their  existence.  Governor  Fancher, 
of  the  Cleveland  Reserve  Bank  tells 
the  story. ^  There  are,  however,  varia- 
tions in  the  operation  of  branches.  In 
the  far  West  the  geographical  extent 
of  the  San  Francisco  district  demanded 
a  larger  independence  in  management 
for  the  branches  than  in  the  East,  but 
telegraphic  communication  is  always 
close. 

The  assumption  of  the  functions  of 
the  Independent  Treasury — see  Pro- 
fessor Wildman's  article — came  be- 
latedly. It  was  probably  as  well  that 
it  was  deferred  by  politics  and  war. 
When  it  did  come,  the  banks  were 
experienced  and  ready.  So  far  as  the 
public  was  aware  the  subtreasuries 
slipped  their  moorings  and  drifted  into 
the  sea  of  oblivion  with  no  one's 
knowing  or  caring. 

Expansion,  Contraction  and  the 

Discount  Rate — Vital 

Problems 

It  was  thought  advisable  by  the 
editors  of  this  volume  to  have  as  wide 
a  discussion  as  possible  of  "Expansion 
and  Contraction."  Involved  with 
this  question  is  the  influence  of  the 
rediscount  rate  on  business  activity 
and,  therefore,  the  relation  of  the 
rediscount  rate  to  business  and  to  the 
expansion  and  contraction  of  money 
and  credit. 

The  Reserve  Board  is  charged  with 
many  duties.  The  Reserve  Banks 
function  in  many  ways.  But  no 
question  goes  more  to  the  vitals  of  the 
entire  scheme  than  the  adjustment  of 
the  discount  rate  of  the  Reserve  Banks. 
W  hatever  else  they  may  do  and  how- 
ever successful  they  may  be  in  the  dis- 
charge of  collateral  and  subsidiary 
duties,  around  the  discount  rate  and  its 
making  cluster  the  factors  that  bear 

*  "The  Establishment  and  Scope  of  Branches 
of  Federal  Reserve  Banks." 
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directly  on  the  success  or  failure  of  the 
Reserve  Banks  as  aids  to  commercial 
business  or  to  the  member  banks  which 
act  in  response  to  business  and  react  to 
its  advantage. 

The  relation  of  the  Reserve  Banks' 
discount  rate  to  and  influence  on 
business  has  by  no  means  been  deter- 
mined. The  factors  to  be  considered 
in  determining  the  rate  are  pretty  well 
settled,  but  their  relation  to  one 
another  and  the  relative  importance  of 
each  is  still  an  open  question.  In 
seven  years  of  operation  the  deter- 
mining of  the  discount  rate  has  been 
influenced  by  extraneous  or  distract- 
ing conditions.  At  first  when  the 
Banks  were  new,  it  was  of  no  im- 
portance. "VMien  war  pressed,  other 
factors  received  scant  attention.  After 
the  Armistice  the  belief  that  the 
unexampled  prosperity  would  endure, 
supported  the  Treasury's  needs  for 
more  financing.  \Mien,  finally,  some- 
thing had  to  be  done  to  avert  a 
crash,  it  was  found  that  no  genuine 
experience  in  adjusting  the  discount 
rate  to  influence  business  had  been 
had.  The  first  increase  of  the  rate 
to  "slow  up"  business  came  as  an 
arbitrary  decree  based  on  a  conception 
dra'^Ti  from  British  experience.  That 
was  in  January,  1920.  Business  did 
not  slow  up.  It  went  on,  undoubtedly 
despite  the  higher  rate,  despite  the 
warning,  but,  because  of  what?  Pos- 
sibly because  of  its  own  momentum. 
Expansion  increased.  It  was  many 
gloomy  months  after  the  rate  was  first 
increased  before  the  peak  of  either 
credit  or  currency  expansion  was 
reached.  In  the  meantime  business 
generally  declined  to  believe  that  the 
end  of  war  prosperity  had  come  or  that 
the  revival  and  continuation  of  it  was 
not  around  the  corner.  The  Reserve 
Board  and  the  rates  of  the  Reserve 
Banks  were  mentioned  only  to  be 
damned.      All    kinds    of    allegations, 


charges,  proposals  and  remedies  were 
made.  In  the  end  the  rate  was 
popularly  charged  with  undoing  busi- 
ness— for  lack  of  a  better  reason. 

All  this  was  a  new  experience  with 
the  discount  rate.  It  was  a  valuable 
experience  because  it  was  a  first  lesson 
in  the  time  relationship  between  busi- 
ness activity  and  the  Reserve  Bank's 
discount  rate  which,  to  whatever  extent 
it  affects  business  activity,  can  do  it 
only  through  the  influence  it  exerts  on 
the  rates  charged  by  member  banks. 

In  the  articles  on  these  questions,  a 
^nde  range  of  experience,  supplemented 
by  opinion  and  study,  was  sought. 
Bankers,  Reserve  Bank  oflBcials,  mer- 
chants, economists  were  all  invited  to 
express  themselves.  Governor  Hard- 
ing, of  the  Reserve  Board,  has  stated 
the  problem  as  it  is  before  the  Board. 
Mr.  John  H.  Rich,  Chairman  of  the 
Board  of  the  Minneapolis  Reserve 
Bank,  has  furthered  the  discussion  with 
views  and  experiences  in  that  extensive 
and  interesting  Reserve  district.  Dr. 
A.  C.  Miller  of  the  Reserve  Board,  has 
brought  to  bear  on  it  a  mind  singularly 
free  from  prejudice  and  admirably 
equipped  to  ferret  out  and  interpret 
facts.  Mr.  John  V.  Farwell,  from  the 
merchant's  interested  and  detached 
position,  gives  helpful  suggestions  and 
clear  exposition.  Mr.  J.  B.  Forgan, 
dean  of  bankers,  and  tried  in  experience 
by  long  service  on  the  Federal  Advisory 
Council,  and  Mr.  George  M.  Reynolds, 
from  a  terraced  height  of  banking 
leadership  fairly  won,  make  contribu- 
tions which  are  supplemented  by  those 
of  Professor  E.  M.  Patterson  of  the 
University  of  Pennsylvania  and  Dean 
Chester  A.  Phillips,  of  the  University 
of  Iowa,  theorists  in  the  field  of  eco- 
nomics but  with  practical  bents  and 
adept  in  the  use  of  scientific  method. 

Needless  to  say,  these  men  are  not 
entirely  in  agreement.  But  close  read- 
ing of  their  contributions  will  disclose 
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that  they  are  far  from  hopelessly  apart. 
Any  divergence  of  statement  is  not 
over  what  the  discount  policy  has 
been,  but  rather  in  emphasis  as  to 
what  it  should  be  in  the  future. 

The  problem  of  the  time  relation- 
ship between  the  rediscount  rate  and 
business  activity  seems  vital  in  the  dis- 
cussion. Of  the  efficacy  of  the  redis- 
count rate  to  influence  business  there 
is  little  room  for  question.  Recent 
experience,  however,  indicates  a  con- 
siderable lapse  between  the  time  of 
fixing  the  rate  and  the  time  when  busi- 
ness feels  and  responds  to  it.  On 
January  21,  1920,  the  first  increase  in 
discount  rate  to  six  per  cent  was  made. 
This  rate  was  maintained  until  the 
following  June  when  the  rate  for 
Chicago  and  New  York  was  increased 
to  seven  per  cent.  This  rate  was  main- 
tained for  a  year.  In  June,  1921,  the 
lowering  began. 

The  point  made  by  Mr.  Reynolds  is 
that  business  is  not  immediately  affec- 
ted by  the  rates  charged  by  commercial 
banks.  The  rediscount  rate  can  affect 
business  activity  only  through  its  effect 
on  the  rates  of  commercial  banks.  But 
banking,  as  a  result  rather  than  a  cause 
of  business  activity,  can  react  only 
after  business  has  made  commitments 
which  it  is  bound  to  carry  through 
if  it  can.  If,  under  the  present  rela- 
tionship between  the  rediscount  rate 
and  business  activity,  the  rate  is  to  be 
adjusted  effectively,  adjustment  must 
be  made  in  anticipation  of  a  business 
activity  which  may  need  restraint  or  of 
an  inactivity  which  may  need  stimula- 
tion. Such  an  adjustment  might  be 
precarious  and  it  would  likely  be  un- 
certain. It  is  venturesome  to  say  that 
the  rates  charged  for  loans  by  member 
banks  would  be  a  better  guide  in  seek- 
ing a  basis  for  the  rediscount  rate,  for 
those  rates  have  variations,  as  do  the 
rates  charged  for  standard  "commercial 
paper." 


The  condition  outlined  shows  the 
strength  of  the  position  of  those  who 
say  the  rediscount  rate  should  always 
be  higher  than,  say,  the  rate  for  stand- 
ard commercial  paper  charged  by 
member  banks.  However,  there  are 
strong  arguments  why  the  rediscount 
rate  should  sometimes  be  lower.  At 
present  the  lower  rate  is  giving  many 
hard  pressed  banks  in  the  farming 
sections  a  needed  breathing  spell. 
A  lower  rate's  influence  in  stimulating 
business  may  also  be  problematical 
unless  the  member  banks  adjust  their 
rates  to  it  as  quickly  as  possible  and 
with  considerable  speed  in  any  event. 

It  is  not  that  these  statements  create 
a  dilemma  but  they  seem  to  justify  no 
other  conclusion  than  that  further 
experience  in  influencing  the  rates  of 
member  banks,  if  not  further  experi- 
ment, is  necessary  before  it  may  be 
said  that  wisdom  is  justified  of  her 
children. 

Importance  of  the  "Open 
JVIarket  " 

If  operation  of  the  Federal  Reserve 
Banks,  under  stable  conditions  of  busi- 
ness, is  to  be  seasonal  and  cyclical,  as 
many  of  the  contributors  to  this  volume 
seem  to  believe,  the  further  develop- 
ment of  open-market  operations  wnll 
be  in  order.  It  so  happens  that  the 
Reserve  Banks,  early  in  their  careers, 
found  war  a  wonderful  accelerator. 
War  made  them  busy  and  prosperous. 
Henceforth  they  ■o'ill  operate  under 
changed  conditions.  Not  that  there 
will  not  be  continuous  business  for  the 
Reserve  Banks,  but  they  will  not  be 
,  carrying  peak  loads  twelve  months  in 
the  year.  Their  operations  in  the 
open  market  will  be  more  important 
under  the  new  conditions  than  in  the 
past.  In  this  field  they  may  find  it 
possible  to  exert  an  influence  which 
will  make  for  the  stabilization  of 
money  rates. 
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Mr,  Agger  tells  of  the  development 
and  position  of  the  open  market. 
From  what  has  been  achieved  we  may 
get  an  idea  that  here  is  a  field  for 
cultivation,  with  success  reacting  to 
demonstrate  another  and  large  service 
the  Reserve  Banks  may  render  busi- 
ness. The  law  made  provision  for 
such  conduct  by  the  Reserve  Banks  and 
its  importance  must  be  kept  in  mind. 

INIlSCONCEPTIONS   OF   THE   SySTEM 

Under  the  stress  of  financial  diffi- 
culties incident  to  war  and  its  after- 
math the  Reserve  Banks  came  in  for 
a  full  measure  of  criticism.  It  was  to 
be  expected,  and  it  is  not  surprising, 
that  a  portion  of  the  criticism  was 
hostile  as  well  as  adverse.  Professor 
Patterson,  in  his  discussion  of  contrac- 
tion and  expansion,  gives  a  very  clear 
elucidation  of  Reserve  Bank  operations 
in  their  relation  to  government  financ- 
ing, foreign  business  and  conditions 
and  commercial  banking.  In  these 
operations  will  be  found  such  basis  as 
exists  for  real  criticism.  The  article 
might  well  be  read  with  that  also  in 
mind. 

In  his  review  of  the  "Popular  and 
Unpopular  Activities  of  the  Federal 
Reserve  Board  and  the  Federal  Reserve 
Banks,"  Dr.  Scott  goes  more  partic- 
ularly into  these  criticisms,  the  rea- 
sons for  them  and  the  shallowness  of 
most  of  them,  while  Governor  McDou- 
gal  of  the  Reserve  Bank  of  Chicago, 
gives  a  striking  illustration  of  the  lean 
foundation  on  which  rest  the  allega- 
tions of  discrimination  against  the 
agricultural  districts. 

It  is  not  enough  to  state  what  the 
Federal  Reserve  System  is  designed  to 
do,  if  the  fundaments  of  that  System 
are  to  be  understood.  Current  mis- 
conceptions must  be  cleared  away. 
The  prevalence  of  erroneous  ideas 
compels  such  procedure. 

A  wide-spread  notion  prevails,  even 


among  bankers,  that  the  Federal 
Reserve  Banks  are  government  banks. 
They  are  bankers'  banks.  This  fact 
is  wTitten  into  the  Federal  Reserve 
Act.i" 

It  is  implied  in  the  provisions  of  that 
instrument. ^^  It  is  not  only  recognized 
by  economists,^^  but  also  indorsed  by 
operating  officers  of  Reserve  Banks.*^ 
No  Federal  Reserve  Bank  stock  is  held 
by  the  Federal  government.  The 
government  possesses  its  regulatory 
power  because  the  System  is  freighted 
with  a  public  interest.  The  govern- 
ment has  an  interest  in  Reserve  Bank 
profits  only  through  a  franchise  tax. 
The  Federal  Reserve  Banks  are  sub- 
ject to  taxation  like  other  private 
corporations.  To  be  sure,  a  minority 
of  the  directors  of  Reserve  Banks  are 
appointed  by  the  Federal  Reserve  Board 
and  members  of  that  Board  are  gov- 
ernment appointees  exercising  super- 
visory powers  in  the  public  interest. 
Moreover,  Federal  Reserve  Banks  do 
act  as  fiscal  agents,  and  in  other  ways, 
for  the  government's  convenience. 
Nevertheless,  Federal  Reserve  Banks 
are  not  government  banks.  They  are 
bankers'  banks  designed  to  aid  busi- 
ness by  facilitating  commercial  trans- 
actions. The  fact  that  the  Reserve 
Banks  are  not  government  banks  de- 
stroys the  ground  work  for  assumptions : 
(1)  That  the  System  can  produce 
general  "prosperity,"  and  (2)  that 
it  should  be  dominated  by  govern- 
ment. 

Under  the  stimulation  of  war  the  fa- 
cilities of  the  Reserve  Act  for  expansion 
became  an  engine  of  inflation.  They 
cannot  be  made  an  engine  of  "pros- 

"  See  the  Act  and  Professor  Kemmerer's  paper 
in  this  volume. 

"  Cf.  "The  Reserve  Act  in  its  Implicit  Mean- 
ing." 

^  See  Professor  Phillips'  article,  for  example. 

"  Cf .  "  Relations  of  Reserve  Banks  to  Member 
Banks  and  Inter- Relations  of  Federal  Reserve 
Banks." 
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perity."  Neither  deft  nor  awkward 
political  manipulation  can  turn  the 
Reserve  System  from  its  strictly  eco- 
nomic purpose.  It  was  not  designed 
to  salvage  insolvents.  It  cannot  create 
credit  out  of  nothing.  WTiile  com- 
mercial banks  can  control  the  flow  of 
commercial  credit  and  thus  affect  the 
currents  of  the  productive  processes, 
business  creates  that  credit  which 
banks,  even  the  Reserve  Banks,  ap- 
portion. Business  impels ;  banking  con- 
trols the  drives, — after  a  time.  If 
there  must  be  a  causal  relationship 
between  business  and  banking,  busi- 
ness causes  banking.  There  is  actually 
a  functional  relationship.  Business 
gives  rise  to  banking  and  banking 
reacts  on  business.  Neither  commer- 
cial banks  nor  Reserve  Banks  can 
create  credit  and  thus  create  "pros- 
perity." 

One  of  the  facts  that  doubtless  has 
obscured  thinking  about  the  funda- 
mental play  of  commercial  banking  is 
this  one,  that  the  Reserve  Banks  have 
handled  government  issues,  redis- 
counted  paper  secured  by  government 
obligations  and  otherwise  performed 
war  functions  for  the  Federal  govern- 
ment. They  have  been  functioning,  in 
no  small  measure,  on  other  than  com- 
mercial credits.  This  was  not  their 
original  purpose.  Government  promises 
to  pay  should  not  be  the  chief  grist 
taken  to  the  Reserve  Bank  mill.  But 
as  a  result  of  war  operations,  the 
assumption  that  Reserve  Banks  can 
"manufacture"  credit  out  of  nothing 
seems  to  find  justification  with  those 
who  have  not  seen  the  underlying 
sources  of  the  promises  to  pay  on  which 
the  Reserve  Banks  have  been  function- 
ing. Business,  not  banking,  creates 
what  is  called  "prosperity." 

An  instance  of  government  domina- 
tion of  the  Federal  Reserve  System 
can  be  found  in  the  control  of  the 
rediscount  rates  by  the  rate  on  govern- 


ment bonds.**  This  control  was  no 
doubt  bred  of  war's  necessities.  The 
War  is  over.  But  no  end  has  come  to 
political  pressure  on  the  Reserve 
System.  That  pressure  seems  now  to 
come  through  Congress,  or  a  section 
thereof,  rather  than^through  the  Ad- 
ministration. It  is  suggestive,  if  not 
legally  accurate,  to  say  that  the 
Federal  Reserve  Board  can  exercise 
those  powers  expressly  granted  or 
necessarily  and  fairly  resulting  there- 
from, while  the  Reserve  Banks  hold 
residual  powers.  "Less  government 
in  business"  can  find  a  starting  point 
in  the  Reserve  System.  Government 
supervision  is  very  different  from  po- 
litical manipulation.  These  bankers* 
banks  should  be  unhampered  by 
politics. 

A  current  misconception  that  is 
giving  way  is  the  notion  of  dead-level 
uniformity  of  policy  and  practice 
among  the  Reserve  Banks.  The  Fed- 
eral Reserve  System  meets  the  neces- 
sities of  American  geography  and  his- 
tory in  providing  regional  banks  with 
a  centralized  supervision.  This  fact  is 
attested  by  many  of  the  contributors 
to  this  volume.*^  Presumably  each 
Reserve  Bank  will  adapt  its  policy  and 
practice  to  the  hard  and  particular  facts 
of  the  business  situation  in  its  district. ^^ 
Wliere  differences  in  procedure  are 
necessary,  they  must  and  will  be  allowed 
by  the  Federal  Reserve  Board,  just  as 
differentials  in  discount  rates  are 
"permitted"  between  districts  that  are 
dissimilar.  The  Reserve  Board  will 
play  its  part  of  leadership  by  function- 
ing on  common  matters  of  policy  and 
practice  without  constraining  the  direc- 
tors of  the  various  banks  in  matters  of 

"  See  Governor  Harding's  statement  in  the 
article,  "Rediscount  Rates,  Bank  Rates  and 
Business  Activity." 

1^  See,  for  instance,  the  articles  by  B.  H.  Beck- 
hart  and  John  H.  Rich. 

1^  See  the  paper  by  H.  Parker  Willis  in  this 
volume. 
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justifiable  difference.  Thus  will  the 
System  best  perform  its  service  in 
facilitating  commerce.  Arbitrary  con- 
trol, political  interference  and  dead- 
level  uniformity  will  destroy,  not  main- 
tain, the  integrity  of  the  Federal 
Reserve  System. 

The  Avoidance  of  Investment  Oper- 
ations BY  Reserve  Banks 

Investment  banking  should  have  no 
place  in  the  operations  of  Federal 
Reserve  Banks.  Their  reason  for  be- 
ing is  to  aid  commercial  banking.  In- 
vestment operations  can  be  avoided 
by  confinmg  the  paper  eligible  for 
discount  at  the  Reserve  Banks  to 
commercial  paper. ^^ 

Should  the  Federal  Reserve  Banks 
perform  such  agricultural  credit  func- 
tions as  are  now  being  developed  by 
the  War  Finance  Corporation  and 
should  they  be  "adapted"  to  such 
functions?  The  answer  to  this  ques- 
tion will  not  only  emphasize  the 
distinction  between  commercial  and 
investment  banking — in  what  may  be 
urged  as  a  border-line  case — but  will 
also  illustrate  the  need  of  confining 
eligible  paper  to  that  which  evidences 
a  movement  of  goods  from  producer  to 
consumer  and  is  self-liquidating. 

The  original  purpose  of  the  War 
Finance  Corporation  is  of  no  present 
moment.  The  essential  purpose  of 
Section  24  of  the  War  Finance  Cor- 
poration Act,  under  which  the  Corpora- 
tion is  now  operating,  is  to  give  bankers 
and  farmers  time  in  which  to  pay  their 
obligations.  Banks  in  various  agri- 
cultural communities  have  made  loans 
for  "agricultural  purposes"  which  can- 
not be  repaid  at  maturity  out  of  the 

^^  The  term  commercial  paper,  unless  in  quotes 
in  this  article,  means  commercial  paper  as  defined 
in  the  Federal  Reserve  Act  and  rulings  of  the 
Federal  Reserve  Board,  and  expressly  includes 
agricultural  paper.  In  the  case  of  agricultural 
paper,  however,  the  maturity  of  the  paper  is  the 
essential  point  in  giving  it  eligibility. 


proceeds  of  this  year's  crop.  Some  of 
these  banks  are  themselves  having  dif- 
ficulty in  meeting  their  bills  payable. 
This  situation  is  too  well  knowTi  to 
need  elaboration.  The  War  Finance 
Corporation  Act  expressly  permits 
banks  with  "frozen"  agricultural  cred- 
its to  apply  for  advances  from  the  Cor- 
poration for  six  months  or  a  year,  ^\ath 
a  renewal  privilege  which  may  give 
the  obligation  a  total  life  of  three  years. 
By  getting  time  in  which  to  retire  its 
bills  payable,  the  bank  is  in  a  position 
to  give  farmer  borrowers  time  in  which 
to  make  a  new  crop,  or  two  if  necessary, 
and  thus  clean  up  their  obligations. 
The  Bank's  obligation  must  be  secm-ed 
by  collateral  which  will  insure  ultimate 
payment,  but  time  is-  given  for  pay- 
ment. In  short,  the  Corporation  is 
functioning  in  the  way  of  carrying  the 
burden  of  agricultural  loans  that  are 
slow  but  should  ultimately  be  paid. 

To  the  extent  that  the  Corporation 
gets  funds  into  the  agricultural  sections 
where  frozen  agricultural  credits  still 
prevail,  the  operations  of  the  Corpora- 
tion will  no  doubt  be  helpful  to  banks 
in  those  districts  and  indirectly  to  the 
farmer  borrowers  and  the  country 
in  general.  Whether  Section  24  of  the 
War  Finance  Corporation  Act  is  a 
sound  politico-economic  measure  need 
not  now  be  debated.  It  is  a  fact. 
Bankers  and  economists  have  few  illu- 
sions as  to  the  probable  extent  or  nature 
of  its  operations,  but  about  one  point 
there  can  be  no  doubt,  namely,  that 
this  giving  of  time  to  bankers  and 
indirectly  to  farmers  puts  the  opera- 
tions of  the  Corporation  in  the  class  of 
investment  rather  than  commercial 
banking.  If  the  Federal  Reserve  Banks 
were  to  carry  loans  for  three  years, 
they  would  be  doing  an  investment 
banking  business.  It  is  the  purpose  of 
the  Federal  Reserve  Act  to  deal  in  self- 
liquidating  paper.  The  Reserve  Act 
might    conceivably    be    amended    to 
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permit  the  Reserve  Banks  to  perform 
such  long  time  banking  operations  as 
are  now  entrusted  to  the  War  Finance 
Corporation,  but  such  amendment 
would  be  a  blow  to  the  integrity  of  the 
Federal  Reserve  System  as  a  commer- 
cial banking  mechanism. 

Should  the  War  Finance  Corpora- 
tion so  extend  its  operations  in  granting 
agricultural  credits  that  its  capital  is 
exhausted,  the  Corporation  may  issue 
debentures  to  secure  additional  funds. 
The  Corporation  is  empowered  by  the 
Act  to  have  advances  to  banks  out- 
standing at  any  one  time  to  the  amount 
of  a  billion  dollars.  The  capital  stock 
of  the  Corporation,  which  is  owned  by 
the  Federal  government,  is  five  hun- 
dred million  dollars.  Should  the  Cor- 
poration issue  its  debentures,  these 
promises  to  pay  must  be  considered 
investment  paper.  They  may  be  used 
to  secure  rediscounts  with  the  Federal 
Reserve  Banks.  Should  they  be  so 
used,  they  will  be  in  the  same  position 
as  government  obligations  which  are 
used  to  secure  rediscounts.  The  pro- 
priety of  making  loans  and  issuing 
Federal  Reserve  notes  on  the  basis 
of  paper  "collateraled"  by  investment 
securities  is  a  question  that  may  well  be 
raised  in  considering  the  integrity  of 
the  Reserve  System  as  a  commercial 
banking  institution. 

Government  bonds  and  debentures 
of  the  War  Finance  Corporation  are 
promises  to  pay.  They  are  not  in 
themselves  evidences  of  a  movement 
of  goods  from  producer  to  consumer. 
They  are  not  self-liquidating  as  is 
commercial  paper.  The  legal  permis- 
sion to  secure  rediscounts  with  invest- 
ment paper  is  a  deviation  from  the 
original  purpose  of  the  Federal  Reserve 
Act.  It  is  true  that  the  Reserve  Act 
makes  express  provision  for  rediscounts 
secured  by  government  obligations.'^ 
But  it  is  also  true  that  had  the  framers 
"  See  Section  13  of  the  Federal  Reserve  Act. 


of  the  Federal  Reserve  Act  anticipated 
the  World  War,  the  proviso  clause  in 
Section  13  of  the  Reserve  Act,  which 
permits  rediscounts  to  be  secured  by 
government  obligations,  would  prob- 
ably not  have  been  passed. ^^  And 
certainly  there  was  sufficient  experience 
with  this  proviso  clause  of  Section  13, 
as  to  its  potency  for  inflation,  to  have 
warned  against  the  amendment  of  the 
Reserve  Act  so  as  to  permit  the  War 
Finance  Corporation's  debentures  to 
be  used  to  secure  rediscounts.  Section 
24  of  the  War  Finance  Corporation  Act 
was  not  approved  until  August  24, 
1921. 

While  government  obligations  are  so 
extensively  held  by  individuals  and 
business  concerns,  it  is  perhaps  im- 
practicable to  amend  Section  13  of  the 
Federal  Reserve  Act  so  as  to  prevent 
the  use  of  government  obligations  to 
secure  rediscounts  and  the  issuance  of 
Federal  Reserve  notes  on  the  security 
of  those  obligations.  Until  the  war 
bonds  of  the  government  find  a  final 
resting  place  with  investors — which 
may  mean  until  refunding  plans  are 
put  into  operation — it  would  probably 
be  impracticable  to  prevent  a  member 
bank's  offering  the  note  of  a  business 
man  for  rediscount  which  is  secured  by 
government  bonds.  Until  that  time 
it  may  be  impossible  to  have  Federal 
Reserve  notes  issued  only  in  response 
to  commercial  needs,  evidenced  by  the 
offering  of  commercial  paper  for  redis- 
count. In  the  perfecting  of  the  Reserve 
Act,  Section  13  might  well  be  changed, 
on  the  chance  of  a  recurrence  of  very 
large  government  demands.  There 
will  be  no  valid  excuse  for  permitting 
the  rediscounting  of  notes  secured  by 
the  debentures  of  the  War  Finance 
Corporation  should  that  Corporation 
function  extensively  enough  to  issue 
its  debentures.     Of  course,  it  might  be 

^  See  paper  entitled,  "  The  Reserve  Act  in  its 
Implicit  Meaning." 
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diflScult  to  sell  such  debentures  without 
this  feature. 

The  a\-oidance  of  investment  opera- 
tions by  Reserve  Banks  will  be  diflScult 
so  long  as  Congress,  or  any  group  of 
congressmen,  can  force  amendment  of 
the  Federal  Reserve  Act  to  take  from 
the  Federal  Reserve  Board  its  power 
to  define  eligible  paper  under  the  Act 
as  it  now  stands.  In  the  spirit  of  the 
Act  the  resources  of  the  Reserve  Banks 
are  not  to  be  used  for  withholding 
crops  from  the  market  to  secure  higher 
prices.  Commercial  paper  involves 
the  moving  of  goods  to  the  market,  not 
withholding  therefrom  in  order  to  insert 
a  price  peg  or  even  to  secure  "more 
orderly  marketing."  Measures  to  ad- 
mit irrigation  and  development  bonds 
as  paper  for  the  Reserve  Banks  to 
function  on  might  conceivably  be 
passed  by  Congress.  But  no  matter 
how  great  the  need  of  particular 
agricultural  districts,  or  how  desirable 
various  measures  of  relief,  it  seems  clear 
that  the  definition  of  eligible  paper 
should  be  restricted  to  commercial 
paper  unless  there  is  a  general  and  well 
considered  intent  to  depart  from  the 
commercial  character  of  the  Federal 
Reserve  System, 

There  may  or  may  not  be  need  of 
specialized  banking  machinery  to  take 
care  of  the  long  time  financial  require- 
ments of  farmers,  due  to  recurrent  crop 
failures  or  price  slumps,  as  well  as  their 
need  for  long  time  funds  in  bringing 
cattle  to  market.  But  in  any  event 
that  need  would  have  to  be  determined 
on  the  basis  of  experience  that  is  more 
than  transitory  or  that  arises  from  a 
world-wide  emergency,  caused  by  the 
distortions  of  war.  But  the  fact  that 
these  needs  exist  is  not  a  suflBcient 
reason  to  destroy  the  integrity  of  the 
commercial  banking  system  that  has 
been  estabUshed.  They  rather  point 
the  way  to  the  provision  of  other  facili- 
ties, if  necessary.     To  destroy  the  line 


between  commercial  and  long-time 
banking,  that  was  not  easily  estab- 
lished, is  to  permit  just  such  a  situation 
as  now  obtains  in  many  country  banks. 
They  have  slow  assets  with  which  to 
meet  quick  liabilities.  It  is  as  impos- 
sible to  add  investment  banking  to 
commercial  banking  and  get  security 
as  it  is  to  add  apples  to  oranges  and 
get  peaches.  And  it  must  not  be 
forgot  that  the  slow  obligations  of 
farmer  borrowers  and  agricultural 
banks  can  be  traced  in  part  to  land 
speculation  and  inflated  land  values. 

Relation  of  the  Reserve  System 
TO  International  Finance 

The  Federal  Reserve  Act  permitted 
the  extension  of  banking  operations 
into  the  foreign  field.  Under  this  au- 
thorization American  banks  branched 
out  in  foreign  territory  extensively  and 
not  always  profitably.  However  costly 
the  experience  with  foreign  banking,  it 
is  probably  safe  to  say  that  banks  man- 
aged by  those  who  are  experienced  in 
foreign  trade  and  foreign  banking  will 
in  the  future  find  sufficient  latitude  for 
profitable  operation  under  the  Reserve 
Act. 

The  Federal  Reserve  Act  was  amend- 
ed by  the  Edge  law  to  permit  an  exten- 
sion of  foreign  banking  facilities  through 
the  establishment  of  new  foreign  bank- 
ing corporations  in  which  commercial 
banks  were  expressly  permitted  to  own 
stock.  This  fact  that  commercial 
banks  could  hold  the  stock  of  Edge  law 
corporations  is  sufficient  reason  for  the 
Reserve  Board's  being  given  supervi- 
sory control.  Moreover,  Edge  law 
corporations  were  designed  to  finance 
imports  and  exports,  but  especially 
to  aid  the  movement  of  goods  from 
American  producers  to  foreign  con- 
sumers. They  were  designed  to  do  a 
foreign  commercial  banking  business. 
The  Edge  law  merely  extended  the 
provisions  of  the  Reserve  Act  that  had 
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previously  permitted  foreign  banking. 
Since  the  banking  business  of  Edge 
law  corporations  is  largely  commercial 
in  character,  the  Edge  law  is  not  an 
attempt  to  graft  onto  the  Federal 
Reserve  System  investment  features 
that  would  have  destroyed  its  integrity 
as  a  commercial  banking  system. 

Whether  Edge  law  corporations  were 
or  are  desirable  from  the  standpoint  of 
practicality  is  really  beside  the  point. 
The  Reserve  Act  was  extended  by  the 
Edge  law  to  put  the  Federal  Reserve 
System  into  more  intimate  touch  with 
international  finance.  It  is  merely  a 
matter  of  record  that  "rest  in  peace," 
in  proper  Latin  phraseology,  has  been 
written  over  the  mammoth  corporation 
proposed  to  be  operated  under  the 
Edge  law. 

Dreamer's  dreams  of  international 
banks,  which  would  restore  mint  pars 
of  exchange  and  otherwise  work  out 
the  difficulties  of  international  finance, 
can  be  dismissed  with  scant  considera- 
tion. They  do,  however,  contain  a 
warning.  The  capital  of  one  such 
bank  was  to  be  composed  largely  of 
the  promises  to  pay  of  "solvent  foreign 
governments."  The  test  of  solvency 
was  prompt  payment  of  external 
obligations  and  the  taking  of  steps 
towards  disarmament.  Foreign  bonds, 
even  of  such  "solvent  governments," 
are  scarcely  to  be  considered  banking 
capital.  It  is  difficult,  also,  to  see  how 
the  operations  of  such  a  bank  would 
rectify  foreign  exchange  when  any 
adjustment  depends  so  largely  on 
measures  taken  by  European  nations 
themselves — such  as  deflation  of  their 
currencies  and  balancing  of  their  budg- 
ets— ^to  bring  the  purchasing  power  of 
their  moneys  more  nearly  into  align- 
ment with  the  purchasing  power  of 
American  money.  Exchange  rates  to- 
day are  on  a  purchasing  power  parity. 
However  fatuous  such  projects,  they 
are    conceived    by   those   holding   re- 


sponsible legislative  positions  and  it  is 
not  improbable  that  somehow,  if  a  law 
were  passed  to  establish  such  an  inter- 
national bank,  that  bank  would  get 
itself  tied  up  with  the  Federal  Reserve 
System.  It  is  against  such  projects 
that  the  Federal  Reserve  System  must 
be  safeguarded  by  an  alert  and  vigilant 
public  opinion  which  allows  no  devia- 
tion from  its  commercial  character. 

Though  the  condition  of  business  in 
the  United  States  is  affected  by  the 
play  of  world-"vvnde  economic  and 
political  forces  and  the  Federal  Reserve 
System  is  affected  by  the  condition  of 
business,  that  System  touches  the 
international  financial  structure  im- 
mediately at  one  point,  through  its 
control  of  gold.  How  the  Federal 
Reserve  Board  impounded  gold  is  told 
in  Mr.  Case's  article.  The  Reserve 
Board's  control  of  the  gold  of  the 
United  States  is  now  complete.  Cer- 
tain it  is,  also,  that  the  flow  of  gold 
into  the  United  States  shortly  after 
the  outbreak  of  the  War,  but  particu- 
larly since  September,  1920,  has  result- 
ed in  such  redistribution  of  the  world's 
stock  of  monetary  gold  as  to  give  the 
United  States — the  Federal  Reserve 
Board — control  of  some  40  per  cent  of 
that  stock. 

In  this  connection  the  article  of  Dr. 
Sprague  may  be  read  with  profit. 
There  is  within  the  Reserve  System,  as 
operated,  an  inherent  power  for  expan- 
sion. The  manner  in  which  gold  is 
handled  is  of  the  greatest  importance 
and  Dr.  Sprague  has  indicated  the  dan- 
gers to  be  guarded  against  in  the  futiu-e 
as  well  as  those  which  have  not  been 
met  effectively  in  the  past. 

Purpose  of  the  Volume 

The  purpose  of  this  volume  is  natu- 
rally to  be  ascertained  from  the  read- 
ing of  the  various  articles  contributed. 
Books  have  been  written  on  the  Reserve 
System.     Some  of  them  have  given  its 
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purposes  and  some  have  been  devoted 
to  its  operations  and  operating  mecha- 
nism. The  editors  assumed,  however, 
that  heretofore  no  opportunity  has 
been  offered  to  bring  together  in  one 
volume  the  authoritative  statements 
from  those  who  were  directly  interested 
in  framing  and  formulating  the  Act  and 
were,  therefore,  familiar  with  its  pur- 
poses; from  those  who  were  and  are 
actively  connected  ^nth  the  operation 
of  the  Reserve  Banks  and  therefore 
competent  to  interpret  their  conduct, 
and  from  those  who  directly  and 
indirectly  make  use  of  the  Banks  or  are 
keenly  interested  to  study  the  progress 
of  the  System. 

Thus  we  have  in  this  volume  of  The 
Annals  the  Reserve  System  as  contem- 
plated by  its  framers,  as  operated  by 
those  in  charge,  and  as  observed  by 
those  in  a  position  to  interpret  the 
operations  in  relation  to  the  purpose. 
In  any  event  these  three  forces  were 
sought  and  have  responded.  The 
relationship  between  purpose  and  oper- 
ation is  set  forth  and  the  limitations  as 
well  as  the  scope  of  the  System  have 
been  shown. 


It  is  pertinent  to  add  that  sight  was 
never  lost  of  the  fact  that  the  Federal 
Reserve  System  is  not  generally  under- 
stood. It  is  unfortunate  that  it  is 
distinctly  misunderstood.  If  this  vol- 
ume is  of  any  assistance  in  clearing  up 
the  misunderstandings  and  giving  a 
better  conception  of  the  work  and  the 
mission  of  the  Reserve  Banks,  the 
editors  will  feel  fully  rewarded.  They 
owe  everything  to  the  contributors  who 
have  responded  so  capably  and  gen- 
erously to  their  requests,  often,  it  may 
be  said,  despite  of  engagements  and 
the  pressing  demands  of  their  own 
businesses.  No  editors  were  ever  more 
fortunate  in  securing  cooperation  from 
contributors. 

It  is  only  an  editorial  hope  that  the 
volume  may  meet  approval.  It  was 
fairly  intended  to  produce  a  useful  and 
practical  work.  Whether  it  does  or 
does  not  perform  a  useful  service,  we 
feel  justified  in  appending  the  message 
for  the  book  suggested  by  the  governor 
of  a  Reserve  Bank:  "  It  will  not  be  easy 
reading;  it  may  not  be  agreeable  read- 
ing, but  I  think  it  mighty  important  that 
every  business  man  should  read  it." 
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THE  United  States  was  particularly 
fortunate  in  having  as  its  first 
Secretary  of  the  Treasury  a  veritable 
genius,  whose  program  of  fiscal  reform 
quickly  placed  the  new  republic  on  a 
sound  financial  basis.  As  an  essential 
part  of  his  program,  Hamilton  urged 
the  establishment  of  a  National  Bank 
in  a  report  to  Congress,  dated  Decem- 
ber 13, 1790,  Since  the  economic  signif- 
icance of  banks  was  then  but  crudely 
understood,  Hamilton,  in  this  now  fa- 
mous document,  first  indicated  the 
numerous  advantages  resulting  from 
banking  in  general  and  from  a  National 
Bank  in  particular,  taking  occasion  to 
dispel  some  of  the  current  erroneous 
ideas  on  the  subject.^  After  showing 
that  no  one  of  the  three  banking  insti- 
tutions^ then  in  existence  could  be  suit- 
ably employed  as  a  National  Bank, 
he  laid  down  in  great  detail  the  plan 
for  the  new  institution,^  The  act 
chartering  the  bank  modelled  upon  this 
plan  was  signed  by  the  President  on 
February  25,  1791,^ 

^Hamilton's  report  may  be  found  printed  in 
full  in  the  American  State  Papers — Finance  I., 
pp.  67-76. 

^The  Bank  of  North  America  founded  in 
1781,  the  Bank  of  Massachusetts  in  1784,  and 
the  Bank  of  New  York  in  1784. 

'  Hamilton's  plan  closely  followed  the  charter 
of  the  Bank  of  England  as  it  existed  at  that  time. 

*  The  act  provided  for  a  capital  of  $10,000,000, 
of  which  one-fifth  was  to  be  subscribed  by  the 
government.  The  administration  was  placed  in 
the  hands  of  twenty-five  directors  elected  an- 
nually by  the  shareholders.  Branches  were  to 
be  established  where  the  directors  saw  fit.  The 
circulation  was  not  to  exceed  the  capital.  State- 
ments of  condition  might  be  called  for  but  not 


The  entire  capital  was  subscribed 
within  two  hours  on  the  day^  the  sub- 
scription books  were  thrown  open,  and 
the  Bank  was  ready  to  begin  business 
on  December  12,  1791,  with  Thomas 
Willing  as  president.®  From  the  very 
outset,  the  Bank  proved  to  be  a  great 
success,  in  providing  the  country  ^ith 
a  sound  and  elastic  currency,  in  supply- 
ing the  needed  banking  facilities,  and 
in  preventing  any  excess  issue  of  state 
bank  notes  by  having  such  state  notes 
as  were  in  its  possession  redeemed.  In 
the  performance  of  its  fiscal  functions, 
it  transferred  government  funds  and 
provided  a  safe  depositary  for  them;  it 
also  helped  to  collect  the  revenues  and 
provided  the  bullion  needed  by  the 
mint  in  coinage.  Further,  by  1795  it 
had  loaned  the  government  $6,200,000. 
In  order  to  procure  funds  to  repay  the 
loan,  the  government  by  1802  had  sold 
all  of  its  stock  at  a  profit  of  $671,860, 
and  while  a  shareholder  had  received 
$1,101,720  in  dividends  of  8f  per  cent. 

On  April  20,  1808,  the  stockhold- 
ers memorialized  Congress  for  a  re- 
newal of  the  charter  which  expired  in 
1811.  A  month  later,  Albert  Gallatin, 
then  Secretary  of  the  Treasury,  in  a 
report  to  Congress  enumerated  the 
fiscal  services  of  the  Bank  and  advised 
that  the  charter  be  renewed  ^-ith  a  few 
changes.  Nevertheless,  the  bill  to  con- 
tinue the   charter   was   defeated,   the 

oftener  than  once  a  week  by  the  Treasury 
Department. 

6  July  4th,  1791,  at  Philadelphia. 

*  Formerly,  president  of  the  Bank  of  North 
America. 
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opponents  charging  that  the  Bank  was 
a  "money  trust"  controlled  by  foreign- 
ers,^ a  tool  in  the  hands  of  the  Federal- 
ists, and  that  the  act  chartering  the 
bank  was  unconstitutional — so  the 
First  United  States  Bank  went  out  of 
existence  on  March  3,  1811.^ 

Financial  Chaos,  1811-1816 

It  was  a  most  unfortunate  time  for 
the  country,  on  the  verge  of  a  war  with 
England,  to  be  deprived  of  the  services 
of  the  Bank.  State  banks  sprang  up  on 
every  hand  to  take  its  place.  Their 
number  increased  from  88  in  1811  to 
246  in  1816  and  their  circulation  grew 
from  22.7  million  dollars  in  1811  to  100 
millions  six  years  later. ^  Such  a  rapid 
inflation  of  the  currency  resulted  nat- 
urally in  the  depreciation  of  bank  notes 
in  terms  of  gold,  amounting  at  the 
maximum  to  23  per  cent  in  Baltimore, 
and  16  per  cent  in  Philadelphia  and 
New  York.i" 

The  revenues  of  the  government, 
consisting  largely  of  tariff  duties,  were 
for  the  most  part  collected  in  this 
depreciated  currency,  while  it  was 
necessary  for  the  nation  to  make  large 
disbursements  of  funds  in  New  Eng- 
land where  specie  payments  had  been 
maintained.  By  reason  of  this  con- 
dition, it  has  been  estimated  that  the 
government  lost  $5,000,000  from  1814 

^  Though  three-fourths  of  the  stock  was  held 
abroad,  tfie  foreign  shareholders  exerted  little 
control,  as  they  were  not  allowed  to  vote  through 
proxies. 

*  By  1834  the  process  of  liquidating  the  assets 
had  been  completed,  tiie  shareholders  receiving 
in  all  $434  for  each  $400  share.  The  assets  of 
the  parent  bank  in  Philadelphia  were  purcha.sed 
by  Stephen  A.  Girard,  which  was  reopened  on 
May  12,  1812,  as  "Girard's  Bank." 

'  This  increase  was  due  to  two  factors:  (1) 
the  suspension  of  specie  payments  everywhere 
during  August  of  1814  excepting  in  New  Eng- 
land; and  (2)  to  the  withdrawal  of  the  restraining 
influence  of  the  Bank. 

^''  The  specie  was  either  driven  abroad  or  into 
the  New  England  States. 


to  1817.  Further,  without  the  assist- 
ance of  the  Bank,  the  government  had 
diflBculty  in  selling  its  bonds  (even 
when  offered  below  par),  and  was 
forced  to  borrow  sums  from  the  state 
banks  and  to  issue  some  37  million 
dollars  of  "Treasury  notes"  which 
"  ultimately  degenerated  into  a  kind  of 
currency."  ^^  Writing  in  1831,  Gallatin 
stated  that  had  the  Bank  been  rechar- 
tered,  the  suspension  might  have  been 
prevented  and  the  state  banks  would 
have  been  restrained  within  proper 
bounds. 

The  Second  Bank  of  the  United 

States 

As  early  as  October  14,  1814,  Secre- 
tary Dallas,^^  in  a  report  submitted  to 
Congress,  called  attention  to  the  need 
for  a  National  Bank,  emphasizing  the 
fact  that  such  a  bank  could  restore  the 
depreciated  currency  to  a  gold  parity 
and  that  in  its  fiscal  relations  with  the 
Treasury  would  be  of  incalculable 
assistance.  After  seven  unsuccessful 
attempts  within  two  years,  the  charter 
of  the  Second  Bank,  closely  resembling 
that  of  the  First,  was  passed  by  Con- 
gress and  became  law  on  April  10, 
1816.^'     Through  an  agreement  with 

"  Willis,  H.P..  American  Banking.  1918,  p.  209. 

"  Alexander  J.  Dallas  from  Pennsylvania, 
appointed  Secretary  of  the  Treasury,  October 
C,  1812. 

13  The  act  provided  for  a  capital  of  $35,000,000, 
of  which  the  government  subscribed  one-fifth. 
There  were  to  be  twenty-five  directors,  twenty  of 
whom  were  to  be  elected  annually  by  the  share- 
holders and  five  appointed  by  the  government. 
Branches  were  to  be  established  wherever  the 
Bank  thouglit  necessary,  managed  by  from  seven 
to  thirteen  directors  appointed  by  the  parent 
bank.  The  circulation  was  not  to  exceed  the 
capital.  Deposits  of  public  funds  were  to  be 
made  in  the  Bank  unless  the  Secretary  of  the 
Treasury  should  otherwise  direct.  The  Bank 
was  Required  to  pay  the  government  a  bonus  of 
$1,500,000  and  to  transfer  public  funds  without 
charge.  Weekly  statements  of  condition  might 
be  called  for  and  Congress  was  given  the  right  to 
inspect  the  books  of  the  Bank. 
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the  state  banks  in  the  larger  towns,  the 
resumption  of  specie  payments  was 
brought  about  (nominally  at  least)  by 
February  20,  1817,  thus  realizing  the 
first  purpose  of  the  Bank.  Due  partly 
to  governmental  pressure  and  partly  to 
a  lack  of  banking  training,  the  direc- 
tors, at  first,  extended  loans  and  rapidly 
increased  the  circulation,  a  policy 
which  resulted  in  a  heavy  loss  to  the 
Bank  and  in  the  retirement  of  William 
Jones  as  president  in  January  of  1819. 
Langdon  Cheves,  chosen  as  his  succes- 
sor, immediately  inaugurated  a  policy 
of  retrenchment  and  deflation.  Under 
his  management  and  later  under  that 
of  Nicholas  Biddle,  the  Bank  became 
"the  most  powerful  and  best  managed 
financial  institution  the  country  had 
ever  seen."  ^*  Its  notes,  circulating  from 
Montreal  to  Mexico  City,  were  safe 
and  elastic.     In  transferring  and  dis- 


bursing government  funds,  in  furnish- 
ing domestic  exchange,  in  paying  the 
pensioners  of  the  government,  and  in 
acting  until  1833  as  the  sole  depositary 
of  public  moneys,  the  Bank  was  of  great 
service  to  the  whole  people. 

In  his  first  message  to  Congress,  on 
December  8,  1829,  President  Jackson 
expressed  doubts  as  to  the  constitu- 
tionality of  the  Bank  and  the  sound- 
ness of  its  notes.  The  President's 
hostility  subsequently  cooled,  but 
when  the  Whig  party  at  Baltimore  in 
1831  took  the  side  of  the  Bank,  there 
ensued  a  long  and  bitter  struggle  which 
ended  in  the  defeat  of  the  attempt  to 
recharter  it.  The  reasons  as  given  by 
Professor  Catterall  for  this  opposition 
were  the  "widespread  belief  that  the 
Bank  was  unconstitutional,  the  hostil- 
ity of  the  states,  the  opposition  of  the 
state  banks,  the  rise   of   democracy. 
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and  the  cn\'y  and  hatred  which  the 
poor  always  feel  for  the  rich."^* 

Upon  the  failure  to  recharter  the 
Second  Bank,  the  era  of  central  banks, 
modelled  after  those  existing  in  Europe, 
passed.  Banking  in  America  entered 
upon  entirely  different  lines  of  devel- 
opment. In  the  years  that  followed, 
the  government  was  to  miss  keenly 
the  fiscal  services  of  the  Bank,  and 
the  people,  no  longer  protected  by 
its  restraining  influence  on  the  note 
issues  of  the  state  banks,  suffered 
severely  from  the  resulting  financial 
chaos. 

The  Independent  Treasury 

From  1791  to  1811,  the  First  Bank 
was  utilized  to  a  large  extent  as  a 
depositary  of  government  funds.  After 
its  charter  had  expired  the  government 
was  forced  to  use  the  services  of  state 
banks,  from  whom  no  security  was 
required  for  the  moneys  deposited,  but 
by  whom  in  accordance  with  an  agree- 
ment entered  into,  weekly  and  monthly 
statements  of  condition  were  to  be 
submitted  to  the  Secretary  of  the 
Treasury.  The  use  of  state  banks  as 
depositaries  proved  so  unsuccessful 
that  it  was  provided,  in  the  charter  of 
the  Second  Bank,  that  it  was  to  be  the 
sole  depositary  except  in  such  places 
where  the  Bank  had  no  branches,  or 
when  the  Secretary  of  the  Treasury 
deemed  it  unwise  to  employ  it  as  such. 
This  latter  provision  of  the  act  was 
taken  advantage  of  in  September  of 
1833  by  Secretary  Taney,  who  "or- 
dered the  collectors  of  revenue  to  cease 
depositing  in  the  Bank  of  the  United 
States  and  to  employ  designated 
state  banks  for  that  purpose."'® 

A  contract  was  entered  into  between 
these  banks  (the  so-called  "pet  banks") 

»  CatteralJ,  Ralph  C.  H.,  The  Second  Bank  of 
the  United  States,  p.  164. 

"  Kinley,  David,  Independent  Treasury.  1910, 
pp.  26,  27. 


and  the  government,  whereby  they 
were  required  to  give  security  for  the 
funds  deposited  "  whenever  the  deposits 
should  exceed  one-half  the  bank 
capital  paid  in,"'^  or  whenever  the 
government  deemed  it  necessary.  The 
banks  agreed  to  perform  for  the  govern- 
ment all  of  the  fiscal  services  formerly 
rendered  by  the  Bank  of  the  United 
States,  to  render  weekly  reports,  and 
to  submit  to  examinations  when  the 
Secretary  thought  necessary.  On  June 
23,  1836,  an  act  was  passed  "to  regu- 
late the  deposites  of  the  public  rnone^^" 
following  closely  the  provisions  of 
Tanej 's  contracts.'^  In  his  annual 
message,  September,  1837,  Van  Buren 
showed  that  the  custody  of  the  public 
funds  by  state  banks  had  proved  very 
unsatisfactory  and  urged  that  the 
government  take  care  of  its  funds  itself 
and  require  that  all  dues  be  paid  in 
specie.  "VMiile  this  suggestion  was 
being  considered,  the  public  funds  were 
left  in  the  hands  of  the  collecting  oJQB- 
cers  and  a  few  banks. 

The  bill  creating  the  Independent 
Treasury,   finally  passed   on  July   4, 

1840,  was    repealed    on    August    13, 

1841,  and  was  repassed  on  August  6, 

^^  Kinley,  David,  Indeperulent  Treasury.  1910, 
pp.  26,  27. 

'*  Tin's  act  provided  that  the  banks  selected  p.s 
depositaries  must  furnish  the  Secretary  with  a 
statement  of  their  condition,  a  list  of  their  direc- 
tors, the  current  price  of  their  stock  and  a  copy 
of  their  charter.  Further,  the  Secretary  mif,'ht 
examine  the  general  accounts.  Such  banks  must 
redeem  their  notes  upon  demand,  and  no  bank 
issuing  notes  of  a  denomination  of  less  than  $.5 
was  to  be  chosen.  Collateral  against  the  funds 
so  deposited  could  be  called  for  whenever  the 
Secretary  deemed  this  necessary,  and  must  be 
called  for  if  the  deposits  exceeded  one-half 
the  Bank's  capital.  In  return  for  such  deposits, 
the  banks  must  render  the  government  all  the 
services  anfl  duties  heretofore  required  of  the 
Second  Bank.  It  was  further  provided  that  if 
the  government's  deposits  exceeded  a  fourth 
part  of  the  Bank's  capital  for  at  least  three 
months,  interest  at  the  rate  of  2  per  cent  per 
annum  must  be  paid  on  this  excess. 
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Chart  II 
Statistics  of  State  Banks,  1836-1863 
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1846."  The  act  provided  that  all 
receivers  of  public  moneys  must  keep 
such  funds  as  were  received  by  them 

^  The  repeal  of  the  act  in  1840  necessitated  a 
return  to  the  use  of  state  banks  as  depositaries, 
until  the  act  was  repassed. 
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safely  without  loaning,  using  or  de- 
positing them  in  banks.  Further,  on 
and  after  June  1,  1847,  all  payments 
of  taxes,  duties,  etc.,  to  the  United 
States  must  be  made  in  gold  or  silver 
or  Treasury  notes.    New  York,  Phil  a- 
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delphia,  Washington,  Charleston,  New 
Orleans  and  St.  Louis  were  made  the 
principal  centers  of  deposit. 

State  Banks,  1836-1863 

In  the  course  of  these  years,  "almost 
every  type  of  hanking  system  was 
attempted,  and  the  result  was  the 
accumulation  of  a  great  fund  of  experi- 
ence" ^^  mostly  as  to  the  best  way  in 
which  not  to  conduct  banking.  In 
New  England  and  in  New  York  the 
efforts  to  regulate  banking  through 
state  and  private  means  were  much 
more  successful  than  in  the  rest  of  the 
country.  Thus,  by  an  act  passed  in 
1829,  New  York  State  endeavored  to 
protect  both  the  depositor  and  note 
holder  by  means  of  a  safety  fund  which 
was  built  up  by  contributions  from 
the  banks  and  which  was  to  be  used  to 
meet  the  obligations  (excluding  capital) 
of  the  failed  banks.  This  scheme  was 
not  very  successful  until,  beginning 
with  1842,  the  use  of  the  fund  was 
limited  strictly  to  the  redemption  of 
the  notes  of  failed  banks.  The  notes 
of  the  banks  organized  under  the  Free 
Banking  Law  of  1838  in  New  York 
State  were  protected,  not  by  the  safety 
fund,  but  by  deposits  of  certain  speci- 
fied bonds  or  mortgages  with  the  state 
comptroller. 

The  success  of  the  First  and  Second 
United  States  Banks  led  many  states 
to  charter  banks  modelled  upon  these. 
Among  the  more  successful  were  the 
State  Banks  of  Indiana,  Louisiana  and 
Ohio,  but  the  Bank  of  the  Common- 
wealth of  Kentucky,  the  Banks  of 
Alabama,  of  Mississippi,  of  Arkansas, 
of  Illinois  and  the  Union  Bank  of 
Florida  ended  in  dismal  failures,  leav- 
ing the  citizens  with  millions  of  dollars 
of  unredeemed  notes  and  worthless 
deposit  accounts. 

In  the  western  and  southern  states, 
"due  to  the  lack  of  puVjlic  regulation, 

»  Willis,  H. F.,  American Banlcing,\9l8, p.  212. 


to  the  want  of  any  uniform  system — 
and  to  the  significant  fact  that  public 
opinion  was  both  torpid  and  unintelli- 
gent," ^^  the  losses  to  the  people  from 
poorly  and  dishonestly  managed  banks 
were  enormous.  Some  of  these  banks 
were  established  by  special  charters, 
some,  under  the  Free  Banking  Laws; 
few  seemed  to  have  been  prudently  or 
wisely  managed.  Some,  called  "wild- 
cat" or  "red-dog"  banks,  were  located 
in  remote  sections,  in  order  to  keep 
their  notes  in  circulation  longer  and 
render  redemption  more  difficult.  The 
lack  of  any  uniformity  in  the  bank 
notes,  the  failure  adequately  to  protect 
them,  and  the  absence  of  governmental 
control  were  among  the  motivating 
factors  leading  to  the  passage  of  the 
National  Bank  Act. 

The  National  Banking  System 

The  national  banking  system,  re- 
sembling somewhat  the  free  banking 
system  of  New  York  State,  was  recom- 
mended by  Secretary  Chase  as  early 
as  December,  1861.  After  two  de- 
feats, due  largely  to  the  opposition  of 
the  state  banks,  the  bill  establishing 
the  system  became  a  law  February  25, 
1863;  but  in  accordance  with  the  rec- 
ommendations of  Mr.  Hugh  McCul- 
loch,  the  first  Comptroller  of  the  Cur- 
rency, it  was  completely  revised  and 
passed  again  on  June  3,  1864.^^ 

The  predominating  motive  in  Secre- 

'^  White,  Horace,  Money  and  Banking.  1914, 
/;.  331. 

^^  The  chief  differences  in  these  two  bills  were 
as  follows: 

1.  The  Act  of  1803  required  a  smaller  mini- 
mum of  capital  for  a  new  bank  than  did  the  Act 
of  1864,  and  required  that  a  smaller  proportion 
be  paid  in  before  beginning  business,  and  allowed 
a  longer  time  for  the  payment  of  the  remainder. 

2.  The  Act  of  1863  permitted  loans  on  real  as 
well  as  personal  security. 

3.  The  prohibition  of  issuing  notes  of  a  denom- 
ination less  than  $5  took  place  at  once  in  the 
former  act. 

4.  By  the  former  act  all  national  banks  were 
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tary  Chase's  mind  for  the  passage  of 
the  act  was  the  estabhshment  of  a 
uniform  currency.  On  January  1, 
1862,  there  were  in  the  United  States, 
1,496  banks  issuing  some  7,000  different 
kinds  of  circulating  notes,  "  based  on  a 
great  variety  of  securities,  of  different 
quahties  and  quantities,"  ^^  and  some 
based  on  no  security  at  all.  The  fram- 
ers  of  the  Act  not  only  wished  to  rid  the 
country  of  such  conditions  as  these, 
but  it  was  felt  by  many  also  that  the 
issues  of  state  bank  notes  were  fre- 
quently redundant,  were  subjected  to 
violent  expansions  and  contractions, 
and  were  unequally  distributed  among 
the  various  states.^'* 

The  increased  demand  for  bonds, 
which  such  a  system  would  create, 
was  to  Secretary  Chase  a  motive  of 
secondary  importance, ^^  Additional 
advantages  of  the  system,  of  course, 
were  that  such  banks  could  act  as 
depositaries  of  government  funds,  float 
loans,  stimulate  patriotism,  and,  be- 
cause of  being  a  national  system,  pre- 
vent future  rebellions. 

By  the  Act  of  1864  the  capital  of  the 
national  banks  was  proportioned  to 
the  population  as  follows: 

Capital 
Cities  with  a  population  of  6,000 

or  less $50,000 

Cities  with  a  population  of  from 

6,000  to  50,000 100,000 

Cities  with  a  population  of  50,000 

and  above 200,000 

required  to  maintain  a  reserve  of  25  per  cent 
against  notes  and  deposits. 

5.  The  Act  of  1864  makes  more  complete 
provision  for  the  conversion  of  state  banks  into 
national  associations. 

^  Dewey,  D.  R.,  Financial  History  of  the  United 
States.     1918,  p.  321. 

^*  Chart  II,  brings  out  the  first  two  points  in 
a  striking  fashion. 

^  As  a  matter  of  fact,  at  the  time  of  Lee's  sur- 
render, the  bonds  bought  by  the  national  banks 
to  secure  their  circulation  were  less  than  4  per 
cent  of  the  total  bonds  floated  by  the  govern- 
ment during  the  war. 


of  which  50  per  cent  was  to  be  paid  in 
cashbeforecommencingbusinessandthe 
remainder  within  five  months  at  a  rate 
not  less  than  10  per  cent  per  month. ^^ 

Each  national  bank  was  required  to 
buy  government  registered  bonds  to 
an  amount  not  less  than  $30,000  or 
less  than  one-third  of  the  capital  stock 
paid  in.  When  such  bonds  had  been 
deposited  with  the  Treasurer  of  the 
United  States,  the  national  bank  would 
be  entitled  to  receive  notes  up  to  90 
per  cent  of  the  par  or  market  value  of 
the  bonds  whichever  was  the  lower,  but 
no  bank  was  permitted  to  issue  an 
amount  of  notes  greater  than  its  paid- 
in  capital.  Thus  the  circulation  could 
at  no  time  exceed  the  paid-in  capital 
of  all  the  banks,  and  in  addition  an 
-absolute  maximum  of  $300,000,000  was 
placed  on  the  note  issues.  The  notes 
were  to  be  receivable  at  par  in  pay- 
ment of  all  dues  to  the  United  States 
except  for  duties  on  imports,  and  to  be 
paid  out  at  par  for  all  the  debts  of  the 
United  States  except  interest  on  the 
public  debt,  and  in  redemption  of  the 
national  currency .^^ 

It  was  further  provided  that  na- 
tional banks  in  the  reserve  cities  must 
make  arrangements  to  redeem  their 
currency  in  New  York  City,  and,  simi- 

^^  The  Act  made  an  error  in  not  proportioning 
capital  to  the  bank's  liabilities  instead  of  to  the 
population  of  the  town  in  which  the  bank  hap- 
pened to  be  located.  The  requirement  that  the 
capital  be  paid  in  cash  was  an  effort  to  stop  the 
vicious  practice  begun  at  the  time  the  First 
Bank  was  chartered  of  allowing  the  shareholders 
to  contribute  their  part  of  the  capital  in  their 
own  discounted  notes. 

^^  Inasmuch  as  the  Loan  Acts  of  March  3, 
1863  and  March  3,  1864,  provided  that  both 
principal  and  interest  be  paid  in  coin,  and  the 
Loan  Acts  of  February  25,  1862,  June  30,  1864 
and  March  3,  1865,  provided  for  the  payment 
of  the  interest  in  coin,  in  order  to  help  sustain 
the  public  credit,  it  was  necessary,  therefore,  as 
specie  payments  were  suspended  from  1862  to 
1879,  that  the  government  collect  its  import 
duties  in  gold  in  order  to  obtain  a  supply  which 
could  be  used  as  required  by  the  above  acts. 
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larly,  national  banks  in  country  towns 
must  redeem  their  notes  at  some  bank 
located  in  a  reserve  city.^^ 

By  an  act  passed  on  March  3,  1865, 
$150,000,000  of  the  national  bank 
notes  were  to  be  apportioned  among 
the  national  banks  in  tlie  several  states 
according  to  the  respective  populations, 
while  the  remainder  was  to  be  propor- 
tioned by  the  Secretary  of  the  Treas- 
ury "ha\'ing  due  regard  to  the  existing 
banking  capital,  resources,  and  busi- 
ness of  such  States,  Districts,  and 
Territories." 

State  bank  notes  were  forced  out  of 
circulation  by  a  provision  in  the 
Revenue  Act  of  March  3,  1865,  le\'ying 
a  10  per  cent  annual  tax  on  the  notes 
paid  out  after  July  1,  1866.29 

That  the  entrance  of  state  banks 
into  the  system  was  slow  at  first,  was 
due,  according  to  Mr.  McCulloch,  to 
the  fear  on  their  part  that  the  national 
banking  system  might  be  a  repetition 
of  the  free  banking  system  in  its  worst 
aspects.  Up  to  November  25,  1864, 
only  168  state  banks  had  entered  the 
system,  but  with  the  retirement  of  the 
state  bank  notes  in  sight,  only  244  re- 
mained out  by  the  end  of  1868,  and 
1,643  were  members  of  the  national 
banking  system.  An  amendment  to 
the   National   Bank   Act    passed    on 

**New  York  was  the  only  central  reserve 
city,  whereas  the  reserve  cities  were  St.  Louis, 
Louisville,  Chicago,  Detroit,  Milwaukee,  New 
Orleans,  Cincinnati,  Cleveland,  Pittsburg,  Balti- 
more, Philadelphia,  Boston,  Albany,  Leaven- 
worth, San  Francisco,  Washington  City,  and 
later,  Charleston  and  Richmond. 

Banks  in  New  York  City  were  to  keep  on  hand 
a  25  per  cent  lawful  money  reserve  against  both 
notes  and  deposits,  while  banks  in  the  reserve 
cities  were  to  keep  a  25  per  cent  reserve  but  one- 
half  of  this  might  be  deposited  with  a  New  York 
City  bank.  Banks  in  other  towns  must  keep 
a  reserve  equal  to  15  per  cent,  three-fifths  of 
which  could  be  kept  on  deposit  with  a  bank  in  a 
New  York  or  in  any  reserve  city. 

"  State  bank  notes  made  their  last  appearance 
in  the  Treasury  reports  on  July  1,  1876,  when 
the  circulation  was  $1,047,335. 


June  20, 1874,  did  away  with  the  lawful 
money  reserve  which  was  formerly 
required  to  be  held  against  the  circu- 
lation, provided  for  the  5  per  cent 
redemption  fund,  provided  that  here- 
after banks  would  have  to  redeem 
their  notes  only  at  their  own  counters 
or  at  the  Treasury  Department,  and 
also  provided  that  a  bank  which  wished 
to  retire  its  circulation  might  with- 
draw the  bonds  deposited  with  the 
Treasurer  of  the  United  States,  pro- 
vided that  lawful  money  to  an  equal 
amount  be  deposited  to  redeem  the 
circulation  still  outstanding;  but  in  no 
case  should  the  amount  of  bonds  on 
deposit  for  circulation  be  reduced 
below  $50,000.30  gy  tj^g  Resumption 
Act  of  January  14,  1875,  the  provi- 
sions in  the  former  acts  regarding  the 
aggregate  amount  of  national  bank 
notes  in  circulation  and  their  distribu- 
tion were  repealed. 

From  1882,  when  the  national  bank 
notes  in  circulation  touched  the  highest 
figure  up  to  that  time,  361  million  dol- 
lars, the  amount  outstanding  declined 
rapidly  until  in  1891  there  were  only 
172  million  dollars  in  circulation,  and 
of  this  amount  more  than  50  millions 
were  secured  by  lawful  money.  Nat- 
urally one  would  expect  a  bank's  cir- 
culation to  increase  as  the  population 
grew  and  the  nation's  resources  were 
developed,  but  it  must  be  remembered 
that  these  bank  notes  based  on  govern- 
ment bonds  were  alone  of  their  kind  in 
the  world,  and  as  the  yield  on 
government    bonds  ^^    was    decreasing 

2"  By  the  Act  of  July  12,  1882,  banks  with  a 
capital  of  $150,000  or  less  were  permitted  to 
withdraw  bonds,  which  they  had  deposited 
against  their  circulation,  down  to  one-fourth  of 
their  capital,  provided  that  they  deposit  enough 
lawful  money  to  retire  the  notes  not  covered  by 
bonds,  but  not  more  than  $3,000,000  of  National 
Bank  notes  were  to  be  so  retired  in  any  one 
month.  All  bond  requirements  were  repealed 
by  the  act  of  June  21,  1917. 

^'  By  reason  of  the  steadily  rising  prices  of  the 
bonds. 
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throughout  this  period,  it  was  no  longer 
as  profitable  for  the  banks  to  take  out 
notes,  as  the  so-called  double-profit 
had  declined.  From  1891  to  1899,  the 
amount  of  national  bank  notiss  in- 
creased, due  to  the  increased  yield  on 
government  bonds,  and  to  special 
demands  for  money  during  the  panic 
of  1893. 

The  Gold  Standard  Act  of  1900 

This  act  derives  its  name  from  the 
fact  that  it  provided  that  the  dollar, 
consisting  of  twenty-five  and  eight- 
tenths  grains  of  gold,  nine-tenths  fine, 
should  be  the  standard  unit  of  value, 
and  all  other  forms  of  money  should 
be  maintained  at  a  parity  of  value 
with  the  standard  .^^ 

The  Act  also  allowed  national  banks 
\^ath  as  small  a  capitalization  as  $25,000 
to  be  formed  in  towns  of  3,000  inhab- 
itants or  less.^'  This  led  to  a  rapid 
increase  in  the  number  of  national 
banks  from  3,583  in  1899  to  4,165  in 
1901. 

Though  the  notes  to  be  issued  by  a 
national  bank  were  at  no  time  to 
exceed  its  paid-in  capital,  it  was  pro- 
vided that  they  could  be  issued  here- 
after up  to  the  full  market  or  par  value 
of  the  bonds  deposited,  whichever  was 
the  lower,  instead  of  only  up  to  90  per 
cent  of  such  value.  The  refunding  of 
the  5  per  cent  bonds  maturing  in  1904, 
the  4  per  cent  maturing  in  1907,  and 
the  3  per  cent  maturing  in  1908,  repre- 
senting a  total  amount  of  839  million 
dollars,  into  2  per  cent  bonds  matiu-ing 
in  1930,  was  provided.    One  purpose  of 

^  This  act  simply  aflBrmed  the  gold  standard 
which  had  really  been  established  in  the  act  of 
1873  which  demonetized  the  silver  dollar. 

"  As  established  by  the  Act,  the  capital  re- 
quirements were : 

Capital 

In  towns  of  less  than  3,000 $25,000 

In  towns  of  3,000  to  6,000 50.000 

In  towns  of  6,000  to  50,000 100,000 

In  towns  with  more  than  50,000  people    200,000 


this  measure  was  to  provide  a  basis  for 
the  bond-secured  national  bank  notes 
by  postponing  the  maturity  of  a  large 
part  of  the  public  debt.^^  The  tax  on 
the  notes  issued  remained  at  1  per 
cent  per  annum  if  the  bonds  bore  more 
than  2  per  cent  interest,  but  if  they 
bore  2  per  cent  interest  or  less,  this 
tax  was  reduced  to  one-half  of  1  per 
cent. 

Under  the  stimulus  of  the  Act, 
especially  by  reason  of  allowing  na- 
tional banks  to  issue  notes  up  to  the  par 
value  of  the  bonds,  and  by  reason  of 
the  increased  yield  of  government 
bonds,  the  amount  of  notes  in  circula- 
tion increased  rapidly  from  332  mil- 
lion dollars  in  1900  to  609  millions  in 
1907. 

The  Gold  Standard  Act  of  1900  was 
not  a  constructive  piece  of  legislation, 
as  it  did  little  else  than  modify  slightly 
the  technical  details  in  the  organiza- 
tion and  operation  of  the  national 
banks,  and  made  no  attempt  to  remedy 
any  of  the  basic  defects  of  our  banking 
system. 

The  Panic  of  1907 

Beginning  with  1896,  prices  in  the 
various  gold  standard  nations,  which 
had  been  falling  for  nearly  a  genera- 
tion, began  to  turn  upward.  This 
change  was  due  to  an  increase  in  the 
production  of  gold  and  use  of  money 
substitutes,  and  to  the  wasteful  ex- 
ploitation of  the  world's  natural  re- 
sources. The  rise  in  the  price  level 
led  to  such  a  stimulation  of  industry 
that  until  1907,  aside  from  a  local 
crisis  in  Germany  in  1900  and  the 
"rich  man's  panic"  of  1903  in  America, 
the  period  was  one  of  general  prosper- 

^  Horace  Wliite  has  estimated  that  the  loss  to 
the  government  on  additional  interest  paid  by 
extending  the  maturity  of  these  bonds  amounted 
to  $244  millions  —  a  tremendous  price  to  pay  for 
an  increase  in  circulation  up  to  1907  of  only  277 
millions  of  dollars.  Money  and  Banking,  Horace 
White.     1914,  p.  406. 
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ity.  This  expansion  in  business  and 
the  resulting  increase  in  speculation 
intensified  the  demand  for  capital. 
As  the  demand  could  not  be  met  from 
the  current  savings  of  the  people,  com- 
mercial banks  began  to  make  larger 
and  larger  extensions  of  credit,  a  policy 
which  resulted  in  progressively  lower 
reserves  and  forced  the  banks  to  raise 
discount  rates  and  curtail  extensions  of 
credit.  This  retrenchment  was  accom- 
panied by  a  diminishing  purchasing 
power  on  the  part  of  the  great  mass  of 
consumers,  for  wages  lagged  behind 
prices  in  the  upward  movement,  forc- 
ing the  sale  of  products  at  sacrifice 
prices.  This  condition  checked  the 
rise  in  the  price  level  and  brought  on  a 
period  of  depression  throughout  the 
world. 

In  America,  as  in  the  nations  of 
Europe,  prices,  wages  and  interest 
rates  rose  one  after  the  other.  While 
this  differential  between  prices  and  the 
cost  of  production  lasted,  the  specula- 
tor optimistically  capitalized  the  future 
earnings  of  industry,  and  the  prices  of 
stocks  soared,  reaching  a  peak  in  1906. 


Toward  the  end  of  that  year  it  was 
apparent  that  the  demand  for  capital 
was  such  that  borrowers  had  difficulty 
in  being  accommodated  even  though 
bank  credits  were  strained  to  the  limit. 
In  January  and  February  of  1907  large 
blocks  of  securities  had  to  be  sold  to 
repay  the  loans  previously  procured 
from  the  London  market  through  the 
drawing  of  finance  bills.  Prices  of 
stocks  fell  steadily  and  crashed  in 
March.  After  a  slight  recovery  the 
market  began  to  fall  again  in  August 
and  was  still  falling  when  the  panic 
occurred. 

In  addition  to  the  general  causes  of 
the  world  crisis  of  1907,  there  were  ele- 
ments of  weakness  in  the  American 
banking  system,  reflected  chiefly  in 
the  New  York  money  market,  which 
caused  the  crisis  here  to  degenerate 
into  a  panic.  One  of  the  most  signifi- 
cant facts  in  the  development  of  Amer- 
ican banking  from  1896  to  1907  was  the 
rapid  growth  of  state  banks  and  trust 
companies.  State  banks  increased 
particularly  throughout  the  West  and 
South  as  the  requirements  of  the  state 


Table  A- 


-Growth  of  State  Banes  and  Trust  Companies,  1896,  1902,  1907 
State  Banks 


Year 

Number 

Capital 
(Millions) 

Individual 
Deposits 
(Millions) 

Cash 
Holdings 
(Millions) 

Proportion  of 

Cash 
to  Deposits 

1896 

1902 

1907 

3,978 

5,433 

10,352 

310.8 
388.3 
664.2 

095. 7 
1,698.2 
3,068.6 

101.0 
178.6 
254.0 

14.5% 
10.5 
8.3 

Trust 

Companies 

,     Year 

Number 

Capital 

(Millions) 

Individual 
Deposits 
(Millions) 

Cash 
Holdings 
(Millions) 

Proportion  of 
Cash  to  Deposits 
(National  Bank 
Notes  Included) 

1896 

1902 

1907 

257 

636 

1,485 

173.5 
329.6 
645.4 

586.5 
1,525.9 
2,061.0 

26.8 

31.9 

101.7 

4.6% 

2.1 

4.9 
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banking  laws  were  less  strict  there  than 
those  of  the  National  Bank  Act. 
The  greatest  growth  in  trust  companies 
occurred  in  the  East,  as  there  they 
were  not  subject  to  the  same  strict 
requirements  as  were  state  and  na- 
tional banks.  The  growth  of  these  two 
types  of  banking  institutions  is  shown 
in  Table  A  on  the  preceding  page. 

As  the  proportion  of  cash  to  the 
individual  deposits  of  state  banks  and 
trust  companies,  amounting  to  8.3  per 
cent  and  4.9  per  cent  respectively,  in 
1907,  was  woefully  inadequate  to  meet 
a  heavy  drain,  they  carried  balances 
vnth  national  banks  which  they 
planned  to  withdraw  in  time  of  an 
emergency.  On  August  22,  1907,  they 
had  196.3  million  dollars  on  deposit 
with  the  national  banks  in  New  York 
City.  Though  these  deposits  would 
surely  be  withdrawn  during  a  crisis,  the 
national  banks  in  the  performance  of 
their  functions  as  reserve  agents,  "did 
not  build  up  reserves  any  larger  than 
they  would  have  carried  had  they  been 
received  from  that  class  of  conservative 
individuals  who  habitually  maintain 
large  balances  with  their  banks."  ^^ 
Furthermore  the  national  banks  in 
New  York  City  held  a  considerable 
porportion  of  the  deposited  reserves  of 
the  national  banks  located  in  the 
interior,  amounting  on  August  22  to 
213.8  million  dollars.^^  Against  the 
certainty  of  having  the  bankers'  bal- 
ances withdrawn  during  a  crisis,  the 
New  York  banks  maintained  the 
ridiculously  low  cash  reserve  of  224 
million  dollars  in  1906  (though  this  was 
slightly  above  the  legal  minimum) 
against  total  deposits  (including  those 
made  by  the  government)  of  1,162 
millions,  of  which  at  least  a  half  con- 
sisted of  bankers'  balances.  That  they 
would  be  unable  to  meet  heavy  with- 

^  Sprague,  O.  M.  W.,  History  of  Crises  Under 
the  National  Banking  System.     1910,  p.  226. 
36  See  footnote  37. 


drawals  during  a  crisis,  a  time  when 
banks  ought  to  increase  their  loans  to 
save  the  solvent  but  temporarily 
embarrassed  borrower,  is  obvious. 

Moreover,  the  Secretary  of  Treasury, 
Leslie  M.  Shaw,  encouraged  other 
unsound  banking  practices  by  a  series 
of  innovations  which  he  introduced 
from  1902  to  1907.  Among  the  more 
radical  of  his  clianges,  was  the  exemp- 
tion of  national  banks  from  the  main- 
tenance of  a  cash  reserve  against  gov- 
ernment deposits,  the  acceptance  of 
other  than  United  States  bonds  as 
securities  for  government  deposits,  the 
depositing  of  government  funds  where 
money  seemed  tight,  and  the  artificial 
stimulation  of  gold  imports. 

The  cause  directly  leading  to  the 
panic  was  the  announcement,  on 
October  21, 1907,  by  the  National  Bank 
of  Commerce  of  New  York  that  it 
would  no  longer  clear  for  the  Knicker- 
bocker Trust  Company,  whose  man- 
agement was  under  suspicion.  This 
action  precipitated  a  run  on  the  Trust 
Company,  which  was  forced  to  sus- 
pend the  following  day  after  paying 
out  eight  million  dollars.  Immedi- 
ately, the  alarm  spread  throughout  the 
land,  a  wild  scramble  for  money  ensued, 
banks  and  individuals  hastened  to 
withdraw  their  funds  from  the  New 
York  City  banks,  and  the  panic  was 
on.  The  New  York  City'  banks  being 
ill  prepared  to  meet  these  heavy  with- 
drawals were  forced  to  suspend  cash 
payments  on  October  26.  The  rest  of 
the  country  immediately  followed  their 
example. 

The  Defects  in  the  American 
Banking  System  as  Revealed  in 
the  Panic  of  1907 

One  of  the  most  serious  of  these 
defects  was  the  rigidity  and  immobility 
of  the  reserves.  The  proportion  of 
reserves  to  be  held  by  national  banks 
against  their  deposits  were  definitely 
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fixed  by  statute.'^  In  compliance  with 
the  provisions  of  the  Act,  on  August 
g^,  1907,  national  banks  held  cash 
and  deposited  reserves  as  shown  in 
Tal>le  B. 

The  provision  allowing  a  certain  pro- 
portion of  the  reserves  to  consist  of 
balances  with  other  banks  was  intended 
to  provide  the  interior  banks  with  ex- 
change to  sell  on  New  York  and  other 
important  commercial  centers.  How- 
ever praiseworthy  this  intention  might 


brokers,  as  call  loans,  which  they  felt 
were  the  most  liquid  form,  in  the  ab- 
sence of  a  general  discount  market. 
The  capacity  of  the  interior  banks  to 
meet  their  depositors'  demands  during 
a  panic  depended  in  part  upon  their 
ability  to  withdraw  the  funds  which 
they  had  deposited  with  their  New 
York  reserve  agent.  But  the  New 
York  banks  were  unable  to  meet  heavy 
drains  of  cash,  due  to  the  insufficiency 
of   their   reserves,    and   the    unliquid 


Table  B — Cash  and  Deposited  Reserves  of  National  Banks,  August  22,  1907 


Number  of  Banks 

Deposits 
(millions) 

Cash  Reserves 
(millions) 

Deposited  Reserves 
(millions) 

Central  Reserve  Cities 

Reserve  Cities 

Others 

60 

306 

6,178 

$1,205.5 
1,423.4 
2,627.2 

$315.5 
196.6 
216.8 

$165.7 
226.7 

Total 

6,544 

$5,256.1 

$728.9 

$392.4 

Percentage  of  cash  reserves  against  deposits  =  13.87%. 


be,  the  provision  led  to  a  pyramiding 
of  reserves,  so  that  our  credit  structure 
represented  an  inverted  pyramid  with 
a  relatively  small  cash  apex  in  New 
York  City.  In  fact,  of  the  reserves 
deposited  with  national  banks  in 
central  reserve  cities,  more  than  two- 
thirds  were  held  by  the  banks  in  New 
York  City.  In  August  of  1907  they 
held  cash  reserves  against  these  bank- 
ers' balances  amounting  to  26.5  per 
cent,  and,  as  was  customary,  had 
loaned  a  large  part  of  the  remainder  to 

"  The  provisions  were,  that  national  banks  in 
New  York  City,  St.  Louis  and  Chicago  (known 
as  the  central  reserve  cities)  must  keep  a  lawful 
money  reserve  of  25  per  cent  against  their 
deposits;  that  national  banks  in  some  forty- 
seven  other  large  towns  (reserve  cities)  must 
maintain  a  25  per  cent  reserve  but  one-half  of 
this  might  be  deposited  with  a  national  bank  in 
a  central  reserve  city;  all  other  national  banks 
were  to  maintain  a  15  per  cent  reserve  but  three- 
fifths  of  this  might  be  deposited  with  national 
banks  in  reserve  or  central  reserve  cities. 


character  of  call  loans,  secured  by 
stocks  and  bonds,  during  a  panic  when 
the  prices  of  securities  were  tumbling. 
Far  from  being  able  to  repay  his  loans, 
the  broker  needed  additional  help  from 
bankers  at  such  a  time.^^ 

Realizing  that  it  might  be  impossible, 
during  a  panic,  to  withdraw  their 
deposited  funds,  national  banks  placed 
great  dependence  upon  their  cash 
reserves  to  meet  the  emergency.  But 
these,  scattered  as  they  were  in  1907 
among  6,429  banks,  were  ineffective 
in  allaying  the  panic.  When  the  finan- 
cial storm  broke  each  little  bank 
endeavored  to  strengthen  and  to  guard 
its  own  reserve  against  withdrawals, 
as  there   was  no  established  agency 

^*  Prof.  Sprague  finds  that  out  of  a  total  loan 
increa.sc  by  the  national  l>anks  in  New  York 
City  between  August  22  and  December  3,  1907 
of  sixty-three  million  dollars,  call  loans  account 
for  fifty-four  million  dollars. — History  of  Crises 
Under  the  National  Banking  System,  p.  301. 
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which  would  grant  it  aid  through  the 
extension  of  loans  or  the  discounting  of 
its  paper.  Once  the  reserve  had  fallen 
to  the  legal  minimum,  the  bank  was 
not  expected  to  extend .  any  further 
accommodation  to  its  customers.  The 
cash  reserves  of  national  banks,  though 
large  in  the  aggregate,  were  so  scat- 
tered, hoarded  and  immobile  as  to  be 
ineffective  during  a  time  of  financial 
difficulty. 

Another  defect  in  our  banking  sys- 
tem revealed  in  1907,  as  in  every  other 
panic,  was  the  inelasticity  of  the  na- 
tional bank  notes.  An  elastic  currency 
should  expand  to  meet  seasonal  and 
cyclical  demands  for  money,  and  when 
these  demands  have  been  satisfied, 
should  contract.  Cyclical  demands 
occur  at  the  time  of  a  crisis,  for  then 
business  confidence  is  at  a  low  ebb  and 


money,  rather  than  credit  instruments, 
is  demanded  as  a  medium  of  exchange. 
The  suspension  of  specie  payments, 
following  the  failure  of  the  Knicker- 
bocker Trust  Company  resulted  in  a 
premium  on  currency  ranging  as  high 
as  4  per  cent.  The  Honorable  A.  Piatt 
Andrew  has  estimated  that  to  meet 
the  demands  for  money,  334  million 
dollars  of  currency  substitutes  were 
issued,  including  clearing  house  loan 
certificates  and  checks,  cashiers' 
checks  and  manufacturers'  pay 
checks.^^  Our  bank  notes  did  not 
begin  to  increase  until  the  first  part  of 
November  and  by  the  first  of  the  year 
had  increased  by  only  fifty -four  million 
dollars.  The  reason  is  found  in  the 
time  it  took  to  buy  the  necessary  bonds 
and  to  comply  with  the  governmental 
red  tape. 


Chart  III 


JFriAMJJA50NDJ 

'*  Andrew,  A.  Piatt,  "Substitutes  for  Cash  in  the  Panic  of  1907."     The  Quarterly  Journal  of 
Economics,  August,  1908. 
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Seasonal  demands  for  money  arise 
from  periodically  recurring  needs,  such 
as  the  demands  of  the  farmers  for 
money  each  fall  to  harvest  and  market 
their  crops.  As  the  national  bank 
notes  failed  to  expand,  the  interior 
banks  secured  much  of  the  money 
needed  by  withdrawing  their  deposits 
from  the  New  York  banks.  To  the 
extent  that  the  New  York  banks  met 
this  demand  with  lawful  money,  their 
reserves  were  lowered,  necessitating  a 
contraction  of  loans  and  forcing  up 
interest  rates.  Chart  III  showing  the 
seasonal  variations  (with  secular  and 
cyclical  tendencies  removed)  in  the 
national  bank  notes  and  the  notes 
issued  by  the  Reichsbank,  illustrates 
in  a  striking  fashion  the  inelasticity 
of  the  former. 

Such  powers  of  expansion  and  con- 
traction as  the  national  bank  notes 
possessed,  depended  upon  the  yield  of 
government  bonds,  for  should  this 
increase,  the  double  profit  would  rise 
and  it  would  become  profitable  for 
banks  to  force  the  notes  into  circula- 
tion.^o 

The  seasonal  movements  of  cur- 
rency into  and  out  of  the  New  York 
City  banks,  producing  a  dearth  of 
money  at  one  time  and  a  plethora  at 
another,  caused  interest  rates  to  vary 
from  artificially  low  levels  to  abnor- 
mally' high.  Thus  the  average  weekly 
low  call  money  rate  from  1890  to  1908 
was  2..31  per  cent,  occurring  in  the 
second  week  of  June,  while  the  average 
high,  was  7.38  per  cent,"^  occurring  in 
the  fourth  week  of  December.  Had 
the  seasonal  demands  been  met,  as  was 
true  on  the  Continent,  by  an  actual 
increase  in  the  amount  of  currency, 
instead  of  by  shifting  funds  from  one 

*'^  See  pages  8  and  9  for  a  further  illustra- 
tion of  this  point. 

*'■  Kemmerer,  E.  W.,  Seasonal  Varialums  in  the 
Relative  Demand  for  Money  and  Capilal  in  the 
United  States.— 1910,  p.  15. 


section  to  another,  and  had  this  cur- 
rency contracted,  once  the  need  was 
satisfied,  interest  rates  could  have  been 
fairly  stabilized.  Furthermore,  due 
to  the  immobility  of  reserves,  and  the 
concentration  of  banking  capital  in  the 
East,  there  were  considerable  sectional 
disparities  in  interest  rates  which 
could  not  be  eliminated  without  central 
reserve  banks. 

From  time  to  time,  the  government 
endeavored  to  extend  relief  to  the 
banks  in  order  to  counteract  the  evils 
in  our  banking  system.  The  innova- 
tions of  Secretary  Shaw  have  been 
noted.  Mr.  George  B.  Cortelyou,  his 
successor,  continued  this  policy.  After 
the  panic  had  begun,  he  transferred  to 
the  national  banks  in  New  York  City 
(from  October  21  to  October  31)  nearly 
thirty-eight  million  dollars  to  help 
them  meet  their  withdrawals.  Later 
he  offered  for  sale  150  million  dollars 
of  bonds  to  stimulate  the  issue  of 
national  bank  notes.  The  government 
had  to  choose  between  interfering  in 
the  money  market  in  this  way  or  keep- 
ing its  funds  locked  up  in  the  sub- 
treasuries.  This  latter  policy  would 
have  had  the  effect  of  making  the  cur- 
rency redundant  at  the  time  the  gov- 
ernment made  disbursements  and 
scarce  when  its  taxes  were  coUected.^^ 


*2  The  Act  passed  in  February  25,  1863  estab- 
lishing the  national  banking  system  amended 
the  Independent  Treasury  Act  so  as  to  allow 
national  banks  designated  by  the  Secretary  of 
the  Treasury  to  be  depositaries  of  public  funds, 
except  receipts  from  customs.  These  banks 
were  required  to  give  security  by  the  "deposit 
of  United  States  bonds  and  otiierwise."  By  an 
act  passed  on  March  3,  1901  the  Secretary  of  the 
Treasury  was  expected  to  "distribute  the  depos- 
its herein — so  far  as  practicable  equitably  be- 
tween different  States  and  sections."  Secretary 
Shaw,  in  1903,  began  to  accept  other  than  United 
Stales  bonds  from  the  banks  against  government 
deposits,  interpreting  the  words  "and  otherwise" 
to  mean  "or  otherwise."  By  the  Act  of  March 
4,  1907  it  was  provided  that  receipts  from  cus- 
toms might  be  placed  in  designated  depositaries. 
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Of  course  such  policies  as  introduced 
by  Secretary  Shaw  were  but  palHatives 
for  the  situation  and  could  not  by 
themselves  remedy  the  defects  of  our 
banking  system. 

Efforts  at  Reform 

It  was  imperative  that  the  defects 
in  our  currency  and  banking  systems 
should  be  remedied,  if  the  nation  were 
to  escape  the  disaster,  humiliation  and 
ruin  of  recurring  panics.  The  members 
of  the  American  Bankers  Association 
were  among  the  first  to  realize  the 
necessity  for  reformation,  and  endorsed, 
at  a  meeting  held  in  Baltimore  in 
1894,  a  plan  of  reform  known  there- 
after as  the  "Baltimore  Plan."  This 
plan  proposed  that  government  bonds 
be  eliminated  as' security  for  national 
bank  notes,  and  provided  for  their 
issue  on  much  the  same  conditions 
that  govern  the  issue  of  the  Canadian 
bank  notes.^ 

About  the  same  time  in  a  report  to 
Congress,  Mr.  John  G.  Carlisle,  Secre- 
tary of  the  Treasury  from  1893  to 
1897,  proposed  a  plan  of  reform  re- 
sembling in  its  main  outlines  the 
Baltimore  Plan,  but  with  the  addition 
that  the  provisions  in  the  National 
Bank  Act  requiring  banks  to  main- 

*^The  "Baltimore  plan"  proposed  that  gov- 
ernment bonds  be  eliminated  as  security  for 
bank  notes  and  provided  that  each  National 
Bank  be  allowed  to  issue  notes  up  to  50  per  cent 
of  its  paid-up,  unimpaired  capital  subject  to  a 
tax  of  one-half  of  one  per  cent  per  annum  on  the 
average  amount  of  notes  outstanding,  and  further 
that  an  additional  circulation,  known  as  emer- 
gency ciurency,  equal  to  25  per  cent  of  the  bank's 
paid-up  unimpaired  capital  be  allowed  subject 
to  a  heavier  tax.  Each  bank  issuing  notes  was 
to  contribute  an  amount  to  a  central  guarantee 
fund  equal  to  5  per  cent  of  its  notes  in  circula- 
tion, from  which  the  notes  of  failed  banks  were 
to  be  paid.  If  the  fund  were  not  sufficiently 
large  for  this,  the  remainder  of  the  notes  were 
to  be  redeemed  from  the  assets  of  the  failed 
bank.  A  5  per  cent  redemption  fund  was  to  be 
maintained  as  at  present. 


tain  a  reserve  against  deposits  be 
repealed.** 

On  November  18,  1896,  a  resolution 
was  adopted  by  the  Board  of  Gover- 
nors of  the  Indianapolis  Board  of 
Trade  inviting  representatives  from 
the  boards  of  trade  of  sixteen  middle 
western  cities  to  assemble  at  Indian- 
apolis in  December  of  1896  "for  the 
purpose  of  considering  the  advisability 
of  calling  a  larger  conference, — ^to 
consider  the  propriety  of  creating  a 
non-partisan  commission,  to  which 
shall  be  assigned  the  duty  of  formulat- 
ing a  plan  for  the  reform  of  our  cur- 
rency system."*^ 

Representatives  from  the  boards  of 
trade  and  similar  commercial  bodies 
of  eleven  of  the  cities  invited  attended 
this  preliminary  conference  and  issued 
a  call  for  a  non-partisan  monetary 
convention  of  business  men  to  con- 
vene at  Indianapolis  on  January  12, 
1897.  Delegates  from  twenty-six 
states  and  the  District  of  Columbia 
attended  the  convention,  at  which  it 
was  unanimously  agreed  that  an 
executive  committee  of  fifteen  be 
appointed  which  would  endeavor  to 
procure  at  the  next  session  of  Congress 
legislation  for  the  appointment  of  a 
Monetary  Commission  by  the  Presi- 
dent, to  consider  the  entire  question 
of  currency  and  banking  reform.  In 
case  this  effort  failed  it  was  pro\'ided 
that  the  executive  committee  should 

**  Carlisle's  plan  closely  followed  the  Balti- 
more plan,  but  differed  in  this  respect  that  in 
addition  to  the  5  per  cent  guaranty  fund,  he 
would  require  each  national  bank  issuing  notes 
to  maintain  30  per  cent  lawful  money  reserve, 
consisting  of  United  States  notes  including  the 
Treasm-y  notes  of  1890,  against  the  notes  issued. 
State  banks  were  to  be  allowed  to  issue  notes  in 
accordance  with  these  provisions.  He  also  pro- 
posed that  the  provisions  in  the  National  Bank- 
ing Act  requiring  a  bank  to  maintain  reserves 
against  deposits  be  repealed. 

**  Report  of  the  Monetary  Commission  of  the 
Indianapolis  Convention,  Chicago. — The  Uni- 
versity of  Chicago  Press,  1898.    p.  5. 
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select  eleven  men  to  make  a  thorough 
investigation  of  the  monetary  needs  of 
the  country.  The  Commission  of 
Eleven  was  appointed  and  held  their 
first  meeting  on  September  22,  1897,  in 
Washington.  After  a  series  of  con- 
ferences lasting  through  the  fall,  a 
preliminary  report  was  adopted  on 
December  17,  while  the  preparation  of 
the  final  report  was  entrusted  to  J. 
Laurence  Laughlin,  a  member  of  the 
Commission.  This  report  was  com- 
pleted by  April  of  1898.  The  prelim- 
inary report  simply  states  the  Com- 
mission's plan  of  reform,  while  the 
final  report  deals  in  an  exliaustive  way 
with  the  subject  of  money  and  banking 
from  a  theoretical,  historical  and  sta- 
tistical standpoint,  and  is  a  note- 
worthy contribution  to  economics. 

After  advising  that  the  existing  gold 
standard  be  maintained  the  Commis- 
sion proposed  that  national  banks  be 
allowed  to  issue  notes  up  to  the 
amount  of  their  paid-up  unimpaired 
capital,  exclusive  of  so  much  as  is 
invested  in  real  estate.  For  the  first 
five  years  after  the  passage  of  the  pro- 
posed measure,  the  notes  issued  up  to 
25  per  cent  of  a  bank's  capital  were  to 
be  secured  by  government  bonds,  but 
thereafter  the  amount  of  bonds  re- 
quired to  be  deposited,  before  notes 
might  be  issued,  was  to  be  reduced  by 
one-fifth  each  year.  The  notes  issued 
in  excess  of  60  per  cent  of  the  capital 
and  not  in  excess  of  80  per  cent  were  to 
be  taxed  at  the  rate  of  2  per  cent  per 
annum,  while  those  issued  in  excess  of 
80  per  cent  were  to  be  taxed  at  the  rate 
of  6  per  cent  per  annum.    In  order  to 


protect  the  noteholders  from  loss,  each 
bank  was  to  contribute  to  a  guaranty 
fund  an  amount  in  gold  equal  to  5  per 
cent  of  its  circulation,  from  which  the 
notes  of  failed  banks  were  to  be  paid. 
In  case  that  the  fund  became  impaired, 
by  reason  of  payments  made  to  redeem 
the  notes,  the  Comptroller  of  the  Cur- 
rency was  authorized  to  make  an 
assessment  upon  all  banks  in  propor- 
tion to  their  circulation.  The  present 
5  per  cent  gold  redemption  fund  was  to 
continue. 

The  plan  for  banking  reform  in- 
cluded the  proposals  that  the  present 
reserve  requirements  be  maintained 
against  deposits  with  the  exception  that 
one-fourth  of  the  reserves  required 
should  be  held  in  coin  in  the  vaults  of 
the  bank.  The  establishment  of  branch 
banks  was  provided  for  in  case  the 
Comptroller  of  the  Currency  approved. 
It  was  further  recommended  that  the 
organization  of  national  banks  in 
towns  of  4,000  or  less  with  a  minimum 
capital  of  $25,000  be  permitted. 

The  Commission's  proposals  would 
have  provided  America  with  a  safe  and 
elastic  currency,  but  would  not  have 
remedied  any  of  the  other  defects  of 
our  banking  system.  These  could  not 
be  removed  by  a  modification  of  the 
then  existing  system,  but  required  the 
introduction  of  central  reserve  banks. 
The  work  of  the  Commission  is  valu- 
able, not  because  of  its  immediate 
effect  upon  legislation,  but  for  the 
reason  that  it  awakened  the  public 
conscience  to  the  necessity  of  banking 
and  monetary  reform,  and  paved  the 
way  for  the  final  reformatory  measures. 
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THE  National  Monetary  Commis- 
sion had  its  origin  in  the  financial 
and  banking  panic  of  1907.  That 
astonishing  disturbance  and  collapse 
of  credit  was  one  of  the  most  un- 
becoming, if  not  disgraceful,  episodes  in 
our  financial  history.  Popular  clamor 
followed.  When  the  air  had  cleared 
it  was  seen  that  the  trouble  was  due  to 
the  banking  system,  which,  ill-adapted 
to  supply  the  needs  of  a  progressive 
industrial  nation  under  normal  con- 
ditions, was  utterly  inadequate  for  the 
preservation  of  business  equilibrium 
and  the  allaying  of  distrust  in  times 
of  business  accident  and  unexpected 
strain. 

Dissatisfaction  with  our  banking 
system  began,  however,  long  before 
the  panic  of  1907.  The  banks  received 
a  share  of  the  blame  for  the  crises  of 
1873  and  1893,  while  during  the  ten 
years  of  intense  business  activity 
preceding  the  panic  of  1907,  banking 
reform  was  a  question  of  almost  con- 
stant public  agitation.  This  was  a 
period  of  rapid,  indeed  almost  revolu- 
tionary, changes  in  industrial  and 
commercial  organization,  but  the  de- 
velopment of  banking  seemed  to  lag 
behind,  owing,  it  was  believed,  to  the 
rigid  character  of  the  banking  laws. 
The  panic  of  1907  brought  the  criti- 
cism of  the  banking  system  to  a  climax 
and  the  Congress  which  assembled  in 
December  of  that  year,  some  weeks 
after  the  outbreak  of  the  panic,  was 
flooded  with  bills  designed  to  reform 
the  monetary  and  banking  systems  of 
the  country. 

In  this  aroused  state  of  public 
opinion  some  action  by  Congress  was 
inevitable,  but  it  was  soon  realized 
that   widely    divergent    views    as    to 


what  was  needed  to  correct  the  evils  of 
the  existing  situation,  conflicting  busi- 
ness interests  and  partisan  political 
aims,  would  prevent  the  enactment  of 
any  thorough-going  measure  of  re- 
form. The  leaders  of  the  dominant 
party  in  Congress  adopted,  therefore, 
a  temporizing  policy  and  secured  the 
passage  of  a  law,  commonly  known  as 
the  Aldrich-Vreeland  Act,  approved 
May  30,  1908,  providing  for  the  issu- 
ance of  emergency  currency  under 
certain  conditions.  This  act  was  a 
makeshift  measure  and  must  be  re- 
garded as  a  political  rather  than  a 
financial  expedient.  It  was  passed 
with  but  little  debate  and  without 
previous  consideration  by  the  reg- 
ularly constituted  committee  of  either 
house  of  Congress.  It  was  intended  to 
satisfy  the  urgent  public  demand  for 
action  by  Congress  and  to  enable  the 
party  in  power  to  say  that  provision 
had  been  made  against  a  recurrence  of 
the  troubles  that  had  afflicted  the 
country  in  the  preceding  autumn. 

The  Monetary  Commission  and 
Its  Duties 

But  the  Aldrich-Vreeland  Act  also 
created  the  National  Monetary  Com- 
mission, to  be  composed  of  nine  mem- 
bers from  the  Senate  and  nine  from 
the  House  of  Representatives,  pre- 
scribed its  authority  and  duties  and 
made  an  appropriation  to  cover  the 
necessary  expenses  of  its  work.  The 
work  of  the  Commission  is  clearly 
defined  in  Section  18  of  the  Act  which 
provides : 

That  it  shall  be  the  duty  of  this  com- 
mission to  inquire  into  and  report  to 
Congress  at  the  earliest  date  practicable, 
what  changes  are  necessary  or  desirable  in 
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the  monetary  system  of  the  United  States 
or  in  the  laws  relating  to  banking  and 
currency.  The  commission  shall  have  the 
power,  tlirough  subcommittee  or  otherwise, 
to  examine  witnesses  and  to  make  such 
investigations  and  examinations,  in  this  or 
other  countries,  of  the  subjects  committed 
to  their  charge  as  they  shall  deem  neces- 
sary. 

Within  a  short  time  after  the  passage 
of  the  law,  tlie  National  Monetary 
Commission  was  organized  with  Sena- 
tor Nelson  W.  Aldrich,  of  Rhode 
Island,  as  chairman  and  Congressman 
E.  B.  Vreeland,  of  New  York,  as 
vice-chairman.  The  Commission  was  a 
purely  political  body.  The  law  re- 
stricted membership  to  senators  and 
representatives  in  Congress.  All  sec- 
tions of  the  comitry,  including  sixteen 
different  states,  were  represented  in  its 
original  composition.  The  members 
could  hardly  be  regarded  as  experts  or 
even  students  of  banking  and  currency 
problems  and  only  a  few  of  them  had 
had  any  legislative  experience  with 
such  questions.  The  Commission  was, 
therefore,  forced  to  depend  in  large 
measure  on  outside  help  in  making  its 
inquiry  and  preparing  its  recommenda- 
tions. Almost  from  the  beginning,  the 
work  of  the  Commission  was  person- 
ally directed  by  Senator  Aldrich  and 
was  continued  for  a  period  of  more 
than  three  years  with  some  consider- 
able intervals  of  inactivity. 

In  order  to  make  the  inquiry  re- 
quired by  the  law  and  bring  together 
the  information  that  would  be  needed 
in  formulating  legislative  proposals, 
the  Commission  employed  a  number  of 
prominent  economists,  financial  edi- 
tors, bankers  and  government  officials 
in  the  United  States  and  foreign  coun- 
tries to  prepare  monographs,  papers 
and  reports  on  the  actual  operations 
of  banks  and  on  their  separate  functions 
and  mutual  relations.  Members  of  the 
Commission  visited  the  leading  coun- 


tries of  Europe  whose  economic  con- 
ditions were  most  nearly  like  our  own, 
and  appointed  representatives  to  visit 
other  countries  for  the  purpose  of 
holding  personal  interviews  with  the 
officials  of  leading  institutions  con- 
cerning their  banking  organization  and 
their  arrangements  for  dealing  with 
reserves,  note  issues,  commercial  paper 
and  other  banking  problems.  The 
Commission  also  conducted  hearings 
and  made  inquiries  in  different  parts  of 
the  United  States  and  particularly  in  a 
dozen  or  more  of  the  leading  com- 
mercial centers  of  the  country  for  the 
purpose  of  getting  the  opinions  of 
people  in  different  localities  and  occu- 
pations on  desirable  changes  in  our 
banking  laws.  The  discussion  of  cur- 
rency and  banking  problems  in  the 
meetings  of  various  learned  societies 
and  associations  of  business  men  and 
bankers  were  also  utilized  by  the 
Commission  as  a  means  of  securing 
expert  opinions. 

Publications  of  the  Monetary 
Commission 

The  results  of  the  studies  and  in- 
vestigations carried  on  by  people 
enlisted  in  the  service  of  the  Commis- 
sion, and  of  its  own  interviews,  public 
hearings  and  inquiries,  together  with 
the  report  and  bill  submitted  to 
Congress  by  the  Commission  at  the 
conclusion  of  its  work,  have  been 
issued  as  public  documents  in  a  series 
of  twenty-three  volumes  under  the 
general  title  of  Publications  of  the 
National  Monetary  Commission.  The 
material  in  these  volumes  covers  about 
14,000  octavo  pages  and  about  1,200 
quarto  pages,  the  latter  containing 
chiefly  statistical  matter.  Of  the  total 
of  over  15,000  pages,  about  two-thirds, 
or  more  than  9,000  pages,  deals  with 
banking  and  related  problems  in 
foreign  countries.  Of  the  whole  mass 
of  information  brought  together  in  the 
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publications  only  a  relatively  small 
part  is  entirely  new.  Some  of  the 
material  included  is  simply  a  reprint 
of  previous  publications,  and  a  large 
part  of  the  matter  dealing  with 
American  conditions  consists  of  books, 
monographs  and  reports  previously 
published  but  revised  and  brought  up 
to  date  and  republished  for  the  uses  of 
the  Commission. 

Some  of  these  revisions  were,  how- 
ever, of  vital  importance  to  the 
completion  of  the  investigation  which 
the  commission  had  undertaken.  This 
was  especially  true  of  the  two  mono- 
graphs by  Dr.  David  Kinley  on  "The 
Independent  Treasury  of  the  United 
States  and  its  Relations  to  the  Banks 
of  the  Country"  and  "The  Use  of 
Credit  Instruments  in  Payments  in 
the  United  States."  The  study  of 
Treasury  operations  left  no  doubt  con- 
cerning the  need  of  some  new  and 
efficient  machinery  for  handling  the 
government's  financial  business,  while 
the  investigation  of  the  use  of  credit 
instruments  fixed  attention  on  the 
tremendously  important  function  of 
the  deposit  currency  as  a  means  of 
employing  bank  credit  in  the  trans- 
action of  the  business  of  the  country. 

Valuable  Contributions 

Among  the  most  notable  of  the  new 
contributions  to  the  study  of  American 
conditions  were  the  "Seasonal  Vari- 
ations in  the  Relative  Demand  for 
Money  and  Capital  in  the  United 
States"  by  Professor  E.  W.  Kemmerer 
and  the  "History  of  Crises  under  the 
National  Banking  System"  by  Pro- 
fessor O.  M.  W.  Sprague.  The  volume 
by  Professor  Kemmerer  is  an  elaborate 
statistical  study  based  on  a  mass  of 
financial  data,  such  as  statements  of 
condition  of  banks,  clearing  house 
returns,  movements  of  money,  rates  of 
exchange,  monetary  circulation,  bond 
prices,  etc.     The  study  was  not  con- 


fined to  the  New  York  money  market 
alone,  but  included  also  the  markets  of 
Chicago,  St.  Louis,  New  Orleans  and 
San  Francisco,  to  the  extent  that  in- 
formation was  available.  While  Pro- 
fessor Kemmerer 's  investigation  was 
the  most  complete  of  any  ever  made  in 
this  field,  it  did  not  result  in  any 
modification  of  accepted  theories  of 
seasonal  and  other  periodic  market 
movements  but  served  rather  to  con- 
firm them. 

Professor  Sprague's  volume  of  484 
pages  on  "  The  History  of  Crises  under 
the  National  Banking  System"  is  an 
important  contribution  to  our  financial 
literature  and  the  most  valuable  of  the 
original  studies  made  for  the  Monetary 
Commission.  It  is  a  careful,  critical 
examination  of  the  results  of  banking 
policy  and  management  as  developed 
under  the  National  Bank  Act  in  all  the 
periods  of  crisis  from  1873  to  1907. 
Professor  Sprague  describes  the  nature 
of  the  problems  that  presented  them- 
selves from  time  to  time  and  compares 
the  success  of  the  methods  that  were 
evolved  to  meet  them.  His  final  judg- 
ment is  that  "it  is  impossible  to  escape 
the  depressing  conclusion  that  the 
banking  situation  in  1907  was  handled 
less  skilfully  and  boldly  than  in  1893, 
and  far  less  so  than  in  1873.  No  new 
elements  of  weakness  were  disclosed, 
but  no  real  effort  was  made  to  over- 
come difficulties  which  had  been  met, 
with  partial  success  at  least,  on  former 
occasions."  The  most  important  lesson 
to  be  drawn  from  Professor  Sprague 's_ 
study  is  that  banking  reform  would 
prove  most  certain  and  successful  if 
pursued  along  the  line  of  the  means 
naturally  evolved  by  our  bankers  for 
meeting  their  problems. 

Such  an  inference  is  in  accordance 
with  our  best  experience.  Probably 
the  most  successful  banking  system  we 
have  had  in  this  country  was  the 
Suffolk  system  of  the  New  England 
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states  in  the  period  before  the  Civil 
War.  This  was  a  plan  of  banking 
developed  by  bankers,  slightly  aided 
from  time  to  time  in  their  efforts  by 
the  law,  to  insure  efficiency  and  safety 
in  the  employment  of  bank  credit  on  a 
basis  of  circulating  notes.  If  bankers 
since  the  Civil  War  had  been  free  to 
act  in  accordance  with  their  experi- 
ence, and  had  been  reasonably  sup- 
ported by  the  law,  there  is  no  reason 
to  suppose  that  they  cpuld  not  have 
developed  for  the  whole  country  equally 
efficient  and  successful  methods  of 
insuring  safety  in  the  use  of  bank 
credit  based  on  deposit  currency. 

Investigation  of  Foreign  Banking 

Systems 

In  the  investigation  of  foreign  bank- 
ing and  currency  conditions,  much 
more  attention  was  given  to  England, 
France  and  Germany  because  it  was 
befieved  that  business  conditions  in 
these  countries  were  more  nearly  like 
our  own.  Of  the  9,000  pages  in  the 
publications  devoted  to  material  re- 
lating to  foreign  countries,  over  6,500 
deal  with  conditions  in  these  three 
countries  alone,  and  of  these  pages 
about  4,500  relate  exclusively  to  Ger- 
many. It  was  the  opinion  of  Senator 
Aldrich,  as  well  as  of  some  other  mem- 
bers of  the  Commission,  that  the  bank- 
ing system  of  Germany  was  of  more 
interest  than  any  other  to  the  people  of 
the  United  States  becaase  the  indus- 
trial and  commercial  interests  of  the 
German  Empire  were  very  largely  of 
the  same  character  as  our  own.  This 
German  material,  like  that  relating  to 
the  United  States,  consists  largely  of 
reprints  in  English  translation  of  books, 
reports  and  papers  previoasly  pub- 
lished in  German.  These  reprints 
include  the  memorial  history  of  "The 
Reichsbank,  187G-1900,"  the  "German 
Imperial  Banking  Laws,"  the  third 
German  edition  of  Dr.  Jacob  Riesser's 


"The  German  Great  Banks  and  their 
Concentration  in  Connection  with  the 
Economic  Development  of  Germany," 
almost  the  entire  report  and  proceed- 
ings of  the  "German  Bank  Inquiry 
Commission  of  1908,"  a  series  of  articles 
from  the  Frankfurter  Zeitung  relating 
to  "The  Renewal  of  the  Reichsbank 
Charter"  and  a  series  of  "Miscel- 
laneous Articles  on  German  Banking" 
extracted  mainly  from  the  proceedings 
of  the  Third  German  Bankers'  Conven- 
tion. But  in  spite  of  the  large  amount 
of  space  given  to  German  material, 
the  publications  of  the  Commission 
contain  no  general  review  of  German 
banking  as  a  whole,  an  omission  which 
can  only  be  regarded  as  a  defect  in  the 
work  of  the  Commission  since  so  much 
importance  was  attached  to  German 
conditions  and  experience. 

The  information  relating  to  English 
and  French  conditions  is  much  briefer 
but  also  more  useful  in  making  a 
comparative  study  of  American  ex- 
perience. s,The  monographs  by  Hartley 
Withers  on  "The  English  Banking 
System"  and  by  R.  H.  I.  Palgrave  on 
the  "History  of  the  Separation  of  the 
Departments  of  the  Bank  of  England" 
are  the  best  of  the  publications  re- 
lating to  England.  Mr.  Withers' 
statement  is  an  illuminating  account 
of  the  complicated  relations  of  the 
Bank  of  England,  the  joint-stock  and 
private  banks,  and  the  accepting 
houses  and  discount  hoascs,  and  the 
position  of  all  of  them  in  the  market. 

The  most  valua))le  of  the  publi- 
cations dealing  with  French  conditions 
are  the  "Evolution  of  Credit  and 
Banks  in  France  from  the  Founding 
of  the  Bank  of  France  to  the  Present 
Time"  by  Andre  Liesse  and  "The 
Bank  of  France  in  its  Relation  to 
National  and  International  Credit." 

Some  of  the  best  information  con- 
cerning the  operation  of  the  foreign 
banking  systems,  and  particularly  those 
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of  England,  France  and  Germany, 
is  to  be  found  in  the  reports  of  the 
interviews  held  in  the  summer  of  1908. 
The  replies  to  questions  put  to  bank 
officials  in  these  interviews,  with  re- 
spect both  to  what  they  said  and 
what  they  left  unsaid,  often  tlu"ow 
more  light  on  some  aspects  of  the 
actual  working  of  the  foreign  systems 
than  anji:hing  else  published  by  the 
Commission.  But  the  information 
contained  in  these  reports  is  not  so 
accessible  because  no  attempt  was 
made  to  analyze  and  digest  it  in  a 
systematic  manner. 

Disclosures  as  the  Result  of 
Contrasting  Banking  Systems 

The  things  which  this  extended 
study  of  foreign  banking  conditions 
emphasizes  in  contrast  with  American 
conditions  are: 

1.  The  existence  in  each  country  of  a 
central  institution,  more  or  less  closely 
related  to  the  government  of  the 
country,  which  serves  not  only  as  a 
government  bank  but  also  as  a  bank- 
er's bank  and  as  a  bank  for  the  public. 

2.  The  centralization  aind  control 
of  note  issue  by  means  of  these  insti- 
tutions. 

3.  The  high  degree  of  centralization 
in  general  administration  and  manage- 
ment of  reserves  in  all  countries. 

The  publication  of  this  mass  of 
material  relating  to  foreign  banking 
was  one  of  the  most  useful  services 
that  the  National  Monetary  Com- 
mission performed.  It  made  avail- 
able for  our  political  leaders,  banking 
and  financial  journalists  and  the  gen- 
eral public,  a  vast  fund  of  information 
on  banking  organization  and  operation 
in  foreign  countries  which  was  formerly 
known  only  to  expert  students  of  the 
subject. 

It  is  not  easy  to  estimate  the  in- 
fluence which  the  studies  carried  on 
imder  the  direction   of  the  National 


Monetary  Commission  had  in  shaping 
its  conclusions  concerning  the  defects 
of  our  banking  system  and  in  devising 
the  necessary  measures  of  reform 
which  were  finally  submitted  to  Con- 
gress in  the  form  of  a  report  and  a  bill 
at  the  beginning  of  1912,  three  and 
one-half  years  after  the  initiation  of  the 
Commission's  work.  A  large  portion 
of  the  publications  of  the  Commission 
were  issued  in  1910  before  anything 
definite  was  known  of  the  plan  of 
reform  to  be  recommended.  In  Janu- 
ary, 1911,  Senator  Aldrich  personally 
gave  out  what  he  described  as  a 
"suggested  plan  of  monetary  legisla- 
tion." 

In  substance  this  plan  was  an 
elaborate  central  bank  scheme  to  be 
owned  and  controlled  by  the  banks  of 
the  country  with  due  representation  of 
the  government  on  its  official  board. 
This  suggested  plan  does  not  seem  to 
have  been  the  product  of  any  delibera- 
tions of  the  National  Monetary  Com- 
mission itself,  based  on  the  residts  of 
the  scientific  inquiry  it  had  been 
conducting.  No  formal  meetings  of 
the  Commission  as  an  official  body  were 
held  before  the  fall  of  1911  when  a 
resolution  calling  for  a  report  from  the 
National  Monetary  Commission  on 
January  8,  following,  was  introduced  in 
Congress  by  Senator  Cummins  of 
Iowa  and  adopted. 

Although  due  allowance  must  be 
made  for  the  influence  of  American 
opinion  and  European  experience,  the 
suggested  plan  was  probably  the  work 
of  Senator  Aldrich,  aided  by  the  advice 
of  a  few  experienced  men,  among 
whom  Mr.  Paul  M,  Warburg,  the 
New  York  banker,  is  commonly  re- 
puted to  have  played  an  influential 
part.  The  proposals  made  in  this  plan, 
which  soon  came  to  be  spoken  of  as  the 
Aldrich  Plan,  were  fully  discussed  for 
several  months  in  meetings  of  bankers 
and  business   men   and   in   economic, 
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banking  and  financial  periodicals  and 
newspapers.  In  October,  1911,  the 
plan  was  revised  and  redrafted  in  the 
form  of  a  bill  and  included  in  the 
report  submitted  to  Congress  on  Jan- 
uary 8,  1912,  as  the  recommendation 
of  the  National  ]Monetary  Commission. 

Defects  in  the  United  States 
Banking  System 

The  defects  in  our  banking  system 
which  are  elaborately  summarized  in 
the  report  of  the  Commission  may,  for 
the  purposes  of  this  paper,  be  briefly 
recapitulated  as  follows : 

1.  The  existing  banking  system  pro- 
vides no  effective  means  for  coopera- 
tion by  banks  in  crises. 

2.  It  admits  of  no  concentration  of 
the  banking  reserves  of  the  country  for 
use  in  times  of  stringency  or  unusual 
strain. 

3.  The  banknote  circulation  fails  to 
respond,  through  automatic  expansion 
and  contraction,  to  changing  needs  of 
business. 

4.  The  existing  system  provides  no 
effective  agency  for  facilitating  ex- 
changes and  transfers  of  funds  between 
different  localities  and  sections  of  the 
country. 

5.  It  affords  no  means  of  properly 
regulating  the  foreign  exchanges  and 
controlling  the  international  flow  of 
gold. 

6.  Interior  communities  do  not  have 
the  benefits  of  ready  access  to  the 
central  money  markets. 

7.  Existing  arrangements  lead  to 
the  congestion  of  banking  resources  in 
large  financial  centers  stimulating  spec- 
ulation when  they  are  accumulating 
and  unsetthng  the  market  when  they 
are  withdrawal. 

8.  The  accumulation  of  government 
funds  in  other  institutions  than  the 
banks  results  in  constant  disturbance 
of  bank  reserves  and  further  unsettling 
of  the  market. 


To  rectify  these  evils,  the  bill  recom- 
mended by  the  Commission  proposed 
to  incorporate  the  National  Reserve 
Association  of  the  United  States,  with 
a  capital  of  $100,000,000  to  be  sub- 
scribed voluntarily  by  national  banks, 
and  also  by  state  banks  and  trust 
companies  under  certain  conditions. 
Subscribing  banks  in  contiguous  ter- 
ritory were  to  be  grouped  in  local 
associations,  while  these  local  associa- 
tions were  to  be  combined  into  fifteen 
district  associations  covering  the  en- 
tire territory  of  the  United  States  and 
serving  as  branches  of  the  National 
Association.  The  central  association 
thus  organized  was  to  have  authority: 

1.  To  take  over  the  note  issuing 
function  of  the  national  banks,  basing 
such  note  issues  ultimately  on  legal 
money  and  first  class  commercial 
paper  instead  of  bonds,  and  further,  to 
have  the  privilege  of  issuing  additional 
notes,  having  the  same  security,  on 
payment  of  a  graduated  tax  thereon. 

2.  To  rediscount  for  national  banks 
first  class  commercial  paper  maturing 
in  short  periods  of  time. 

3.  To  transfer  funds  for  national 
banks  between  the  central  association 
and  the  branches,  and  between  the 
branches. 

4.  To  receive  and  hold  deposits  of 
subscribing  banks  and  the  government, 
but  no  private  deposits. 

To  insure  safety  in  reserve  manage- 
ment the  National  Association  was 
required  to  hold  a  cash  reserve  equal  to 
fifty  per  cent  of  its  demand  liabilities. 
It  was  also  provided  that  the  associa- 
tion should  serve  as  a  depository  for 
public  funds  and  as  the  fiscal  agent  of 
the  Federal  government.  No  changes 
were  made  in  the  reserve  requirements 
of  national  banks  except  that  they 
could  count  the  notes  of  the  central 
association  as  well  as  their  deposits 
with  it  as  reserves. 

Probably  no  economic  measure  ever 
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brought  before  the  Congress  of  the 
United  States  received  at  the  hands  of 
pohtical  leaders,  students  of  banking 
and  currency  problems,  and  the  general 
public,  such  comprehensive  study  and 
thorough  discussion  as  this  one,  but  in 
spite  of  the  great  amount  of  time  and 
labor  spent  on  it  and  the  heavy  ex- 
pense incurred,  it  had  no  direct 
consequences  whatever  in  the  way  of 
constructive  legislation. 

Political  Change  and  the  Aldrich 
Plan 

By  the  beginning  of  1912  the  pohti- 
cal situation  had  completely  changed 
and  the  recommendations  of  the  Mone- 
tary Commission  were  never  brought 
up  in  Congress  for  consideration. 
Many  of  the  men  who  had  been  mem- 
bers of  the  Commission  when  it  was 
organized  had  either  retired  from 
pubHc  life  or  had  been  retired  in  the 
elections  of  1910.  During  the  dis- 
cussion of  Senator  Aldrich's  suggested 
plan,  which  preceded  the  formal  sub- 
mission of  the  Commission's  findings 
and  recommendations,  much  oppo- 
sition of  a  general  character  developed 
against  it,  not  apparently  because  of 
any  lack  of  confidence  in  the  soundness 
of  the  measures  proposed,  but  because 
of  a  general  distrust  of  the  men  who 
were  primarily  responsible  for  it, 
particularly  of  Senator  Aldrich  who,  as 
chairman,  had  controlled  and  directed 
all  the  activities  of  the  Commission. 
Whether  or  not  it  was  warranted,  there 
was  a  widespread  belief  in  the  country 
that  Senator  Aldrich  was  too  close  to 
some  of  the  great  business  interests 
whose  purposes,  it  was  believed,  were 
not  always  in  harmony  with  the 
highest  public  welfare.  In  view  of  this 
attitude  of  the  public  it  was  not  un- 
natm*al  that  the  new  party  leaders  in 
Congress  should  decline  to  look  for 
guidance  in  the  work  and  findings  of 
the  National  Monetary  Commission. 


The  Reserve  Act  and  the 
Monetary  Commission's  Work 

The  extent  to  which  the  framers  of 
the  Federal  Reserve  Act  drew  upon  the 
work  of  the  National  Monetary  Com- 
mission has  been  a  matter  of  some 
interest.  At  the  time  the  Act  was 
under  discussion  many  people  regarded 
it  as  nothing  but  a  copy  in  large  part  of 
the  Aldrich  Plan,  but  there  were  no 
substantial  grounds  for  such  a  claim, 
although  the  two  projects  were  similar 
in  many  of  their  fundamental  provi- 
sions. In  describing  the  legislative 
history  of  the  Federal  Reserve  Act 
some  months  after  its  passage.  Dr.  H. 
Parker  Willis,  who  was  the  expert  of 
the  House  Banking  Currency  Com- 
mittee while  the  bill  was  being  drafted, 
makes  the  following  statement  con- 
cerning its  origin :  ^ 

The  Federal  Reserve  Act  is  the  product 
of  a  lengthy  course  of  development  and  has 
gro^Ti  gradually  out  of  the  discussion  and 
analysis  of  the  past  twenty  years.  It  is  not 
drawn,  even  largely,  from  any  single 
source,  but  is  the  product  of  comparisons, 
selection  and  refinement  upon  the  various 
materials,  ideas  and  data,  rendered  avail- 
able throughout  a  long  course  of  study  and 
agitation.  Many  bills  embodying  the  same 
general  line  of  thought  that  now  finds 
expression  in  the  new  act  have  been 
offered  in  Congress. 

All  of  this  might  be  said  also,  with 
equal  truth,  of  the  Aldrich  Plan  itself. 
Certain  it  is,  that  the  fundamental 
principles  underlying  the  essential  pro- 
visions of  both  measures  were  well 
established  in  European  and  American 
banking  theory. 

The  investigations  of  the  National 
Monetary  Commission  were  limited  to 
the  field  of  banking  and  bank  currency 
although  the  scope  of  the  instructions 
given  the  Commission  by  the  law 
would  have  permitted  a  wider  range 

1  American  Economic  Review,  Vol.  IV,  p.  13. 
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of  activities.  Many  students  thought 
at  the  time  that  it  was  a  good  oppor- 
tunity to  amend  some  of  the  other 
serious  defects  in  our  monetary  sys- 
tem. Since  the  beginning  of  the  Civil 
War,  our  money  had  become  the  most 
heterogeneous  and  complex  of  any  in 
use  by  the  great  nations  of  the  world. 
Besides  the  gold  basis,  it  included 
several  different  t^^Des  of  fiduciary 
money  in  large  amounts  wath  compli- 
cated machinery  for  maintaining  them 
at  a  parity  with  the  standard.  A 
general  reform  of  our  banking  system 
and  bank  currency  was  regarded  by 
many  as  furnishing  the  best  oppor- 
tunity to  secure  a  final  solution  of  the 
greenback  and  silver  questions,  but 
the  National  Monetary  Commission 
avoided  these  issues  as  did  also  the 
framers  of  the  Federal  Reserve  Act. 

Currency  Complexities  Persist 

Today,  it  is  a  serious  question 
whether  or  not  the  addition  of  the 
Federal  Reserve  notes  to  our  monetary 
circulation,  without  any  material 
change  in  the  amount  of  national  bank 
notes  or  the  other  forms  of  fiduciary 
money  in  use,  has  not  increased  the 
complexity  and  difficulties  of  our  mone- 
tary system  without  improving  its 
efficiency  as  an  instrument  of  economic 
welfare. 

Between  1913  and  1920  the  United 
States  passed  through  a  period  of  in- 
flation that  exceeded  in  its  extent 
anjlhing  in  our  previous  history. 
Some  of  this  was  due  to  our  large 
acquisitions  of  new  gold,  but  far  more 
of  it  was  due  to  the  release  of  gold 
from  bank  reserves,  made  possible  by 
the  issue  of  Federal  Reserve  notes 
when  the  reserve  requirements  under 
the  Federal  Reserve  Act  were  changed 
to  their  present  form  by  the  amend- 
ment of  June,  1917.  After  this  change 
in  the  law,  expressions  of  gratification 
over  the  great  economy  of  money  that 


would  be  effected  thereby  were  very 
common.  But  it  is  a  strange  economy 
of  money  that  results  in  inflation! 
When  the  history  of  some  of  the  pro- 
visions of  the  Federal  Reserve  Act  and 
its  amendments  comes  to  be  written, 
the  judgment  will  be  that  they  were 
inflationist  legislation  and  that  their 
enactment  added  still  others  to  a  long 
list  of  monetary  errors  into  which  the 
country  has  fallen. 

Some  Unlearned  Lessons 

While  the  National  Monetary  Com- 
mission devoted  a  large  amount  of 
attention  to  the  organization  and 
working  of  the  foreign  banking  sys- 
tems, it  neglected  some  aspects  of  those 
systems,  a  better  understanding  of 
which  might  have  led  to  a  clearer 
conception  of  the  true  defects  of  our 
own  systems  and  of  the  best  means  of 
correcting  them.  Perhaps  the  most 
significant  feature  of  the  great  foreign 
systems,  according  to  the  studies  of 
the  Commission,  is  the  high  degree  of 
centralization  that  exists  in  control 
and  management.  But  while  the  in- 
fluence of  the  great  central  institutions 
in  securing  this  centralization  is 
strongly  emphasized,  no  emphasis  is 
laid  on  the  effect  of  extreme  con- 
centration in  foreign  banking  due  to  the 
widely  extended  system  of  branches. 
A  relatively  few  great  companies  or 
corporations,  including  the  central 
banks,  control  the  business  of  banking 
in  England,  France  and  Germany. 
This  control  is  exercised  from  central 
offices,  usually  located  in  the  financial 
center  of  the  country.  This  is  an 
important,  distinguishing  feature  of 
European  banking  as  compared  with 
our  o^vTl. 

In  the  United  States  much  praise 
has  been  conferred  on  the  Canadian 
banking  system,  but  the  chief  differ- 
ence between  it  and  our  own  lies  in  the 
fact  that  Canada  has  relatively  few 
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banking  corporations  with  many 
branches  widely  scattered.  Between 
1900  and  1912  about  15,000  new  banks 
were  organized  in  the  Unites  States. 
This  meant  15,000  new  boards  of 
directors  and  probably  as  many  new 
conceptions  of  what  constitutes  sound 
bank  policy  and  management.  The 
existence  of  our  vast  number  of  in- 
dependent institutions  needs  only  to  be 
mentioned  to  make  it  clear  that  no 
scheme  of  cooperation  among  banks 
yet  devised  in  this  country  will  give 
the  degree  of  centralization  in  control 
and  management  that  has  been  at- 
tained under  the  foreign  branch  sys- 
tems. 

Successful  Banking  Primarily  a 
Question  of  Administration 

Another  aspect  of  this  subject  is  also 
of  vital  importance.  If  there  is  any 
one  lesson  that  the  study  of  European 
experience  enforces,  it  is  that  success- 
ful banking  is  more  a  question  of 
administration  than  of  law.  As  Hart- 
ley Withers  says,  "Good  banking  is 
produced,  not  by  good  laws,  but  by 
good  bankers."  An  important  con- 
sequence of  the  extreme  concentration 
in  foreign  banking  is  that  it  brings  the 
best  banking  talent  into  positions  of 
responsibility  and  control.  No  doubt 
our  best  bankers  are  the  equals  of  the 
best  European  bankers  but  our  type 
of  banking  does  not  bring  them  into 
positions  where  they  can  exercise 
complete  control  over  the  banking 
business  of  the  country. 

The  apparent  control  of  the  jQow  of 
credit  in  the  leading  European  coun- 
tries through  the  manipulation  of  the 
discount  rates  of  the  central  banks,  is 
another  feature  of  foreign  banking 
which  has  always  been  in  sharp  con- 
trast with  our  own  practice  and  which 
we  have  tried  to  imitate  in  our  banking 
reform.  The  studies  of  the  Monetary 
Commission    fm-nish    no    satisfactory 


explanation  of  the  true  nature  of  this 
control  and  how  it  is  exercised.  The 
impression  is  often  gained  that  the 
bank  rate  determines  the  market  rate, 
but  it  would  probably  be  just  as  true  to 
say  that  the  market  rate  determines 
the  bank  rate.  When  Lord  Avebury, 
partner  of  Robarts,  Lubbock  and 
Company,  was  asked  concerning  the 
extent  to  which  the  bank  rate  governed 
their  loan  and  discount  transactions, 
he  replied,  "The  bank  rate  generally  is 
an  expression  of  the  market  rate." 
The  truth  is  that  the  market  rate  is  a 
competitive  rate  in  the  determination 
of  which  the  competition,  actual  or 
potential,  of  the  Bank  of  England  with 
the  other  banks  is  always  a  factor. 

Influence  of  Banking  Competition 

The  influence  of  competition  is  more 
clearly  seen  in  the  operation  of  the 
French  system  than  in  that  of  England. 
In  replying  to  a  direct  question  con- 
cerning the  competition  of  the  Bank 
of  France  with  the  other  banks,  M. 
Pallain,  the  governor  of  the  Bank  of 
France,  said,  "On  certain  points  there 
may  be  competition,  and  it  is  on 
account  of  this  salutary  competition 
that  wherever  a  branch  of  the  Bank 
has  been  established  the  rate  of  dis- 
count has  been  perceptibly  reduced,  in 
the  interest  of  commerce." 

The  fact  is  that  the  control  of  the  flow 
of  credit  in  these  countries  is  a  competi- 
tive one.  The  central  banks  are  not 
only  bankers'  banks  and  government 
banks;  they  are  also  public  banks  and 
compete  with  the  other  gi'eat  central- 
ized institutions  for  a  share  of  the 
banking  business  of  the  country.  Their 
relations,  to  their  governments,  their 
prestige,  and  the  fact  that  their 
managers  think  not  only  of  profits  but 
of  the  national  economic  welfare, 
places  them  in  a  strong  competitive 
position  and  enables  them  to  exercise 
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an  influence  much  out  of  proportion  to 
the  amount  of  business  they  do. 

There  has  been  much  discussion 
recently  of  the  discount  poHcy  of  the 
Federal  Reserve  Board  and  the  control 
of  the  flow  of  credit  under  the  Federal 
Reserve  System.  The  charges  of 
banks  to  their  customers  have  not  been 
materially  affected  by  the  manipula- 
tion   of    the    rediscount    rates.      The 


explanation  is  that  the  Federal  Re- 
serve Banks  are  banks  for  banks  and 
banks  for  government  and  not,  at 
the  same  time,  public  banks  in  the 
true  sense  of  the  word.  They  cannot 
exert  the  competitive  influence  against 
the  other  banks  that  the  foreign  cen- 
tral banks  exert.  They  are  not  in  fact 
in  the  market  and  cannot,  in  conse- 
quence, share  in  market  control. 


The  National  Citizens'  League 

A   Movement   for   a   Sound   Banking   System 

By  Harry  A.  Wheeler 

Vice-President,  Union  Trust  Company  of  Chicago 


AS  a  result  of  the  panic  of  1907  the 
business  men  of  the  country  be- 
came greatly  concerned  for  the  com- 
mercial safety  of  the  future.  At  the 
annual  meeting  of  the  National  Board 
of  Trade,  held  in  Washington  on  Jan- 
uary 25,  26  and  27,  1910,  the  subject  of 
monetary  reform  was  discussed  and  the 
following  resolutions  were  unanimously 
adopted : 

Whereas,  We  assume  that  a  plan  for  the 
revision  of  our  currency  system  will  be 
formulated  after  the  National  Monetary 
Commission  has  made  its  final  report;  and 

^^'he^eas,  A  revision  of  our  currency 
system  upon  a  permanently  sound  and 
scientific  basis  is  of  vital  importance  to  all 
interests  and  should  be  accomplished  as 
soon  as  practicable; 

Resolved,  That  the  National  Board  of 
Trade  favors  the  adoption  of  a  currency 
system  which  will  be  based  upon  the  fol- 
lowing fundamental  principles  and  insure 
the  following  results: 

First — Be  absolutely  fair  to  all  interests 
and  to  all  localities; 

Second — Insure  at  all  times  an  adequate 
supply  of  properly  safeguarded  currency; 

Third — The  volume  of  said  currency  to 
automatically  expand  and  contract  in 
response  to  the  normal  demands  of  the 
manufacturing,    commercial,    agricultural, 


and  other  legitimate  interests  of  the 
country; 

Fourth — Said  system  to  be  absolutely 
free  from  domination  or  control  by  political 
or  any  other  favored  interests; 

Resolved,  That  the  National  Board  of 
Trade  calls  upon  all  its  constituent  bodies 
to  carefully  study  the  fundamental  princi- 
ples of  banking  and  currency,  in  order  to 
intelligently  aid  the  enactment  of  such 
legislation  as  will  best  conserve  the  in- 
terests of  the  entire  country. 

The  National  Board  of  Trade  deter- 
mined to  devote  one  day  in  connection 
with  its  annual  meeting  in  1911  to  a 
Business  Men's  Monetary  Conference. 
January  18  was  set  aside  as  "Monetary 
Day."  Two  hundred  selected  com- 
mercial bodies  were  to  appoint  special 
committees  to  make  a  careful  study  of 
the  banking  question.  Each  organiza- 
tion was  requested  to  submit  its 
conclusions  and  recommendations  to 
the  National  Board  of  Trade  at  least 
one  month  before  the  meeting  and  to 
send  a  representative  to  the  meeting, 
to  be  held  in  Washington  beginning 
January  17,  1911.  The  invitation  met 
with  a  hearty  respoase  on  the  part  of 
the  commercial  organizations  through- 
out the  country  and  a  large  number 
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of  delegates  participated  in  the  con- 
ference. 

The  Business  Men's  Monetary  Con- 
ference, under  the  chairmanship  of 
C.  Stuart  Patterson  of  Philadelphia, 
adopted  resolutions  which  ultimately 
led  to  the  creation  of  the  National 
Citizens' League.  By  these  resolutions, 
the  chairman  of  the  Conference  was 
authorized  to  appoint  a  committee  of 
seven  to  organize  a  "Business  Men's 
Monetary  Reform  League,"  with  head- 
quarters in  Chicago  and  branches  in 
the  principal  centers  of  the  country, 
whose  object  should  be  to  conduct  a 
comprehensive  compaign  of  education 
in  behalf  of  some  kind  of  national 
reserve  association.  It  was  agreed 
that  the  delegates  to  the  Conference 
should  endeavor  to  enlist  the  active 
aid  of  the  commercial  bodies  they 
represented. 

Acting  on  the  authority  of  these 
resolutions,  a  committee  was  appointed 
composed  of:  C.  Stuart  Patterson,  of 
Philadelphia,  James  J.  Storrow,  of 
Boston,  Paul  M.  Warburg,  of  New 
York,  Irving  T.  Bush,  of  New  York, 
George  D.  Markham,  of  St.  Louis, 
Fred  W.  Upham,  of  Chicago  and 
Harry  A.  Wheeler,  of  Chicago.  This 
committee  was  called  into  conference 
in  Chicago  on  April  24,  1911.  The 
committee  was  unanimous  in  its  opin- 
ion that  the  responsibility  of  creating  a 
national  organization  should  be  left 
with  the  business  men  of  Chicago,  who 
should  conduct  a  nation-wide  cam- 
paign from  their  city. 

On  April  27,  1911,  a  conference  was 
called  by  the  committee  at  which  were 
present  about  fifty  of  Chicago's  fore- 
most business  men,  representing  both 
the  commercial  and  the  financial  field. 
This  conference,  after  careful  delibera- 
tion, agreed  to  accept  as  a  duty  and 
privilege  the  responsibility  of  conduct- 
ing the  campaign  from  Chicago  as  a 
center. 


The  new  movement  was  initiated  by 
the  Chicago  Association  of  Commerce. 
A  joint  meeting  of  the  Board  of  Direc- 
tors and  the  Executive  Committee  of 
the  Association  was  held  on  May  29, 
and  took  action  by  passing  the  follow- 
ing resolution: 

Resolved,  That  the  Chicago  Association  of 
Commerce  recognizing  the  distressing  ef- 
fects of  panics  on  trade,  capital,  and  labor, 
the  consequent  need  of  a  sound  banking 
system  in  the  interest  of  all  the  people  in 
the  country,  and  the  suggestion  made  for 
the  creation  of  a  National  Reserve  Associa- 
tion, hereby  requests  John  G.  Shedd, 
Marvin  Hughitt,  Graham  Taylor,  Harry  A. 
WTieeler,  B.  E.  Sunny,  Cyrus  H.  McCor- 
mick,  Julius  Rosenwald,  Charles  H.  Wacker, 
Frederic  A.  Delano,  John  Barton  PajTie, 
A.  C.  Bartlett,  A.  A.  Sprague,  J.  Laurence 
Laughlin,  John  V.  Farwell,  Clyde  M.  Carr, 
Fred  W.  Upham,  F.  H.  Armstrong,  and 
Joseph  Basch  to  form  a  National  Citizens' 
League,  the  object  of  which  shall  be  to  give 
organized  expression  to  the  growing  public 
sentiment  in  favor  of,  and  to  aid  in,  securing 
legislation  necessary  to  insure  an  improved 
banking  system  for  the  United  States  of 
America. 

Acting  under  this  authority,  "The 
National  Citizens'  League  for  the  Pro- 
motion of  a  Sound  Banking  System" 
was  organized  and  a  certificate  of  in- 
corporation was  granted  by  the  Secre- 
tary of  State  under  date  of  June  6, 
1911.  Article  2  of  the  certificate  of 
incorporation  is  as  follows:  "The 
object  for  which  it  is  formed  is  to  give 
organized  expression  to  the  growing 
public  sentiment  in  favor  of,  and  to 
carry  on  a  campaign  of  education  for 
an  improved  banking  system  for  the 
United  States  of  America."  In  organ- 
ization and  in  operation  the  Citizens' 
League  was  at  once   made   national. 

The  Chicago  Association  of  Com- 
merce only  accepted  a  responsibility 
imposed  upon  it  by  the  other  com- 
mercial bodies  of  the  nation  to  take  the 
initiative  in  the  conduct  of  a  campaign 
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to  which  their  support  had  been 
pledged.  The  only  part  taken  by  the 
Chicago  Association,  as  such,  was  to 
launch  the  new  League.  This  done, 
it  surrendered  all  control  into  the 
hands  of  the  Board  of  Directors  of  the 
League. 

In  April,  1913,  pursuant  to  a  call 
from  the  President  of  the  United 
States  and  his  Secretary  of  Commerce, 
the  Chamber  of  Commerce  of  the 
United  States  was  organized.  It 
became  the  sucessor  to  the  National 
Board  of  Trade  and,  recognizing  its 
relation  to  the  subject  of  monetary 
reform,  established  a  close  contact 
with  the  Citizens'  League. 

The  first  Annual  Meeting  of  the 
Chamber  of  Commerce  of  the  United 
States,  in  January,  1913,  dealt  with 
the  problem  as  of  first  importance  to 
the  new  incoming  administration  and 
instructed  its  Board  of  Directors  to 
present  the  matter  to  the  President- 
elect. In  February,  1913,  the  direc- 
tors carried  into  effect  the  mandate  of 
the  Annual  Meeting  by  the  following 
resolution : 

The  Chamber  of  Commerce  of  the 
United  States  of  America  believes  the 
present  moment  to  be  one  of  grave  import 
to  banking  and  currency  legislation.  The 
country  has  been  profoundly  stirred  by  the 
discussions  of  the  past  two  years.  The 
defects  of  our  present  system  are  generally 
understood  to  constitute  a  menace,  both  to 
our  domestic  and  to  our  international 
trade.  Tlie  business  men  of  the  country 
should  not  again  be  exposed  to  the  rigors  of 
another  such  stringency  as  followed  the 
large  crop  of  1912.  The  expected  changes 
in  our  tariffs  and  the  financing  of  another 
crop  in  1913  make  imperative  immediate 
action  by  Congress.  Moreover,  it  is  ap- 
parent that  the  presentation  of  a  sound 
measure  to  Congress  would  crystallize 
behind  it  the  support  of  the  business  and 
banking  interests  of  the  country. 

Therefore  he  it  Resolved,  That  the  Board 
of  Directors  of  the  Chamber  of  Commerce 


of  the  United  States  of  America,  acting 
under  instructions  unanimously  voted  by 
the  convention  of  January  twenty-first  to 
twenty-third,  1913,  urge  upon  the  Banking 
and  Currency  Committee  of  the  House  of 
Representatives  the  early  submission  to 
Congress  in  extra  session  of  a  measure 
which  will  overcome  the  diflSculties  from 
which  we  arc  suffering;  upon  the  Senate, 
its  prompt  consideration  of  such  measure 
at  the  extra  session;  and  upon  President- 
elect Wilson,  his  cordial  and  earnest 
suppoft  in  favor  of  early  and  complete 
legislation. 

And  he  it  further  Resolved,  That  a  copy  of 
this  memorial  be  sent  to  President-elect 
Wilson  and  to  Honorable  Carter  Glass,  of 
the  Banking  and  Currency  Committee  of 
the  House  of  Representatives. 

A  standing  Committee  on  Currency 
and  Banking  was  also  appointed  to 
press  upon  the  Administration  the 
necessity  for  early  action,  to  follow 
legislative  development,  and  to  prepare 
a  report  for  subsequent  submission  to 
the  membership  through  referendum, 
as  provided  in  the  rules. 

This  committee  was  composed  of 
Wallace  D.  Simmons,  St.  Louis,  Chair- 
man, John  W.  Craddock,  Lynchburg, 
Virginia,  Irving  T.  Bush,  New  York 
City,  Edmund  D.  Fisher,  New  York 
City,  Edward  D.  Page,  Oakland,  New 
Jersey,  Joseph  French  Johnson,  New 
York  City,  J.  Laurence  Laughlin, 
Chicago,  George  A.  Mahan,  Hannibal, 
Missouri,  \Yilliam  A.  Scott,  Madison, 
Wisconsin,  William  George  Bruce, 
Milwaukee,  Wisconsin,  J.  M.  Miller, 
Jr.,  Richmond,  Virginia,  Allen  Cucullu, 
Lynchburg,  Virginia,  John  V.  Farwell, 
Chicago,  Edmund  D.  Hulbert,  Chicago. 
It  completed  its  preliminary  work  in 
August,  1913,  and  sent  to  referendum 
a  report  on  pending  legislation  with 
recommendations  for  amendment  in 
keeping  with  the  principles  put  for- 
ward by  the  National  Citizens' 
League. 

The  League,  having  completed  the 
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work  for  which  it  was  organized, 
formally  requested  the  Chamber  of 
Commerce  of  the  United  States  to 
pursue  the  subject  through  its  legis- 


lative stages  and  disbanded;  the 
Chamber,  through  its  Committee,  fol- 
lowed the  matter  closely  until  its 
"Federal  Reserve  Act"  became  a  law. 


The  Educational  Campaign  for  Banking  Reform 

By  A.  D.  Welton 

Continental  and  Commercial  National  Bank,  Chicago 


ORGANIZING  the  National  Citi- 
zens League  in  1911  was  no  less 
a  task  than  organizing  the  country. 
It  was  the  final  step,  outside  of 
political  declaration  and  legislative 
action,  to  bring  about  a  demand  for 
the  reform  of  the  nation's  banking 
laws.  The  havoc  of  the  last  panic 
had  been  wrought.  Emergency  legis- 
lation in  the  form  of  the  Aldrich- 
Vreeland  Act  was  on  the  Statute 
Books.  The  Monetary  Commission 
had  junketed,  experted  and  ruminated 
and  Senator  Aldrich  was  working  on  a 
reform  proposal. 

From  these  statements  it  might  be 
gathered  that  public  sentiment  had 
at  least  begun  to  crystallize;  that  the 
subject  of  all  this  discussion  and  effort 
was  nearing  the  point  of  issue  and 
action.  Nothing  was  farther  from 
the  truth.  There  was  no  popular 
comprehension  of  what  it  was  all  about. 
Panic  meant  only  a  lack  of  currency. 
Newspaper  writers  were  miles  at  sea. 
Politicians  were  floundering  in  dark- 
ness. Practical  bankers  were  looking 
to  their  few  leaders  for  guidance. 
The  economists,  however  clear  their 
theories,  were  blinded  by  traditions, 
and  precedents  of  long  standing. 
There  was  a  dominant  desire  for  a 
change  but  any  suggestion  of  a 
practical  plan  raised  a  clamor  of 
hostility  to  centralization,  the  great 
political  bugaboo. 

The  persistence  of  political  rancor 
found    a    new    demonstration    every 


time  a  central  bank  or  the  central- 
ization of  banking  power  was  men- 
tioned. The  traditions  of  the  Demo- 
cratic party  stood  as  strongly  in  this 
respect  as  when  Andrew  Jackson  and 
Nicholas  Biddle  fought  over  the  Sec- 
ond Bank  of  the  United  States  eighty 
years  before.  The  mention  of  asset 
currency  roused  the  smoldering  fires 
of  greenbackism  and  free  silverism. 
It  was  plain  that  many  people  cher- 
ished the  belief  that  issuing  currency 
was  a  sovereign  power  of  the  govern- 
ment, and  IVIr.  Bryan  was  present  to 
insist  that  such  was  the  case. 

Every  time  the  question  of  currency 
had  come  up  for  popular  considera- 
tion in  the  three  preceding  decades, 
the  believers  in  soundness  as  wrought 
by  a  single  gold  standard  had  been  on 
the  defensive.  They  merely  prevented 
their  enemy  from  doing  something 
vicious.  The  one  constructive  bit  of 
legislation  was  the  Gold  Standard 
Act  of  1898.  That  followed  the  affair 
of  1896  as  the  Aldrich-Vreeland  Act 
and  the  appointment  of  the  Monetary 
Commission  followed  the  panic  of 
1907. 

Education  a  Formidable 
Undertaking 

All  the  studies  of  the  Commission 
pointed  to  the  necessity  of  a  plan  for 
banking  cooperation,  for  mobilizing 
reserves,  for  making  both  currency 
and  credit  elastic,  and  for  creating  a 
discount  market.     It  was  a  formidable 
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enough  undertaking  to  make  any 
considerable  portion  of  the  people 
understand  these  things.  It  was  a 
much  larger  one  to  make  a  consider- 
able portion  of  them  unlearn  the 
financial  follies  they  had  been  taught. 

For  this  undertaking  the  teachers 
were  not  many.  It  was  necessary  to 
train  teachers.  The  bankers  were  of 
little  assistance  in  this  way.  Very 
few  of  them  understood  the  science 
of  banking,  howe^'er  versed  they 
might  be  in  the  art  of  it;  fewer 
still  were  competent  to  teach  the 
economics  of  money.  Moreover,  the 
bankers  were  under  suspicion.  Had 
they  not  defeated  Mr.  Bryan  in  1896 
and  subsequently  and  also  subse- 
quently? ]Mr.  Bryan  had  frequently 
testified  to  that  fact. 

Finally,  Senator  Nelson  W.  Al- 
drich  was  Chairman  of  the  Monetary 
Commission.  For  years  he  had  been 
in  a  conspicuous  position  of  leader- 
ship. His  name  was  sjmonymous  with 
everj-thing  abhorrent  to  progressive 
thought.  In  the  public  mind  he  was 
first  friend  of  the  trusts,  advocate  of 
special  privilege,  the  defender  of  Wall 
Street  and  ally  of  the  money  devil. 
Politically,  it  made  no  difference  that 
the  Senator  from  Rhode  Island  had 
worked  hard  for  years  to  equip  himself 
for  the  task  now  on  hand.  It  was  of  no 
moment  that  his  great  aml^ition  was 
to  give  the  United  States  a  sound 
banking  system  or  that  his  devotion 
was  complete  and  unselfish.  He  was 
a  popular  target  for  editorial  anath- 
emas and  anything  emanating  from 
him  must  be  bad  because  of  its  origin. 

In  June,  1911,  approval  of  a  plan 
for  a  new  banking  system  meant 
approval  of  Aldrich.  The  National 
Citizens'  League  came  into  existence 
under  a  handicap. 

The  "Money  Trust"  was  an  active 
monster  of  that  day  also.  It  was  an 
indefinite   something  which  could   be 


charged  with  all  kinds  of  crimes  and 
would  plead  to  no  indictment.  There 
were  two  "money  trusts"  in  fact — one 
that  the  politicians  created  out  of 
their  vivid  imaginations  for  their 
owii  private  uses,  and  another,  de- 
fined as  a  "community  of  interest" 
among  powerful  bankers,  created  by  a 
defective  and  inadequate  banking  sys- 
tem. The  imagined  "Money  Trust," 
linked  -^ath  a  plan  to  reform  the 
banking  and  monetary  system,  became 
much  more  imposing  as  a  political 
spectre.  Such  a  "Money  Trust"  must 
necessarily  have  impious  designs,  and 
what  more  natural  than  it  should  seek 
to  have  the  banking  laws  remodeled 
to  fit  its  own  purposes ! 

Here  was  another  barrier  the  League 
had  to  take. 

Political  and  Partisan 
Complexities 

Another  circumstance  lets  in  light 
on  the  difficulties  that  lay  before  this 
economic  missionary.  Republicans  had 
passed  the  Aldrich-Vreeland  law  and 
planned  the  work  of  the  Monetary  Com- 
mission. Republicans  had  planned 
to  drive  through  a  new  banking  act. 
But  a  new  Congress  had  been  elected 
with  a  Democratic  House.  There 
were  even  predictions  that  the  next 
president  would  be  a  Democrat.  Wis- 
dom forbade  that  the  League  have 
even  a  remote  appearance  of  parti- 
sanship. As  a  matter  of  fact  the 
manner  of  its  organization  made 
partisanship  impossible  but  it  was 
frequently  charged  in  the  first  months 
that  this  was  "the  million  dollar  or- 
ganization formed  to  put  over  the 
Aldrich  banking  scheme." 

It  is  unnecessary  to  go  farther  into 
the  conditions  of  the  day  to  show 
that  the  League  had  a  large  task  and 
that  it  would  have  to  justify  itself  by 
performance  if  it  was  to  survive  and 
succeed. 
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Early  Inventory  of  the  League's 
Work 

It  succeeded  so  well  that  in  March, 
1912,  it  took  account  of  itself  as 
follows:^ 

The  campaign  for  banking  reform  has 
been  carried  into  44  states.  The  National 
Citizens'  League  has  now  46  organizations — 
one  in  each  of  43  states,  two  in  California, 
and  the  German  section  with  headquarters 
in  New  York  City.  The  extension  of  this 
organization  work  reflects  the  progress  of 
the  sentiment  for  an  improved  monetary 
and  credit  system. 

The  League  came  into  corporate  ex- 
istence in  June,  1911.  It  is  a  non-partisan 
organization.  It  has  no  affihations  with 
any  class  or  any  interest.  Among  the 
1,500  officers  of  its  branches  and  its 
increasing  thousands  of  members,  men 
engaged  in  manufacturing,  merchandising 
and  agricultural  business  are  in  the  great 
majority.  The  business  element  is  pre- 
ponderant. The  League  and  its  campaign 
have  been  indorsed  by  resolutions  adopted 
by  68  boards  of  trade  and  associations  of 
commerce  and  similar  organizations. 

There  is  reason  for  this  preponderance 
of  business  men.  The  League  had  its 
origin  at  a  meeting  of  the  National  Board 
of  Trade  in  Washington.  The  business 
organizations  represented  there  felt  that 
they  should  have  a  voice  in  the  question 
of  improving  anything  of  such  vital 
interest  to  them  as  the  monetary  system. 

C.  Stuart  Patterson,  of  Philadelphia, 
was  made  chairman  of  a  committee 
appointed  at  that  meeting  which  later 
conferred  with  the  Chicago  Business 
Men's  Monetary  Reform  League. 

The  Chicago  Association  of  Commerce 
volunteered  to  launch  the  new  organization 
and  requested  the  present  Chicago  Execu- 
tive Committee  to  undertake  the  work. 
Thus  the  National  Citizens'  League  came 
into  existence. 

The  astonihisng  feature  of  the  progress 
of  the  League  is  that  it  has  met  prac- 
tically no  opposition.  This  is  undoubt- 
edly due  to  the  fact  that  its  work  has  been 
wholly    educative.     It    has    indorsed    no 

1  Banking  Reform  Magazine,  March  16,  1912. 


particular  scheme  of  reform.  It  deals  in 
concrete  plans  only  by  way  of  illustrat- 
ing the  great  general  problems  of  efficiency 
of  bank  reserves,  a  discount  market,  in- 
dependent banking,  an  ehistic  currency  and 
credit  system  and  adequate  banking  f/icili- 
ties.  Its  belief  is  that  when  the  people  come 
to  have  an  understanding  of  the  fundamen- 
tal requisites  of  an  efficient  monetary  and 
banking  system  the  legislation  will  take 
care  of  itself.  With  the  fundaments 
understood,  as  they  will  be,  the  working  out 
of  the  details  may  be  left  to  Congress. 
How  the  application  is  made,  or  what  the 
system  is  called  are  matters  of  no  impor- 
tance. Who  frames  the  measure  finally 
adopted  or  after  whom  it  is  named,  are 
equally  inconsequential. 

Recruiting  the  Force  of 
Educators 

It  is  not  surprising  that  an  organi- 
zation so  elaborately  born  should 
have  a  name  as  elaborate.  Almost 
the  first  error  was  in  this  selection. 
The  National  Citizens'  League  for  the 
Promotion  of  a  Sound  Banking  System 
was  the  cumbersome  heritage  of  the 
men  who  later  assumed  the  work  of 
giving  the  scheme  publicity.  As  the 
economists — the  professors  of  political 
economy — were  about  the  only  ones 
who  could  write  on  questions  of 
banking,  they  were  drafted  early. 
The  work  of  creating  organizations  in 
the  various  states  was  speedily  got 
under  way.  Pamphlets  on  pertinent 
subjects  were  produced  and  printed. 
Speakers — mostly  economists — were 
recruited.  A  declaration  of  the  prin- 
ciples the  League  indorsed  was  made. 
Large  sums  of  money  were  spent. 
Later,  and  not  much  later,  the  diffi- 
culty that  always  confronts  such 
organizations,  was  encountered.  It  was 
necessary  to  expend  time  and  energy 
in  raising  funds  to  support  the  work. 

The  publicity  work  was  conven- 
tionally organized.  Pamphlets,  whose 
distribution   called   for   mailing   lists, 
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were  a  matter  of  course.  Member- 
ship in  the  I^eagiie  at  $1  a  year  carried 
with  it  all  published  matter  and  an  obli- 
gation to  spread  the  gospel. 

The  state  and  local  organizations, 
in  some  cases  self-supporting  but  always 
"^■itli  a  paid  secretary,  supplied  names 
for  the  mailing  lists  and  often  did  the 
distributing.  tThe  entire  list  of  League 
officers  and  directors  would  make  a 
business  blue  book.  Local  secretaries 
were  chosen,  sq  far  as  possible,  be- 
cause of  some  familiarity  with  pub- 
licity methods.  There  was  no  rule. 
In  some  states  publicity  was  the  only 
medium  used.  In  others,  dependence 
was  placed  on  meetings  and  speakers. 
In  still  others,  local  business  organi- 
zations were  enlisted.  This  was  all 
ordered  by  expediency  or  the  desires 
or  peculiarities  of  the  local  officials. 

The  undertaking  of  the  central 
office  in  Chicago  was  to  guide  the 
thought  of  every'  member  of  the 
League,  every  officer  of  each  state 
organization.  As  loosely  joined  as 
the  organization  was,  a  single  policy 
and  harmony  of  purpose  were  indis- 
pensable. 

The  marvelous  and  general  lack  of 
familiarity  of  the  general  run  of 
bankers  and  business  men  with  mone- 
tary problems  was  of  great  assistance. 
They  had  to  take  what  was  given 
them  because  they  had  practically  no 
other  sources  of  information.  The 
old  sources  of  monetary  information 
were  dried  up.  Previous  demands 
for  monetary  reform  were  directed  at 
the  currency  and  the  quantity  of  it. 
Financial  progress  in  terms  of  elastic 
credit  and  bank  reserves  was  unprec- 
edented and,  considered  by  itself, 
strikingly  logical. 

This  is  not  to  say  that  the  old 
"isms"  did  not  outcrop  at  frequent 
intervals  and  in  unexpected  places. 
The  local  secretaries  watched  care- 
fully   for    such    outbursts    and    they 


were  carefully  met  and  countered. 
Some  of  these  were  temporarily  seri- 
ous but  usually  they  were  ludicrous. 
All  were  treated  alike.  If  the  op- 
ponent of  banking  reform  or  the 
advocate  of  something  unsound  found 
space  for  his  outpouring  in  a  newspaper, 
the  same  newspaper  was  supplied 
with  other  material,  often  through  a 
local  League  representative.  If  the 
first  newspaper  refused  publicity,  the 
rival  paper  was  tried.  If  both  were 
recalcitrant  a  local  mailing  list  was 
compiled  and  used. 

Monthly  Magazines  the  Greatest 
Publicity  Medium 

The  League's  monthly  publication. 
Banking  Reform,  was  used  in  most 
cases.  It  was  the  uninvited  visitor 
to  every  newspaper  office  in  the 
country.  It  could  be,  and  frequently 
was,  used  to  meet  some  special 
opposition.  When  a  weekly  paper 
in  an  obscure  county  of  California 
assaulted  the  Monetary  Commission, 
the  League,  banking  reform  and  every- 
one interested  in  it,  a  special  edition 
of  Banking  Reform  was  printed  and 
sent  to  everyone  in  the  county.  It  was 
effective. 

When  a  venerable,  retired  county 
judge  in  Texas  unlimbered  a  page  of 
heavy  artillery  in  the  county  seat 
paper  on  the  sacred  and  sovereign 
right  of  the  government  to  issue  money, 
the  case  could  not  be  ignored.  The 
rhetorical  flood  was  broken  up,  the 
facts  extracted  and  a  reply  written 
and  sent  to  the  paper.  It  was  pub- 
lished— two-thirds  of  a  column.  The 
venerable  judge  countered  with  an- 
other solid  page.  The  reply  was 
short  and  pointed.  The  judge  was 
unwittingly  doing  well  for  the  League. 
He  became  interested  in  the  new 
proposition.  He  wrote  to  headquarters 
for  pamphlets.  A  month  later  he 
graciously  acknowledged  his   conver- 
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sion,  sent  in  a  dollar  and  joined  the 
League.  This  incident  had  no  repe- 
tition. The  devotees  of  greenbacks, 
free  silver  and  the  "sovereign  right 
of  the  government"  were,  and  are, 
irreconcilable  but  they  were  not  trouble- 
some for  long.  Their  attack  lacked 
versatility  and  mere  continuity  made 
it  tiresome. 

From  the  viewpoint  of  real  publicity 
the  monthly,  Banking  Reform,  was  the 
mainstay  of  the  publicity  campaign. 
It  was  the  messenger  to  the  press.  It 
permitted  repetition  and  reiteration, 
which  were  necessary  to  give  editors 
familiarity  with  what  was  to  them  a 
new  terminologJ^  It  was  slow  and 
disheartening  work  for  many  months. 
Once  the  fervor  of  early  political  contro- 
versy had  cooled  and  political  economy 
was  the  order,  publicity  results  were 
scant.  In  the  central  office  clippings 
were  garnered  with  care  and  treasured  in 
the  files.  One  of  the  first  months  of 
effort  brought  only  seven.  The  next 
month  there  were  none,  which  was 
interpreted  to  mean  that  the  seven 
were  accidents  or  incidents  of  edi- 
torial good  nature. 

A  Time  When  Politics  Helped 

Politics  again  intervened  to  give  a 
stimulus.  The  other  side  of  the  League's 
organization  was  at  work.  State  con- 
ventions of  the  political  parties  were 
ahead.  The  League's  text  book. 
Banking  Reform,  came  from  the  press. 
The  book  was  distributed  widely  to 
members,  whose  number  it  was  in- 
strumental in  increasing  greatly,  and 
was  extensively  reviewed.  The  book 
stimulated  interest  in  the  magazine 
for  which  the  demand  also  increased. 
The  clipping  agency  employed  began 
to  send  in  bulkier  packages.  These 
could  now  be  read  but  they  were  no 
longer  filed.  \\Tien  the  Alabama  Dem- 
ocratic convention  had  declared  for 
"a   democratic   and   non-partisan   re- 


vision of  our  antiquated  banking  laws" 
and  demanded  the  creation  of  an 
"elastic  note  and  credit  system,"  the 
turn  came.  The  politicians  were  be- 
coming familiar  with  the  terminology. 
In  the  platforms  of  state  conventions 
of  both  parties — and  they  followed 
rapidly — there  were  phrases  and 
terms  which  bespoke  familiarity  with 
the  League's  literature.  Naturally 
these  platform  utterances  were  com- 
mented on  by  newspapers  everywhere. 
The  comments  were  almost  univer- 
sally favorable.  The  terminology  in 
this  field  began  clearly  to  indicate 
familiarity  vnih  banking  reform. 

In  June,  1912,  came  the  great 
national  conventions.  Both  Demo- 
crat and  Republican  platforms  had 
planks  on  the  monetary  question. 
Neither  one  of  them  meant  anything 
in  particular.  The  Republicans  called 
attention  to  the  party's  historic  stand 
for  a  sound  currency,  and  the  Demo- 
crats smashed  away  at  Wall  Street 
and  the  "Money  Trust."  The  League's 
publication  said  that  banking  re- 
form "is  a  political  question  only 
so  far  as  its  solution  requires  political 
attention  in  the  highest  sense  of  the 
term.  There  is  no  chance  that  a 
Democratic  scheme  of  reform  ^v^ll  be 
better  than  a  Republican  scheme 
because  it  is  offered  by  Democrats, 
or  that  a  Republican  scheme  will 
be  superior  because  it  is  offered  by 
Republicans.  In  banking  methods 
neither  party  is  at  an  advantage 
over  the  other  because  banking  is  not 
a  matter  related  to  their  differing 
conceptions  of  popular  government." 

Committed  to  banking  reform  and 
not  to  politics  or  party,  the  League's 
purpose  was  to  keep,  so  far  as  possible, 
the  question  from  assuming  a  partisan 
aspect. 

With  the  political  phase  formally 
entered,  however,  the  publicity  cam- 
paign  became    more   diflBcult   in    one 
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aspect  and  much  easier  in  another. 
There  was  no  longer  difficulty  in 
having  matter  accepted  and  jirinted 
by  all  kinds  of  publications.  It  was 
in  constant  demand.  The  problem 
was  to  hold  discussion  to  the  essentials. 
Clippings  now  came  in  huge  bundles 
and  were  dumped  summarily  into 
waste  baskets.  No  one  had  time  to 
look  at  them.  The  venerable  judge 
from  Texas  might  have  flashed  his 
message  in  fire  on  the  sky  and  no 
League  official  would  have  heeded, 
for  banking  reform  had  passed  from 
the  stage  of  a  vague  request  to  a 
demand  for  speedy  political  action. 
It  was  no  longer  a  question  of  a  new 
banking  law,  but  what  kind  of  new  law. 

Enunciation  of  Fundamental 
Principles 

In  September,  1912,  the  League 
stated  the  principles  it  believed  should 
underlie  a  banking  bill.  The  statement 
gave  as  the  reasons  for  banking 
reform : 

To  prevent  the  recurrence  of  money 
panics. 

To  provide  for  seasonal  and  special 
demands  for  currency  and  credit. 

To  insure  more  uniform  and  steady 
interest  rates  throughout  the  country. 

To  divorce  commercial  from  invest- 
ment banking. 

To  strengthen  our  international  credit. 

To  establish  higher  standards  of  banking. 

It  is  remarkable,  perhaps,  in  the 
light  of  current  discussions  that  in 
1912,  Banking  Reform  said: 

The  National  Citizens'  League  believes 
that  these  reforms  in  our  banking  and 
currency  system  can  be  best  brought 
about  by  the  formation  of  a  cooperative 
association  of  all  classes  of  commercial 
banks,  with  restricted  powers,  managed 
by  a  board  of  bankers,  Federal  officials 
and  other  citizens.  The  Association 
should  not  be  a  money-making  institution 
and  all  earnings  beyond  a  fixed  rate  should 


gu  to  the  national  treasury.  This  as- 
sociation should : 

Hold  the  6nal  banking  reserves. 

Act  as  fiscal  agent  of  the  government. 

Rediscount  standardized  commercial  paper 
for  banks  at  published  rates  of  discount  uniform 
over  the  country. 

Issue  circulating  notes  secured  by  gold  and 
commercial  paper.. 

Deal  in  gold  and  foreign  exchange. 

Establish  foreign  agencies. 

It  must  be  remembered  that  this 
statement  was  made  two  months 
before  Woodrow  Wilson  was  elected 
president  and  eight  months  before 
Congress  began  to  debate  the  Glass 
bill. 

•>  The  League's  principles  were  care- 
fully drawn  very  early  in  the  cam- 
paign. They  took  no  account  of 
partisanship,  except  to  guard  against 
it,  as  generally  befitted  an  organization 
of  business  men  bent  on  securing  an 
economic  reform.    The  principles  were: 

1.  Cooperation,  not  dominant  central- 
ization, of  all  banks  by  an  evolution  out 
of  our  clearing-house  experiences. 

2.  Protection  of  the  credit  system  of  the 
country  from  the  domination  of  any  group 
of  financial  or  political  interests. 

3.  Independence  of  the  individual  banks, 
national  or  state,  and  uniform  treatment 
in  discounts  and  rates  to  all  banks,  large  or 
small. 

4.  Provisions  for  making  liquid  the 
sound  commercial  paper  of  all  the  banks, 
either  in  the  form  of  credits  or  bank  notes 
redeemable  in  gold  or  lawful  money. 
Legalization  of  acceptances  and  time  bills 
of  exchange  in  order  to  create  a  discount 
market  at  home  and  abroad. 

5.  Elasticity  of  currency  and  credit  in 
times  of  seasonal  demands  and  stringencies, 
with  full  protection  against  over-expansion. 

6.  The  organization  of  better  banking 
facilities  with  other  countries  to  aid  in  the 
extension  of  our  foreign  trade. 

In  the  beginning,  these  six  prin- 
ciples were  the  guide  in  all  publicity. 
Their    amplification    came    when    the 
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final   political   stage   was   reached   as 
noted  above. 

The  so-called  "Money  Trust"  in- 
vestigation was  an  incident  which 
received  only  incidental  attention. 
In  an  educational  way  it  had  no 
significance,  ^^^lat  is  knowii  as  Wall 
Street  never  showed  hostility  to  the 
League;  it  gave  much  financial  as- 
sistance and  seemed  quite  uncon- 
cerned over  the  prospect  of  decen- 
tralized bank  reserves. 

Attitude   of   Bankers   and   Other 
Organizations 

Bankers  and  bankers'  organizations 
were  always  helpful  and  friendly. 
They  were  never  keen  for  the  League's 
principles  and,  as  a  rule,  they  were 
collectively  and  individually  more 
interested  in  the  probable  effects  of 
any  change  in  laws  on  their  estab- 
lished method  of  operation.  In  this 
respect  they  often  clashed  with  the 
business  men  whom  the  League  rep- 
resented but  they  always  admitted 
the  need  of  change  in  the  banking 
scheme. 

As  the  campaign  progressed  other 
forces  came  in  to  give  assistance  and 
often  to  interfere.  Usually  these  or- 
ganizations made  plans.  Of  plans 
for  a  new  banking  system  there  was  a 
mjTiad.  They  came  up  from  all 
sides.  Everyone  seemed  to  have  a 
plan.  The  League  never  had  one. 
In  that  lay  its  strength. 

In  September,  1J)21,  Woodrow  Wil- 
son spoke  of  the  need  for  a  new  bank- 
ing law  in  his  address  accepting  the 
Democratic  nomination  for  the  pres- 
idency. Soon  after  his  election,  and 
that  of  a  Democratic  House  and 
Senate,  it  became  obvious  that  bank- 
ing reform  legislation  would  be  a 
Democratic  action.  This  political 
shift  made  it  advisable  to  give  un- 
usual attention  to  the  South  because 
seniority  would  place  southern  Demo- 


crats in  the  important  positions  in 
House,  Senate  and  elsewhere. 

The  new  President's  message  on 
banking  reform  preceded  action  in 
Congress.  That  is  another  story. 
During  this  period  of  many  hearings 
by  the  banking  and  currency  com- 
mittees the  publicity  was  continued  as 
actively  as  ever.  As  the  League 
was  concerned  only  with  principles, 
and  not  with  administrative  forms, 
its  printed  matter  gave  no  heed  to  the 
latter  except  for  informative  purposes. 
The  magazine  had  naturally  become  the 
dependence  of  many  thousands  of 
persons  for  such  information.  Many 
newspapers  looked  to  it  for  an  inter- 
pretation of  the  news  developments. 
Its  influence  was  wide.  Reading  of 
the  news  and  comment  on  the  pro- 
ceedings in  Congress  made  the  extent 
of  this  influence  clear  and  certainly 
the  members  of  Congress  were  not 
immune  to  it. 

When  the  Glass  bill  had  passed  the 
House,  it  became  apparent  that  the 
League's  work  was  nearly  done.  It 
had  undertaken  only  to  lay  a  founda- 
tion for  legislative  action.  It  is  true 
its  organization  work  had  been  carried 
into  practically  every  congressional 
district.  The  gospel  of  banking  re- 
form was  carried  most  effectively  to 
every  congressman  from  his  home. 
But  when  the  Glass  bill  had  become 
the  Glass-Owen  bill  and  the  Senate 
had  it  under  consideration,  the  League 
began  to  wind  up  its  affairs. 

Close  of  the  Campaign 

In  the  last  issue  of  Banking  Reform, 
October,  1913,  it  was  said: 

The  League  never  undertook  to  partici- 
pate in  the  actual  work  of  legislation. 
Article  2  of  the  certificate  of  incorporation 
reads : 

The  object  for  which  it  is  formed  is  to 
give  organized  expression  to  the  growing 
public  sentiment  in  favor  of,  and  to  carry 
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on  a  campaign  of  education  for,  an  im- 
proved banking  system  for  the  United 
States  of  America. 

Of  the  success  of  the  League's  campaign 
there  is  no  doubt.  It  is  evidenced  by  the 
fact  that  for  more  tlian  two  years  tlie 
question  of  monetary  reform  has  been 
growing  in  the  pubhc  mind  until  today  it  is 
the  question  of  paramount  pohtical  as  well 
as  economic  importance.  It  has  occupied 
the  latter  position  for  many  years,  but  it 
was  not  until  the  League's  work  was  well 
under  way  that  it  was  lifted  out  of  classifi- 
cation with  the  impenetrable  mysteries  to 
that  of  a  great,  and  finally  the  paramount, 
public  issue.  One  Congressman  reduced 
the  situation  to  terse  form  when  he  said, 
"No  League,  no  bill." 

The  League  has  distributed  literally 
millions  of  pamphlets.  It  has  been  the 
means  of  supplying  literally  millions  of 
columns  of  matter  to  newspapers.  It  has 
supplied  speakers  for  thousands  of  meet- 
ings. But  the  indirect  results  of  its  efforts 
have  been  more  momentous.  It  brought 
interest  in  the  question  of  monetary  science 
to  an  acute  stage.  It  challenged  every 
argument  founded  on  a  false  conception 
of  monetary  economics.  It  supplied  ma- 
terial which  made  editorial  work  easier. 
It  translated  technicalities  into  simple  . 
language.  It  stimulated  thought  and  dis- 
cussion. It  freed  thousands  from  the 
thraldom  of  half  a  century  of  false  teaching. 

The  fact  that  the  Glass  bill  is  not  per- 
fectly satisfying  is  in  nowise  attributable 


to  failure  on  the  League's  part.  It  has  been 
stated  many  times  in  these  columns  that 
the  machinery  by  whose  operation  the 
principles  enunciated  were  to  be  given 
operation  might  assume  any  one  of  many 
forms.  The  Monetary  Commission  evolved 
one  form,  the  Glass  Committee  evolved 
another.  Neither  is  perfect  in  anticipated 
operation.  It  is  doubtful  if  any  ma- 
chinery will  be  perfect  imtil  made  over 
after  practical  test.  But  either  plan  has 
obvious  merits  and  forms  a  basis  on  which 
can  be  built  up  an  operating  success. 

The  Executive  Committee  of  the  League 
feels,  therefore,  that  the  work  of  the  organ- 
ization has  been  practically  completed  and 
success  has  been  achieved.  It  will  retain 
its  corporate  entity  and  maintain  its  organ- 
ization intact  against  possible  contingen- 
cies until  results  are  wTitten  in  the  statute 
books.  But  unless  the  unexpected  hap- 
pens, the  League  will  rest  content  that  the 
question  of  banking  reform  and  its  satis- 
factory solution  is  in  the  hands  of  the 
national  legislature.  Over  this  body  it  has 
no  control,  and  seeks  none,  as  it  has  had 
none  anywhere  save  what  was  based  on 
logic  and  built  up  on  adherence  to  proved 
principles  of  monetary  economics. 

As  a  final  testimony  of  the  efficiency 
of  the  League's  campaign,  it  may  be 
pertinent  to  record  that  the  terse 
statement,  "No  League,  no  bill," 
was  made  by  the  Honorable  Carter 
Glass. 


The  Federal  Reserve  Act  in  Congress 
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MUCH  has  been  vaguely  or  errone- 
ously written  of  the  early  history 
of  the  Federal  Reserve  Act  and  there  is 
already  a  widespread  misunderstanding 
regarding  it.  Some  part  of  this  mis- 
understanding is  due  to  the  fact  that 
much  of  the  work  on  the  Act  was  done 
in  committee  or  in  caucus  or  in  private 
conference.     To  review  the  whole  his- 


tory of  the  measure  would  be  a  task  of 
lengthy  detail.  The  following  article 
is  not  intended  to  enter  into  any  such 
elaborate  review  but  to  set  forth  in 
compact  form  the  chief  facts,  without 
controversial  discussion.  What  it  offers 
is  merely  a  consecutive  outline  of  the 
history  of  the  Federal  Reserve  Act 
during  its  formation  and  subsequent 
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discussion  in  Congress.  It  will  afford, 
however,  as  definite  an  historical  ac- 
count as  is  possible  within  a  very  brief 
space,  of  the  various  stages  through 
which  this  measure  passed. 

Inception  op  Measure 

The  inception  of  what  afterward  be- 
came the  Federal  Reserve  Act  grew  out 
of  the  action  of  the  Banking  and  Cur- 
rency Committee  of  the  House  of  Rep- 
resentatives in  authorizing,  during  the 
spring  of  the  year  1912,  an  investiga- 
tion into  currency  and  banking  con- 
ditions. This  authorization  led  to  the 
organization  of  the  Banking  and  Cur- 
rency Committee  in  two  parts,  or 
sections — the  one  entrusted  with  an 
inquiry  into  what  was  at  the  time 
known  as  the  "Money  Trust"  and  the 
other  assigned  the  duty  of  studying 
and  recommending  legislation  designed 
to  promote  banking  and  currency  re- 
form. This  second  subcommittee  was 
organized  under  the  chairmanship  of 
the  Honorable  Carter  Glass,  who  had 
been  for  several  years  a  member  of  the 
Banking  and  Currency  Committee, 
and  its  first  active  work  was  under- 
taken at  about  the  opening  of  April, 
1912.  At  that  time  this  subcommittee 
retained  technical  assistance,  and  in- 
structions were  given  to  make  a  general 
survey  of  pending  banking  and  cur- 
rency legislation,  including  especially 
the  proposals  of  the  National  Mone- 
tary Commission  which  were  embodied 
in  what  had  come  to  be  known  as  the 
Aldrich  bill. 

Such  a  survey  of  pending  and  pro- 
posed legislation,  both  recent  and 
earlier,  was  completed  and  placed  in 
the  hands  of  the  subcommittee  during 
June  of  1912.  An  informal  discussion 
of  the  question  of  what  lines  should  be 
followed,  ensued.  As  a  result  of  this 
informal  discussion,  it  was  agreed  to 
prepare  a  tentative  bill  which  should 
be    based    essentially    upon    the    past 


experience  of  the  banks  of  the  country 
in  organizing  clearing  hoase  associa- 
tions. The  conclusion  was  definitely 
reached  that  a  central  bank  of  issue 
and  deposit  was  not  desirable  but  that, 
instead  of  this,  a  district  type  of  organ- 
ization, in  which  the  banks  of  the 
country  should  participate,  was  to  be 
preferred.  It  was  further  agreed  that 
such  district  organizations  ought  to  be 
vested  with  the  function  of  issuing  note 
currency  upon  what  had  come  to  be 
known  as  the  elastic,  or  "asset  secured'* 
plan.  It  was  further  thought  that  the 
reserves  of  the  country  should  clearly 
be  transferred  to  such  organizations 
and  that  large  functions  of  examination 
and  oversight  of  the  rank  and  file  of 
the  banks  should  be  provided  for. 

Work  of  Subcommittee 

With  these  very  general  principles 
definitely  laid  down  as  a  basis,  a  bill 
was  drafted  during  the  summer  and 
early  autumn  of  1912,  and  the  sub- 
stance of  this  bill  was  informally  dis- 
cussed at  meetings  of  the  subcommittee 
which  occurred  during  November, 
1912.  At  that  time  agreement  was 
reached  that  further  progress  in  the 
development  of  the  proposed  bill  would 
not  be  possible  unless  the  attitude  of 
the  incoming  administration  (the  Hon- 
orable Woodrow  Wilson  having  been 
elected  President  early  in  November, 
1912)  could  be  known.  Mr.  Glass 
accordingly  addressed  a  letter  to 
President-elect  Wilson  informing  him 
generally  of  what  had  been  done  and 
asking  for  his  views  in  the  matter. 

An  early  reply  was  received  from  the 
President-elect  in  which  he  expressed 
agreement  in  the  thought  that  a  suit- 
able banking  measure  should  be  devel- 
oped at  an  early  date,  and  a  time  was 
set  for  consultation  with  representa- 
tives of  the  subcommittee  of  the 
Banking  and  Currency  Committee. 
This  date  was  December  26,  1912,  at 
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which  time  jSIr.  Glass  \'isited  Princeton 
where  President-elect  Wilson  was  then 
living. 

During  the  conference  on  the  26th  of 
December  there  was  laid  before  INIr. 
Wilson  the  substance  of  the  tentative 
bill  already  drafted  and  question  was 
asked  as  to  his  opinion  regarding  the 
extent  to  which  the  bill  should  go. 
Particularly  was  the  question  raised 
with  him  wlietlier  the  new  bill  should 
provide  for  an  emergency  or  permanent 
tj'lje  of  banking  organization;  whether 
it  should  provide  for  local  organization 
or  for  a  central  control  of  some  kind; 
wliether  reserves  should  be  transferred 
to  the  new  banking  organization  and 
whether  new  note  issues  should  be  pro- 
vided for.  iMost  of  these  points  had 
not  been  considered  by  the  President- 
elect except  in  a  very  general  way.  He 
expressed  liimself ,  however,  as  desirous 
of  making  the  measure  a  thorough- 
going, complete  banking  and  currency 
bill,  and  was  positive  in  his  thought 
that  there  should  be  a  central  control 
organization— although  he  accepted 
the  view  already  developed  in  the 
subcommittee — and  that  actual  bank- 
ing should  be  carried  on  in  districts 
and  by  local  organizations  acting  more 
or  less  independently  of  one  another. 
He  was  ready  to  support  the  transfer  of 
reserves  from  existing  banks  to  the  new 
organizations  and,  in  general,  granted 
his  support  to  the  idea  of  complete 
transformation  of  the  existing  banking 
system. 

Public  Discussion  of  Legislation 

By  this  time  the  fact  that  a  bill  was 
seriously  under  consideration  in  the 
subcommittee  on  legislation  had  be- 
come widely  known  throughout  the 
country  among  those  who  were  inter- 
ested in  securing  action  from  Congress. 
It  became  necessary  to  consider  the 
question  whether  hearings  should  be 
given  to  those  who  had  arguments  to 


present  and  views  to  express  and 
whether  it  was  or  was  not  wise  to  allow 
the  contents  of  the  proposed  bill  to 
become  known.  On  both  these  points 
a  definite  policy  was  developed  as 
follows : 

1.  The  question  of  holding  hearings 
had  been  discussed  with  President- 
elect Wilson  at  Princeton  at  the  meet- 
ing already  referred  to,  and  he  had 
favored  the  holding  of  hearings.  It 
was  now  determined  to  make  the 
hearings  very  inclusive  and  to  send  out 
letters  to  representatives  of  labor,  to 
manufacturers'  associations,  to  bank- 
ers, to  economists  and  to  business  men. 

2.  It  was  further  determined  to 
make  public  no  draft  of  the  proposed 
bill  but  to  mature  it  slowly  and  care- 
fully, especially  in  view  of  the  fact  that 
action  on  it  could  not  be  expected  until 
after  the  incoming  of  the  new  admin- 
istration on  March  4,  1913.  It  was, 
however,  determined  to  make  known 
to  persons  who  had  a  legitimate  inter- 
est in  the  pending  measure  the  prin- 
cipal lines  of  thought  on  which  the 
committee  was  working.  Statements 
on  this  subject  were  made  from  time  to 
time  to  a  variety  of  inquirers,  some  of 
them  bankers,  some,  business  men  or 
representatives  of  their  organizations, 
some,  legislators.  As  a  result  there 
was  a  crop  of  bills — some  published, 
others  never  printed  but  filed  with  the 
committee — whose  authors  sought  to 
put  down  in  writing  what  tliey  be- 
lieved to  be  a  plan  similar  to  that 
favored  by  the  subcommittee  and 
hence  presumably  likely  to  become  the 
official  plan  of  the  administration. 

There  was  thus  a  large  crop  of 
so-called  "original  bank  bills"  in  Con- 
gress. The  Aldrich  bill  was  remodeled 
by  advocates  for  possible  use,  free  of 
many  objectionable  features,  and  was 
issued  as  a  revised  plan  by  western  stu- 
dents of  banking.  Other  j)lans  were 
developed   in    the   same    way   and    in 
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sundry  cases  the  authors  of  such  plans 
continued  to  take  an  interest  in  tlie 
matter  after  the  Federal  Reserve  Act 
became  public  and  as  it  passed  from 
stage  to  stage,  eventually  correcting 
them  and  bringing  them  up  to  date  as 
the  Reserve  Act  itself  was  perfected  in 
the  course  of  its  passage  through  the  dif- 
ferent legislative  processes.  Thus  there 
was  at  all  times  during  the  year  1913  a 
considerable  array  of  measures  whose 
general  thought  was  the  same  that  had 
already  been  developed  by  the  Sub- 
committee on  Banking  and  Currency, 
although  until  such  time  as  the  Federal 
Reserve  Act  itself  became  public  the 
terms  of  the  various  bills  were,  of  course, 
widely  different  both  from  one  another 
and  from  those  of  the  Act  itself. 

During  the  months  of  January  and 
February,  1913,  the  Banking  and  Cur- 
rency subcommittee  held  many  hear- 
ings upon  the  plan  already  laid  out  and 
an  entirely  new  redraft  of  the  Federal 
Reserve  Act  was  made.  This  redraft 
had  been  practically  completed  at  the 
close  of  the  hearings  in  February.  It 
differed  from  the  original  act  chiefly  in 
detail,  embodying  in  one  consistent 
statute  the  various  elements  of  the  plan 
which  had  been  submitted  to  President- 
elect Wilson  in  the  preceding  Decem- 
ber. It  included  provision  for  the 
transfer  of  reserves  and  the  issue  of 
notes,  for  the  refunding  of  government 
bonds  as  well  as  a  provision  for  govern- 
ment supervision  and  control  of  the 
Reserve  Banks,  although  such  super- 
vision and  control  was  shared  between 
the  government  itself  and  the  bankers 
of  the  country.  This  bill  also  included 
a  provision  for  the  guaranteeing  of  bank 
deposits,  insofar'  as  the  assets  of  the 
member  banks  would  permit,  and  it 
also  contained  an  elaborate  plan  for  the 
election  of  directors  in  Reserve  Banks 
with  the  aid  of  commercial  bodies. 

After  the  close  of  the  hearings  an- 
other redraft  was  undertaken  and  was 


completed  about  the  beginning  of 
March,  1913.  This  third  main  draft 
contained  principally  improvements  in 
language  and  in  technique  but  dis- 
carded the  plan  of  guaranteeing  bank 
liabilities  and  also  greatly  simplified 
the  method  of  electing  directors. 

With  the  preparation  of  this  plan 
and  the  expiration  of  the  old  Congress 
on  March  4,  the  work  of  the  subcom- 
mittee was  completed  and  the  final 
draft  was  once  more  submitted  to 
President-elect  Wilson  at  Trenton, 
N.  J.,  where  he  was  visited  by  IVIr. 
Glass,  and  the  finished  work  sub- 
mitted to  him.  The  President-elect 
again  gave  to  the  bill  in  its  revised  form 
a  general  preliminary  approval. 

Work    of    the    Secretary    of    the 
Treasury 

Little  work  was  done  on  the  Federal 
Reserve  Act  during  the  month  of 
March,  1913,  but  at  the  beginning  of 
April,  President  Wilson  entrusted  to 
Secretary  of  the  Treasury  McAdoo  the 
duty  of  reviewing  the  measure  for  the 
purpose  of  reporting  to  him  on  the 
subject.  The  measure  was  canvassed 
section  by  section  by  the  Secretary  of 
the  Treasury  and  a  variety  of  minor 
changes  were  made  in  it.  These 
changes  related  principally  to  details  of 
language.  Two  important  changes 
were,  however,  introduced  during  this 
process.  The  first  was  the  acceptance 
of  the  idea  that  the  notes  to  be  issued 
by  the  new  banks  should  in  some  way 
be  passed  upon  or  approved  or  guar- 
anteed by  the  government,  while 
modifications  in  the  plan  for  the  re- 
funding of  government  bonds  were  also 
introduced.  It  was  the  thought  of 
Secretary  McAdoo  that  the  original 
funding  provision  had  been  unduly 
unfavorable  to  the  government. 

Many  of  the  changes  in  language 
proposed  in  the  first  instance  by  repre- 
sentatives of  the  Treasury  were  after- 
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ward  cancelled  and  the  original  lan- 
guage restored  when  further  study  of 
the  draft  had  convinced  the  Treasury 
representatives  that  the  changes  wliich 
they  were  at  first  inclined  to  introduce 
had  not  been  well  warranted. 

One  further  change  of  great  impor- 
tance was  introduced  during  this  period 
of  the  bill's  history,  although  not  at 
the  instance  of  the  Secretary  of  the 
Treasury.  This  was  the  provision 
calling  for  par  clearance  of  member 
bank  obligations.  There  had  been  a 
doubt  in  the  minds  of  the  subcom- 
mittee whether  the  introduction  of  this 
provision,  in  addition  to  the  other 
extensive  elements  of  the  measure, 
would  be  desirable  or  not,  and  it  was 
eventually  determined  to  present  the 
matter  to  Secretary  of  the  Treasury 
INIcAdoo  in  order  to  get  his  thought  on 
the  subject. 

The  "Money  Trust"  section  of  the 
Banking  and  Currency  Committee  had 
in  the  meantime  carried  on  a  lengthy 
"probe"  into  banking  conditions  in 
New  York  and  had  reported  that,  in 
no  small  measure,  unsatisfactory  con- 
ditions there  were  due  to  faulty  clearing 
house  organization.  It  had,  therefore, 
recommended  certain  legislation  de- 
signed to  control  clearing  houses. 
Secretary  McAdoo  was  of  the  opinion 
that  some  pro\asion  relating  to  clearing 
and  intended  to  give  the  clearance 
power  to  Federal  Reserve  Banks  would 
be  desirable  as  showing  that  due  atten- 
tion had  been  paid  to  the  work  of  the 
"Money  Trust"  subcommittee.  He 
accordingly  assented  in  general  terras 
to  the  plan  which  was  placed  before 
him  and  which  was  therefore  incor- 
porated into  the  bill. 

Attempt  to  Substitute  an  Admin- 
istration Bill 

Careful  study  of  the  Federal  Reserve 
Act  as  thus  drafted,  however,  led 
Secretary  McAdoo  to  doubt  the  wis- 


dom of  the  measure,  and  he,  therefore, 
proposed  and  brought  to  the  attention 
of  representative  bankers  a  plan  of  his 
own  under  the  terms  of  which  the 
Treasury  would  have  gone,  more  or 
less  extensively,  into  a  banking  busi- 
ness, with  the  various  subtreasuries  as 
branches.  The  appearance  of  this  plan, 
fathered  by  the  Secretary  of  the  Treas- 
ury, naturally  tended  to  throw  grave 
doubts  upon  the  prospects  of  the  Fed- 
eral Reserve  Act.  About  the  end  of 
May  the  whole  situation  was  forcefully 
brought  once  more  before  the  atten- 
tion of  the  President  for  his  decision. 

Meantime  a  separate  and  independ- 
ent bill  had  been  developed  by  Senator 
Robert  L.  Owen  of  Oklahoma,  who  had 
become  Chairman  of  the  Banking  and 
Currency  Committee  of  the  Senate. 
President  Wilson  thus  had  before  him 
the  McAdoo  plan.  Senator  Owen's 
tentative  plan  and  the  draft  of  the 
Federal  Reserve  Act — ^as  well  as,  of 
course,  a  multitude  of  other  bills, 
drafts  and  suggestions  which  had  been 
filed  with  him  by  many  citizens.  After 
very  considerable  attention  the  Presi- 
dent determined  to  hold  to  his  original 
decision  in  favor  of  the  Federal  Re- 
serve Act  and  accordingly  announced 
his  determination  to  discard  all  of  the 
other  suggestions  which  were  then 
before  him.  In  so  doing,  however,  he 
found  it  necessary  to  consult  with  the 
so-called  Bryan  element  in  the  Cabinet 
which  had  already  been  generally 
advised  of  the  intended  scope  of  the 
Federal  Reserve  Act. 

As  a  result  of  this  consultation  two 
further  definite  changes  were  made  in 
the  bill:  the  notes  to  be  issued  by  the 
several  banks  were  now  definitely  made 
liabilities  of  the  United  States,  while 
it  was  determined  that  the  Federal 
Reserve  Board  should  be  exclusively 
composed  of  government  appointees 
to  be  named  by  the  President  and  con- 
firmed by  the  Senate.    These  changes 
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having  been  agreed  upon,  the  bill  was 
introduced  into  Congress  in  its  existing 
form  and  thus  finally  worked  out. 

Shortly  afterward  a  new  House  bank- 
ing and  currency  committee  was  ap- 
pointed with  Mr.  Glass  as  chairman. 
The  Glass  bill — the  completed  draft  of 
the  Federal  Reserve  Act — was  promptly 
referred  to  the  Banking  and  Currency 
Committee  as  thus  organized  and  the 
actual  work  upon  the  measure  was  be- 
gun. This  work  was  vigorously  under- 
taken toward  the  end  of  June,  1913. 

Character  of  Measure 

It  \\'ill  be  observed  that  the  first 
innovation  in  the  terms  of  the  original 
measure  had  come  at  the  instance  of 
Secretary  Bryan  during  late  May, 
1913.  It  is  interesting,  therefore,  to 
know  just  what  the  plan  was  which  had 
been  completed  for  introduction  into 
Congress.  Space  unfortunately  for- 
bids a  detailed  description.  At  that 
time,  however,  there  was  prepared  for 
the  use,  and  at  the  request,  of  the  Pres- 
ident, a  digest  stating  the  chief  content 
and  purpose  of  the  bill.  This  digest, 
heretofore  never  published,  is  an 
authentic  description  of  the  conclu- 
sions tentatively  reached  up  to  that 
time  and  shows  fairly  clearly  the  nature 
of  the  original  measure.  It  is  accord- 
ingly subjoined  verbatim: 

jMemorandum  on  Scope  and  Effect 

OF  H.  R. ,  to  Reorganize  the 

Present  Banking  and  Currency 
System. 

In  H.  R. prepared  for  introduction 

by  Representative  Glass  of  Virginia  it  is 
intended  to  furnish  a  comprehensive  meas- 
ure for  the  attainment  of  four  objects: 

(1)  Provision  of  a  place  for  rediscounting 
commercial  paper  of  specified  types. 

(2)  Provision  of  a  basis  for  elastic  note 
issues  properly  safeguarded. 

(3)  Refunding  of  outstanding  2  per  cent 
bonds  so  as  not  to  inflict  loss  upon  present 
holders. 


(4)  Provision  of  machinery  for  doing 
foreign  banking  business. 

In  order  to  accomplish  these  purposes 
fully  it  is  necessary  to  (a)  repeal  certain 
portions  of  existing  law;  (b)  rectify  various 
conditions  in  the  present  national  banking 
system  which  are  in  some  cases  only  indi- 
rectly connected  with  the  objects  sought; 
(c)  furnish  a  new  class  of  institutions  for 
the  performance  of  some  functions  which 
cannot  well  be  entrusted  to  existing  banks, 
or  at  all  events  can  better  be  performed  by 
others  and  (d)  alter  the  present  reserve 
system  to  a  very  material  degree. 

The  scope  of  the  bill  can  best  be  under- 
stood by  an.  analytical  review  of  its  con- 
tents, with  reference  to  sections  and  para- 
graphs.    This  is  herewith  subjoined. 

Basis  of  Present  Situation 
The  present  banking  situation  in  the 
United  States  rests  upon  the  National  Bank 
Act  proper  as  slightly  modified  from  time 
to  time  and  upon  the  so-called  Aldrich- 
Vreeland  Act  (Act  of  May  30,  1908).  Of 
these  acts  the  latter  is  completely  repealed 
(Section  1)  on  the  ground  that  it  has  never 
become  operative,  probably  wiU  not  be- 
come operative  except  under  extreme  stress, 
and  was  never  satisfactory.  The  National 
Bank  Act  itself  is  modified  in  numerous 
essential  particulars  which  will  be  pointed 
out  from  time  to  time  in  this  memorandum. 
In  a  separate  measure  a  general  revision  of 
the  administrative  provisions  of  the  Na- 
tional Bank  Act  is  also  provided. 

New  Class  of  Banks 
Fundamental  to  the  idea  of  the  bill  is  the 
creation  of  a  new  class  of  banks  (Section  2) , 
to  be  known  as  National  Reserve  Banks. 
The  chief  points  about  these  banks  are  as 
follows : 

(1)  Number  to  be  twenty  with  possible 
increase  later  as  provided.     (Section  2.) 

(2)  O^Tiership  to  be  in  the  hands  of  the 
national  banks  of  the  twenty  districts  in 
which  the  banks  are  situated.     (Section  2.) 

(3)  Capitalization  to  be  20  per  cent  of 
the  capital  of  the  stockholding  banks,  one 
half  paid  in  and  one  half  subject  to  call. 
(Section  2.) 

(4)  Business  to  be  as  follows: 

(a)  Rediscounting  of  paper  presented  by 
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stockholding  banks  and  l\v  otlier  banks 
under  specified  conditions,  provided  such 
paper  grows  out  of  actual  agricultural, 
commercial  or  industrial  transactions  and 
does  not  run  more  than  a  specified  number 
of  days.     (Section  14.) 

(b)  Buying  and  selling  government  secu- 
rities, gold  and  silver  bullion  and  foreign  coin, 
foreign  exchange.     (Sections  IG  and  17.) 

(c)  Govern uient  fiscal  operations.  (Sec- 
tion 21.) 

Issue  of  Notes 
The  bill  provides  for  the  maintenance  of 
existing  bank  notes  outstanding  so  long  as 
their  present  issuers  want  to  keep  them 
out,  and  also  calls  for  the  establishment  of 
a  note  issue  on  a  new  basis  to  be  put  out  by 
the  National  Reserve  Banks.  Provision 
is,  however,  made  for  retiring  the  present 
National  Bank  notes  at  the  discretion  of 
their  issuers.  This  plan  comprises  the 
following  points: 

(1)  Every  national  bank  would  be 
allowed  to  continue  its  note  issue  exactly 
as  at  present.     (Section  26.) 

(2)  It  would  not,  however,  be  allowed 
to  increase  the  issue  bej'ond  the  point  at 
which  it  stood  when  the  law  was  passed. 
(Section  26.) 

(3)  No  newly  organized  bank  would  be 
required  to  purchase  government  bonds; 
hence  no  new  bank  would  have  any  note 
issues.     (Section  26.) 

(4)  ^^^lcnever  an  existing  bank  retired 
any  of  its  notes  and  withdrew  its  bonds  it 
would  lose  the  right  to  put  out  further 
issues  of  notes  above  the  amount  to  which 
its  issue  was  thus  reduced.     (Section  26.) 

(5)  National  Reserve  Banks  would  be 
allowed  to  issue  notes  secured  in  the  same 
way  as  their  other  obligations  to  an  amount 
equal  to  twice  the  par  value  of  their  capital 
stock.  They  would  also  be  allowed  to 
issue  additional  notes  if  they  desired,  equal 
to  the  amount  of  notes  withdrawn  by  the 
individual  banks  which  might  from  time  to 
time  surrender  their  note  issue  privilege  in 
part  or  in  whole.     (Sections  23  and  26.) 

Disposal  of  U.  S.  Bonds 

Recognizing  (a)  that  the  present  2  per 

cent  bonds  were  sold  to  the  banks  on  the 

basis  of  a  pledge  that  they  might  continue 

to  be  used  as  a  basis  for  circulation,  and 


that  therefore  the  government  is  morally 
bound  to  maintain  their  value  in  a  corre- 
sponding degree;  (b)  and  that  it  is  desirable 
to  retire  the  bonds  now  held  behind  bank 
notes  and  put  in  their  place  bonds  whose 
value  is  sustained  solely  by  their  income- 
paying  power,  it  is  provided  that: 

(1)  Banks  now  liolding  the  bonds  may 
ofi'er  these  bonds  for  redemption  or  con- 
version into  3  per  cent  bonds  at  a  rate  not 
to  exceed  one  tenth  of  their  holdings  each 
year.  (Section  26.)  This  would  mean  that 
a  maximum  of  about  $65,000,000  a  year 
could  theoretically  be  converted,  and  the 
evidence  is  that  that  sum  would  be  ab- 
sorbed without  difficulty  by  investors  each 
year. 

(2)  At  the  end  of  ten  years  other  holders 
of  bonds  would  be  allowed  to  convert  them 
into  3  per  cents.     (Section  26.) 

(3)  As  a  result  of  these  changes  the  gov- 
ernment would  be  obliged  to  increase  its 
interest  charge  the  first  year  of  the  new 
arrangement  by  an  amount  not  greater 
than  one  per  cent  on  $65,000,000,  or 
$650,000,  while  the  second  year  a  like  addi- 
tion would  be  made  and  so  on,  until  at  the 
end  of  ten  years  a  possible  maximum  addi- 
tion of  $7,300,000  in  interest  charges  would 
probably  have  been  assumed. 

Protection  of  Notes 
Fully    admitting    the    necessity    of    an 
absolute  protection  of  note  issues,  the  bill 
seeks  to  safeguard  those  for  which  it  pro- 
vides as  follows: 

(1)  National  bank  notes  are  safeguarded 
at  every  point  by  exactly  the  same  elements 
of  protection  which  exist  to-day,  none  of 
these  being  diminished  in  the  slightest 
degree. 

(2)  Notes  issued  by  National  Reserve 
Banks  are  protected  by  a  large  gold  reserve, 
by  constant  close  government  supervision, 
and  by  immediate  and  prompt  redemption. 
Stringent  provisions  are  made  against 
counting  any  of  these  notes  as  a  part  of 
bank  reserves,  thus  insuring  their  speedy 
return  to  the  point  of  origin.  (Sections 
30,  31,  etc.) 

(3)  All  notes  are  made  receivable  by  the 
government  and  are  to  be  received  by  every 
bank  in  the  system  on  deposit  at  par,  with- 
out exchange.     (Section  23.) 
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(4)  Uniformity  in  the  currency  is  ob- 
tained by  making  the  National  Reserve 
notes  identical  in  appearance  and  wording 
with  the  National  bank  notes.  (Section 
23.) 

(5)  Power  to  oversee  and  control  the 
issue  of  notes  is  placed  in  the  hands  of  a 
supervisory  board.     (Sections  13,  etc.) 

Government  Control 
Overseeing  the  whole  system  is  created 
through  a  so-called  Federal  Reserve  Board, 
(Section  13)  with  the  following  organization 
and  functions: 

(1)  Board  to  consist  of  representatives  of 
(a)  National  Reserve  Banks  (b)  bank 
stockholders  (c)  the  government  itself. 
(Section  10.) 

(2)  Actual  working  body  to  be  an  exe- 
cutive committee  of  this  Board  consisting 
of  Secretary  of  the  Treasury,  Comptroller 
of  the  Currency,  and  Attorney-General, 
with  four  menibers  of  the  Federal  Reserve 
Board  chosen  by  the  latter.     (Section  11.) 

(3)  Board  and  Executive  Committee,  as 
thus  made  up,  to  have  power  to  deposit 
Government  funds  in  National  Reserve 
Banks,  to  fix  rates  of  rediscount  in  such 
banks,  to  compel  any  National  Reserve 
Bank  to  rediscount  the  paper  of  any  other, 
and  to  examine  the  banks  of  the  system. 
(Section  13.) 

Structure  of  System 

The  effort  has  been  made  to  "popular- 
ize" the  control  of  the  whole  system  of 
banking  thus  built  up  while  at  the  same 
time  preserving  a  sufficient  amount  of 
centralization,  controlled  by  governmental 
agency,  to  insure  that  the  whole  system 
shall  be  responsive  to  legitimate  public 
demands.  The  bill  is  based  on  the  belief 
that  no  one  should  participate  in  the  control 
of  the  system  unless  he  is  either  financially 
interested  himself  or  chosen  by  those  who 
are,  save  insofar  as  the  government  steps 
in  to  exert  the  authority  of  the  whole  com- 
munity. With  this  in  mind  the  system 
has  been  developed  as  follows: 

(1)  Organization,  powers  and  functions 
of  national  banks  are  left  as  at  present. 

(2)  National  Reserve  Banks  are  incor- 
porated institutions  holding  Federal  char- 
ters and  in  all  respects  managed  like  na- 


tional banks  except  as  to  the  election  of 
directors  which  is  provided  for  as  follows: 

(a)  Banks  in  every  district  are  divided 
into  five  classes  according  to  capitalization. 
In  each  class  the  directors  of  the  banks 
nominate  a  candidate  for  the  directorship 
of  the  Reserve  Bank.  These  are  then 
voted  on  (one  bank  one  vote)  and  a  director 
is  chosen  for  each  of  the  five  classes — five 
in  all.     (Section  4.) 

(b)  In  the  five  classes  aforesaid  bank 
stockholders  vote  for  and  elect  a  director 
for  each  class  by  a  process  prescribed  in 
each  case  making  five  in  all,  or  with  the 
preceding  five,  ten.     (Section  4.) 

(c)  The  ten  men  thus  named  select  four 
others  after  a  prescribed  process,  eight 
votes  required  to  elect,  and  the  nominees 
subject  to  rejection  by  the  Federal  Reserve 
Board.     (Section  4.) 

(d)  A  fifteenth  member,  to  be  Chairman 
of  the  Board  of  Directors  is  chosen  by  the 
Federal  Reserve  Board  itself.     (Section  4.) 

(3)  The  Federal  Reserve  Board  consists 
of  two  members  from  each  district  and  the 
three  government  officials  already  specified. 
(Section  10.)  It  is  not  an  incorporated 
body,  has  no  banking  functions  but  is 
supervisory. 

(a)  One  member  of  the  Federal  Reserve 
Board  in  each  district  is  chosen  directly  by 
the  directors  of  the  National  Reserve  Bank 
of  the  district.     (Section  10.) 

(b)  A  second  member  of  the  Board  from 
each  district  is  chosen  by  the  bank  stock- 
holders of  the  district,  voting  by  a  pre- 
scribed method.     (Section  10.) 

(c)  These  members  of  the  two  classes 
referred  to  choose  by  ballot  four  of  their 
own  number  to  join  with  the  government 
ofiicers  already  mentioned  as  the  Executive 
Committee  of  the  Board.  These  four  are 
designated  by  the  Secretary  of  the  Treas- 
ury to  hold  the  ofiices  of  President,  first 
and  second  Vice-Presidents  and  Secretary 
of  the  Federal  Reserve  Board.  (Section 
11.) 

Reserves 

In  the  belief  that  the  present  reserve 
system  is  antiquated  and  unsatisfactory, 
that  the  massing  of  funds  in  New  York  and 
other  financial  centers  of  which  so  much  has 
been  said  in  recent  years,  is  largely  due  to 
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the  present  reserve  requirements  of  na- 
tional banks,  and  that  in  order  to  get  the 
real  benefit  from  the  system  of  rediscount 
which  lias  been  proposed  as  a  reuietly  for 
many  existing  evils,  it  is  necessary  to  bjise 
such  system  upon  an  actual  control  of 
reserves,  provision  has  been  made  for 
recasting  the  present  bank  reserve  system.^ 
The  plan  includes : 

(1)  Transfer  of  reserves  from  existing 
national  banks  in  reserve  and  central  re- 
serve cities,  to  National  Reserve  Banks. 
(Section  27.) 

(2)  Spreading  out  of  this  process  of  trans- 
fer over  a  period  of  fourteen  months  in 
order  to  give  as  little  shock  as  possible  to 
market  conditions.     (Section  27.) 

(3)  Ultimately  the  establishment  of  a 
Reserve  System,  at  the  end  of  the  transi- 
tion period  in  which  so-called  country 
banks  will  have  15  per  cent  of  reserve  {i.  e, 
15  per  cent  of  total  demand  liabilities)  such 
15  per  cent  to  be  held,  5  per  cent  in  the 
bank's  vaults,  5  per  cent  with  the  National 
Reserve  Banks  and  5  per  cent  either  at 
home  or  with  the  Reserve  Bank;  while 
reserve  and  central  reserve  city  banks  will 
have  reserves  of  20  per  cent  of  demand 
liabilities,  of  which  5  per  cent  will  be  at 
home,  5  per  cent  with  the  Reserve  Bank  of 
the  district  and  10  per  cent  either  at  home 
or  with  the  Reserve  Bank.     (Section  27.) 

(4)  The  presumed  effect  of  this  plan  will 
be  to  end  the  placing  of  reserves  with 
central  reserve  city  banks  for  use  in  stock 
market  operations,  to  keep  reserves  in 
some  measure  at  home,  and  to  require 
speculators  to  get  the  funds  they  need  in 
their  operations  either  by  directly  borrow- 
ing them  from  persons  who  hold  them  and 
want  to  lend  the  cash  for  that  purpose,  or 
else  by  borrowing  from  the  banks  in  the 
places  where  the  (operations  are  to  be  car- 
ried on. 

Division  of  Business 
The  object  of  the  bill  is  to  efTect  a  mod- 
erate division  and  classification  of  banking 
business  along  indicated  lines,  the  net 
result,  presumably,  being  summed  up  as 
follows : 

(1)  National  Reserve  Banks  will  be 
strictly  limited  to  actual  commercial  and 

'  Including  collections  and  clearances. 


industrial  transactions  evidenced  by  very 
short  term  paper  and  on  rare  occasions 
under  carefully  prescribed  conditions  to 
financial  operations  protected  by  collateral. 
They  will  also  be  able  to  engage  in  foreign 
exchange  operations,  sales  of  government 
securities,  etc.,  as  already  explained. 

(2)  National  banks  will  be  subjected  to 
precisely  the  same  restrictions  as  at  pres- 
ent with  a  relaxation  in  favor  of  a  moderate 
amount  of  real  estate  loans  by  country 
banks  under  carefully  guarded  conditions. 
(Section  39.) 

(3)  By  a  revision  of  the  administrative 
features  of  the  National  Banking  Act, 
provision  will  be  made  for  close  oversight 
of  National  institutions  with  a  view  to 
holding  them  strictly  up  to  the  require- 
ments of  a  legitimate  banking  business. 
(Text  of  bill  still  to  be  submitted.) 

(4)  In  order  to  possess  themselves  of  the 
kind  of  paper  entitling  them  to  rediscounts, 
national  banks  will  find  themselves  obliged 
to  keep  a  reasonable  proportion  of  their 
assets  in  the  form  of  paper  eligible  for 
rediscounting,  and  this  will  mean  very  con- 
siderable emphasis  upon  the  strictly  com- 
mercial aspects  of  the  business  done  by 
national  institutions. 

Position  of  State  Banks 
It  has  not  been  thouglit  wise  to  permit 
State  banks  to  own  stock  in  the  National 
Reserve  Banks  for  two  reasons: 

(1)  State  banks  by  the  terms  of  their 
organization  are  differently  managed  and 
controlled  from  national. 

(2)  The  laws  of  the  United  States  differ 
with  respect  to  liabilities,  the  collection  of 
debts,  and  other  matters. 

Hence  the  bill  has  attempted  only  to 
provide  for  giving  these  banks  equal  facil- 
ities for  doing  business  by  establishing  the 
following  conditions: 

(1)  State  banks  may  affiliate'  themselves 
with  National  Reserve  Banks  by  maintain- 
ing the  same  deposits  with  the  National 
Reserve  Banks  that  are  kept  by  national 
banks  under  the  proposed  act.  (Section 
29.) 

(2)  State  banks  shall  in  these  circum- 
stances be  entitled  to  do  business  with  and 
get  rediscounts  from  National  Reserve 
Banks.    (Section  29.) 
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(3)  State  banks  shall  be  subject  to  in- 
spection and  examination  by  National 
Reserve  Banks.     (Section  29.) 

Relations  with  Treasury 
It  is  believed  that  the  present  sub- 
treasury  system  is  unsatisfactory,  clumsy, 
injurious  to  business  and  difficult  to  man- 
age in  times  of  stress.  The  bill  therefore 
provides  for: 

(1)  The  placing  of  all  current  funds  of 
the  Treasury  in  National  Reserve  Banks 
and  the  payment  of  government  creditors 
by  check  thereon.     (Section  21.) 

(2)  The  equalization  of  the  public  funds 
between  the  different  reserve  banks  subject 
to  a  rate  of  interest  to  be  fixed  by  the 
Federal  Reserve  Board.     (Section  13.) 

(3)  The  trust  funds  of  the  Treasury  are 
to  be  held  as  at  present  in  the  vaults  of  the 
Treasury. 

Foreign  Banks 
Recognizing  that  present  banking  legis- 
lation under  the  national  system  is  inade- 
quate in  its  relation  to  foreign  trade, 
because  it  furnishes  far  too  little  recogni- 
tion of  the  necessities  of  the  case,  and 
believing  that  the  development  of  foreign 
banking  ought  to  be  aided  and  promoted 
and  at  the  same  time  regulated  by  the 
national  government,  it  has  been  sought  in 
drafting  the  bill  to  provide : 

(1)  A  new  type  of  institutions  created 
for  foreign  trade  purposes  and  organized  by 
individuals  or  existing  national  banks  or 
both.     (Section  41.) 

(2)  Permission  to  establish  branches  in 
foreign  countries  and  whenever  necessary 
under  specified  conditions  to  establish  such 
additional  branches  in  the  United  States 
as  may  seem  requisite. 

(3)  Authority  on  the  part  of  the  Na- 
tional Reserve  Banks  to  deal  in  foreign 
exchange  and  otherwise  to  facilitate  oper- 
ations involving  international  trade.  (Sec- 
tion 18  and  Section  19.) 

(4)  Permission  to  national  banks  to  do 
an  acceptance  business  in  all  matters 
relating  to  foreign  trade,  the  importation 
and  exportation  of  goods,  the  furnishing  of 
travellers'  funds  on  letters  of  credit,  etc. 

(5)  The  more  efficient  and  successful 
handling  of  financial  relations  between  the 
United  States  and  foreign  countries  through 


the  placing  of  Treasury  funds  in  the  hands 
of  National  Reserve  Banks. 

Committee  Sustains  Bill 

The  work  of  the  Banking  and  Cur- 
rency Committee  covered  a  period  of 
several  weeks  and  was  largely  devoted 
to  the  improvement  of  details  in  the 
pending  bill.  A  list  of  these  changes 
would  not  be  of  special  interest,  even 
were  it  possible  in  a  brief  treatment  of 
the  history  of  the  Federal  Reserve  Act. 
It  is  enough  to  say  that  the  Commit- 
tee speedily  developed  a  difference  of 
opinion  with  respect  to  the  measure,  a 
substantial  section  of  it  desiring  to 
broaden  the  bill  in  the  direction  of 
action  which  would  give  to  agricultural 
interests  a  larger  borrowing  power. 
Accordingly,  the  maturity  of  paper 
based  upon  farming  operations  was 
increased  to  180  days  although  all 
other  paper  was  prohibited  from  dis- 
count for  a  period  of  over  90  days. 
Some  other  concessions  were  made  to 
so-called  farming  interests.  Public 
control  over  the  Reserve  Banks  was 
strengthened  and  a  provision  creating 
a  so-called  Federal  Advisory  Council, 
a  body  of  bankers  drawn  from  the 
various  districts  and  directed  to  meet 
at  intervals  for  consultation  with  the 
Federal  Reserve  Board,  was  estab- 
lished. 

Outside  these  and  a  relatively  small 
number  of  other  amendments  the 
changes  in  the  Banking  and  Currency 
Committee  of  the  House  of  Representa- 
tives amounted  to  little  more  than 
textual  change  effected  for  the  purpose 
of  improving  or  clarifying  the  language 
employed.  When  the  bill,  on  Septem- 
ber 9,  was  ready  for  introduction  in 
the  House  of  Representatives,  with  a 
committee  report,  but  little  alteration 
in  it  had  been  made  in  any  essential 
particular.  First,  however,  it  was 
necessary  that  the  bill  should  pass 
through  the  House  of  Representatives 
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caucus  of  the  Democratic  party.  Al- 
though severely  attacked  in  the  delib- 
erations of  this  body,  which  were  held 
behind  closed  doors,  no  material  change 
was  introduced  and  the  bill  accordingly 
went  to  the  House  on  September  18. 
After  a  short  debate,  it  was  finally 
adopted  and  sent  to  the  Senate  in  a 
form  not  very  different  from  that 
already  given  to  it  by  the  Committee. 

Senate  Hostility 

In  the  Senate  the  Federal  Reserve 
Bill,  for  as  such  it  was  now  coming  to 
be  known,  encountered  much  more 
serious  opposition  than  it  had  been 
obliged  to  meet  and  overcome  in  the 
lower  chamber.  The  Banking  and 
Currency  Committee  as  then  organized 
was  not  friendly  to  it.  The  Chairman 
of  that  Committee,  Senator  R.  L. 
Owen,  had  prepared  a  bill  of  his  own 
which  had  not  succeeded  in  making 
headway.  Its  place  was  taken  by  the 
Federal  Reserve  bill  which  he  had 
finally  consented  to  introduce  as  drafted 
in  the  House. 

In  the  Banking  and  Currency  Com- 
mittee at  least  two  Democratic  groups, 
neither  of  them  friendly  to  the  meas- 
ure, were  formed,  while  among  Repub- 
licans practically  two  other  groups 
existed,  one. inclined  to  favor  the  bill, 
the  other,  to  oppose  or  remodel  it.  In 
hearings  before  the  Senate  Committee, 
lengthy  opportunity  was  given  to  the 
advocates  of  a  central  bank  to  present 
argument.  Eventually  the  discussion, 
although  taking  a  wide  range,  settled 
down  about  the  question  as  to  whether 
there  should  be  fewer  or  a  larger 
number  of  Reserve  Banks,  whether 
the  Reserve  Banks  themselves  should 
have  full  power  over  reserves  and  col- 
lections, and  whether  the  type  of  note 
issue  which  had  been  favored  in  the 
House  bill  should  be  retained.  It  was 
with  great  difficulty  and,  probably, 
only  as  a  result  of  the  strongest  pres- 


sure on  the  part  of  the  Administration 
that  it  proved  possible  to  obtain  a 
favorable  report  to  bring  the  bill  before 
the  Senate  for  debate  and  eventually 
to  pass  it. 

Analysis  of  the  Senate  debate  would 
be  out  of  the  question  in  any  brief 
space  and  may  therefore  be  passed  over 
with  the  remark  that,  although  the 
discussion  resulted  in  changes  in  the 
Federal  Reserve  bill,  which,  when 
combined  with  those  already  made  by 
the  Senate  Banking  and  Currency 
Committee,  produced  a  measure  very 
different  from  that  adopted  by  the 
House,  nearly  all  of  the  changes  made 
by  the  Senate,  as  will  presently  be 
seen,  were  ultimately  surrendered  in 
Conference  Committee,  the  bill  being 
thus  shifted  back  in  substance  to  the 
original  House  form.  During  the  Con- 
ference Committee  sessions,  it  is 
worthy  of  remark,  one  important 
innovation  was  introduced;  a  substi- 
tute section  relating  to  the  refunding 
of  government  2  per  cent  bonds  was 
transmitted  to  the  Committee  by 
Secretary  McAdoo  and  adopted  prac- 
tically as  it  stood  in  lieu  of  the  pro- 
visions which  had  been  made  on  that 
subject  by  the  two  houses. 

Changes  by  the  Senate 

It  is  now  worth  while  to  sketch 
briefly  and  succinctly  the  changes 
made  by  the  Senate  in  the  House  draft 
of  the  Federal  Reserve  Act  insofar  a.s 
they  were  ultimately  retained  in  the 
final  law.  The  work  thus  done  may 
be  surveyed  as  follows:^ 

Turning  first  to  the  alterations  in 
the  House  bill  that  secured  acceptance, 
the  principal  features  may  be  enu- 
merated as  follows: 

(1)  Introduction  of  provision  for  sale  of 
stock  in  Federal  Reserve  Banks  to  the 
public  in  the  event  tliat  not  enough  banks 

'  From  article  by  the  author  in  American 
Economic  Review,  March  1914. 
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subscribe  for  the  stock  to  furnisb  an  ade- 
quate capital  in  any  given  district. 

(2)  Provision  for  alternative  voting  in 
the  choice  of  directors  of  Federal  Reserve 
Banks  so  as  to  insure  prompt  election. 

(3)  Reduction  of  number  of  Federal 
Reserve  Banks  to  not  more  than  12,  as 
against  the  "at  least  12"  of  the  House  bill. 

(4)  Elimination  of  requirement  that  all 
national  banks  rechartcr. 

(5)  Broadening  of  powers  of  Federal 
Reserve  Board  and  miodification  of  lan- 
guage relating  to  rediscounts  between  Fed- 
eral Reserve  Banks,  so  as  to  render  such 
rediscounts  easier  than  was  intended  by  the 
House  bill. 

(6)  Provision  that  the  Secretary  of  the 
Treasury  might,  not  must,  deposit  public 
funds  in  reserve  banks. 

(7)  Reduction  of  reserve  requirements 
placed  upon  member  banks  under  House 
bill. 

On  the  other  hand,  the  following 
important  points  were  yielded  by  the 
Senate  in  the  conference: 

(1)  Omission  of  provision  that  holders 
of  stock  sold  to  private  indi\'iduals  (if  any) 
should  have  voting  power  in  directorates  of 
Federal  Reserve  Banks  and  elsewhere. 

(2)  Elimination  of  guaranty  of  bank 
deposits,  by  use  of  surplus  earnings. 

(3)  Elimination  of  provision  that  Fed- 
eral Reserve  Bank  notes  might  be  counted 
in  reserves  of  stockholding  banks. 

(4)  Restoration  of  provision  that  many 
classes  of  checks  should  be  collected  at  par 
throughout  the  country,  and  that  where 
such  par  collection  w^as  not  enforced,  the 
charge  for  making  collection  should  be 
fixed  by  the  Federal  Reserve  Board. 

(5)  Elimination  of  domestic  acceptances, 
thereby  excluding  them  from  use  by  stock- 
holding banks  and  from  rediscount  by 
Federal  Reserve  Banks. 

(6)  Modification  of  reserve  require- 
ments as  formulated  by  the  Senate  so  as 
to  require  actual  cash  reserves  in  the  vaults 
of  country  banks  (the  Senate  having 
entirely  dispensed  with  such  reserves  after 
twenty-four  months  after  date  of  the  pas- 
sage of  the  Act)  and  general  stiffening  of 
reserve  requirements  made  by  the  Senate, 
although    the    final    language    still    con- 


stituted   a    reduction    below    the    House 
provision. 

(7)  Reduction  of  period  of  maturity  for 
which  discountable  paper  might  run  from 
180  days  to  90  days. 

While  various  other  points  of  modi- 
fication and  concession  on  either  side 
might,  of  course,  be  enumerated,  it  is 
believed  that  the  foregoing  presenta- 
tion is  representative  and  shows  suf- 
ficiently well  the  nature  of  the  con- 
ference work  and  the  character  of  the 
points  conceded  on  either  side.  As- 
suming that  such  a  fair  or  representa- 
tive selection  has  been  made,  it  is 
evident  that  the  work  of  the  confer- 
ence resulted  in  the  establishment  of 
the  House  contentions  at  nearly  every 
essential  point,  the  exceptions  to  such 
a  remark  being  found  in  two  main 
particulars:  (1)  the  reduction  in  the 
number  of  Reserve  Banks  and  their 
limitation  to  not  more  than  twelve  at 
any  time,  and  (2)  the  provision  that 
public  deposits  might  or  might  not 
be  made  in  the  Reserve  Banks  at  the 
discretion  of  the  Secretary  of  the 
Treasury. 

While  other  points  were  significant 
and  important  in  their  way,  it  can 
certainly  be  fairly  concluded  that  on 
those  matters  involving  important 
issues  of  theory  the  House  virtually 
held  its  own  in  most  respects.  In  fact, 
it  is  an  accurate  generalization  that  the 
final  bill  as  completed  in  conference 
committee  and  as  passed  by  both 
Houses  was  a  closer  approach  to  the 
original  House  draft  of  the  measure 
than  anything  that  had  intervened 
dm-ing  the  time  the  bill  was  going 
through  the  various  permutations  to 
which  it  was  subjected  in  its  slow  prog- 
ress from  one  stage  to  another  of  the 
legislative  process. 

At  one  other  point  there  was  marked 
and  \atal  departure  from  the  original 
House  measure — the  provision  with 
reference  to  the  refunding  of  United 
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States  2  per  cent  bonds  and  the  treat- 
ment of  the  currency  based  upon  such 
bonds.  On  this  subject  the  final 
action  of  the  conference  was  nearly 
equivalent  to  the  acceptance  of  a  plan 
fornnilated  by  the  Administration  and 
designed  to  take  the  place  of  all  of  the 
various  other  schemes  that  had  been 
recommended  from  different  sources  in 
either  House.  The  action  as  to  bonds 
was,  therefore,  not  a  concession  by 
either  side  but  was  a  virtual  surrender 
by  both  and  an  acceptance  of  the  con- 
clusions of  the  Treasury  Department. 
Barring  the  two  matters  already  men- 
tioned, the  House  measure  was  changed 
in  no  respect  that  affected  its  essential 
working;  nor  could  it  be  said  that  even 
in  these  particulars  it  had  necessarily 
been  subjected  to  modification,  since, 
in  both,  the  action  contemplated  by 
the  provisions  ultimately  adopted  was 
permissive,  rather  than  compulsory. 

The  Inspiration  of  the  Bill 

As  to  the  idea  by  which  the  Federal 
Reserve  Act  was  dominated  or  upon 
which  it  was  molded,  or  as  some  have 
termed  it  the  inspiration  of  the  bill, 
there  has  been  much  unnecessary  con- 
troversy. The  measure  as  originally 
made  ready  for  introduction  was  the 
outgrowth  of  the  long  years  of  discus- 
sion of  the  banking  and  currency  prob- 
lem through  which  the  country  had 
passed  from  1893  onward.  The  notion 
of  a  district  reserve  system  was  directly 
and  confessedly  drawTi  from  the  experi- 
ence of  the  banks  of  the  country  with 
local  clearing  house  organizations. 
Other  features  were  the  careful  result 
of  foreign  experience.  While  the  bill 
was  thus  made  up  of  ideas  drawn  from 
all  available  sources  so  far  as  these 
were  known  to  the  committee  of  the 
House  of  Representatives,  it  was  pre- 
pared as  the  result  of  individual  study 
and  without  the  acceptance  of  outside 
bills,  suggestions  or  nioflels.     Tt  vvm'^,  in 


short,  honest  in  its  inception,  professing 
to  be  with  all  of  its  various  defects  sim- 
ply what  it  actually  was — a  measure 
prepared  on  the  basis  of  American 
experience,  enlightened  and^  'adapted 
by  the  use  of  such  lessons  as  could  be 
drawn  from  European  banking  prac- 
tice. As  the  writer  has  said  on  a 
former  occasion :  ^ 

Tlie  Federal  Reserve  Act  is  the  product 
of  a  lengthy  course  of  development  and  has 
grown  gradually  out  of  the  discussion  and 
analysis  of  the  past  twenty  years.  It  is 
not  drawn,  even  largely,  from  any  single 
source,  but  is  the  product  of  comparison, 
selection,  and  refinement  upon  the  various 
materials,  ideas  and  data,  rendered  avail- 
able throughout  a  long  course  of  study  and 
agitation.  Many  bills  embodjnng  the 
same  general  line  of  thought  that  now  finds 
expression  in  the  new  act  have  been  offered 
in  Congress;  some  have  been  suggested 
outside  that  body.  The  most  fundamental 
concept  of  all — that  of  uniting  the  banks 
of  the  country  into  organized  groups — is 
found  in  the  clearing  house  organizations, 
which  in  time  of  stress  have  pooled  their 
resources  and  converted  bank  assets  into 
the  equivalent  of  reserve  money.  The 
bills  prepared  by  or  under  the  direction  of 
the  Honorable  Isidor  Straus,  the  Honorable 
J.  H.  Walker,  the  Honorable  Charles  A. 
Fowler,  and  the  Honorable  Maurice  L. 
Muhleman  have  supplied  at  least  the  basis 
for  many  of  the  detailed  analyses  and 
methods  of  treatment  that  are  found  in  the 
Federal  Reserve  Act.  Earlier  than  any  of 
these,  was  the  bill  recommended  by  the 
Indianapolis  Monetary  Commission,  which 
did  not  provide  for  cooperative  unions  of 
banks,  but  upon  which  the  framers  of  the 
present  act  have  evidently  drawn  for  some 
of  their  ideas. 

The  latest  bill  in  the  long  series  which  was 
available  for  study  to  the  framers  of  the 
Federal  Reserve  Act,  was  that  prepared  for 
the  National  Monetary  Commission  and 
called  in  popular  language  the  "Aldrich 
l)ill."  By  many  the  new  law  is  regarded  as 
u  partial  copy  of,  or  plagiarism  from,  the 
Aldrich  bill;  and  tliat  view  has  been  widely 

•"  Aififriraii  I'jnnomic  Review,  loc.  cit. 
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expressed  both  in  and  out  of  Congress. 
That  such  was  not  the  opinion  of  Mr, 
Aldrich  himself,  his  scathing  and  bitter 
denunciation  of  the  House  bill  seems  to  bear 
abundant  witness.''  It  might  be  enough 
for  purposes  of  argument  simply  to  appeal 
on  this  point  from  the  critics  of  the  measure 
to  Mr.  Aldrich  himself  but  that  would 
hardly  answer  the  purpose  of  historical 
analysis. 

The  Aldrich  bill  may  be  considered  from 
two  standpoints,  (1)  that  of  its  theory  and 
broad  general  plan  on  the  one  hand,  and 
(2)  that  of  its  machinery  and  technique  of 
construction  on  the  other.  From  the  first 
standpoint,  there  is  no  shadow  of  relation- 
ship or  similarity  between  the  Federal 
Reserve  Act  and  the  Aldrich  bill.  From 
the  second,  there  is  at  many  points  a  close 
resemblance.  The  Aldrich  bill  provided 
for  a  single  central  "reserve  association" 
with  scanty  public  oversight,  with  control 
vested  practically  wholly  in  the  banks,  and 
with  the  preponderance  of  power  in  the 
larger  institutions  which  owned  stock.  It 
so  arranged  things  as  to  keep  this  "reserve 
association"  relatively  inactive  except  upon 
special  occasions  of  panic  or  disturbance. 


It  made  no  direct  provision  for  the  shifting 
of  reserves  in  part  from  existing  banks  to 
the  proposed  association,  but  it  relied  upon 
inflation  due  to  the  placing  of  bank  notes 
issued  by  the  central  association  in  the 
reserves  of  the  stockholding  banks  for  pro- 
tection in  time  of  danger.  The  new  act 
provides  for  twelve  reserve  banks,  intro- 
duces the  principle  of  local  control,  calls 
for  strict  government  oversight,  shifts 
reserves  from  present  correspondent  banks 
to  the  new  institutions,  minimizes  the 
influence  of  the  larger  banks  in  directorates, 
and  generally  diffuses  control  instead  of 
centralizing  it.  It  leaves  banking,  as  such, 
to  be  practiced  by  bankers;  it  vests  the 
control  of  banking  in  the  hands  of  govern- 
ment officers.  The  theory  and  purpose  of 
the  new  act  are  widely  different  from  those 
of  the  Aldrich  bill.  Where  the  Aldrich 
proposal  veers  widely  away  from  the 
tendencies  that  have  been  developed  during 
the  preceding  ten  years  of  American  bank- 
ing discussion,  the  Federal  Reserve  Act 
closely  follows  them.  Indeed,  the  Act  of 
1913  is  closer  to  any  one  of  half  a  dozen 
bills  of  former  years  than  to  the  Aldrich 
proposal. 


The  Aldrich-Vreeland  Emergency  Currency 

By  Homer  Joseph  Dodge 

Editor,  The  Federal  Trade  Information  Service ' 


THE  origins  of  everything  in  the 
world,  from  man  himself  to  slang 
words  and  phrases,  from  vast  and  per- 
fect mechanisms  to  manners  and 
customs,  or  great  eras  and  economic 
cycles,  always  have  held  a  special 
fascination.  And  there  has  always 
been  someone,  whether  it  be  Darwin 
or  the  Encyclopaedia  Brittanica,  to 
ferret  out  each  firstling. 

To  point  to  the  circumstances  of 
the  origin  of  the  American  currency 
inflation,  the  progress  of  which  dur- 
ing the  last  seven  years  has  had  so 
profound  an  effect  upon  every  branch 

^  Proceedings  of  American  Academy  of  Polit- 
ical and  Social  Science,  October,  191:5. 


of  our  national  activity,  is  not  a  diffi- 
cult task.  Although  inflation  of  such 
tremendous  proportions  previously  had 
been  unheard  of,  the  stage  was  espe- 
cially set  in  preparation  for  that  event. 
As  a  preliminary  to  the  more  serious 
later  currency  inflation,  the  United 
States  had  innocently  provided  itself 
with  a  lively  springboard  from  which 
to  leap. 

The  Forerunner  of  Inflation 

That  springboard  was  the  Aldrich- 
Vreeland  Act  which  provided  a  sudden 

1 1  am  indebted  to  the  oflSce  of  the  Comptrol- 
ler of  the  Currency  for  the  statistics  of  the 
Aldrich-Vreeland  note  issues. 
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means  for  issuing  hundreds  of  millions 
of  dollars  in  emergency  currency. 
To  be  sure,  it  was  designed  merely  to 
meet  temporary  needs  for  additional 
currency  in  periods  of  financial  stress. 
It  was  intended  that  this  currency 
sliould  never  remain  long  outstand- 
ing, but  should  merely  supply  the 
nation  with  a  currency  medium  during 
the  brief  period  required  to  restore 
confidence  following  a  market  up- 
heaval or  similar  economic  distm-bance 
of  known  dimensions  and  experienced 
intensity.  An  aggregate  of  $500,000,- 
000  was  provided  for  this  purpose. 
That  a  need  should  develop  in  this  gen- 
eration for  greater  sums  was  undreamt. 

The  panic  of  1907  had  been  a 
severe  lesson  to  the  American  bank- 
ing fraternity  and  to  the  nation  as  a 
whole.  At  that  time  clearing  house 
certificates  had  been  issued  to  the 
extent  of  $255,536,300— a  great  sum 
then — and  Congress,  intent  on  pro- 
viding a  preventive  against  a  similar 
embarrassment,  had  passed  the  Al- 
drich-Vreeland  Currency  Act,  which 
was  approved  May  30,  1908.  It  was 
regarded  as  an  emergency  implement 
to  be  supplanted  by  more  solid  legis- 
lation and,  therefore,  was  to  expire 
by  hmitation,  June  30,  1914.  The 
permanent  legislation  was  provided, 
for  on  December  23,  1913,  the  Federal 
Reserve  Act  was  approved.  The 
Federal  Reserve  Banks  were  not 
opened,  however,  until  November  16, 
1914,  so  when  the  European  War 
broke  out  the  permanent  system  was 
not  ready  for  operation. 

The  War  was  the  call-bell  for  the 
beginning  of  the  performance  of  world- 
wide inflation.  The  American  vehicle 
of  participation  was  not  ready,  so 
Congress  brought  back,  as  a  curtain- 
raiser,  the  Aldrich-Vreeland  Emer- 
gency Currency  Act.  It  extended 
the  life  of  the  act  from  June  30,  1914, 
to  June  30,  1915. 


War  Demand  for  Money 

In  times  of  stress  of  almost  any 
kind,  money  is  the  first  support  on 
which  mankind  leans.  Availability 
of  ample  supplies  of  money  goes  far 
toward  alleviating  almost  any  dis- 
tress. The  War  had  not  yet  had  an 
opportunity  to  bring  home  the  lesson 
that  in  an  economic  sense,  goods  and 
services,  and  not  money,  are  the  king 
pins.  With  the  Stock  Exchange  clos- 
ing, and  banks  and  business  houses  and 
individuals  throughout  the  country  in 
a  state  of  bewilderment  over  the 
meaning  of  the  W'ar,  everyone  wanted 
money  quickly. 

Europe  instantly  began  unloading  ■ 
her  railroad  and  industrial  securities 
in  this  market.  Belligerent  govern- 
ments began  awarding  contracts  for 
war  supplies.  Prices  began  to  rise,  • 
and  a  thousand  new  demands  for 
money  sprang  up.  This  demand, 
coupled  with  a  caution  on  the  part  of 
the  banks,  arising  from  the  native 
timidity  of  capital  in  the  presence  of 
great  material  forces,  doubtless  would 
have  caused  serious  embarrassment 
had  it  not  been  for  the  availability  of 
the  Aldrich-Vreeland  emergency  cur- 
rency. 

A  curious  fact  attendant  upon  the 
issuance  of  this  money  bears  upon  the 
political  aspect  of  the  event.  The 
Federal  Reserve  Act  had  been  widely 
press-agented  to  the  country  as  a 
great  achievement  of  the  Democratic 
Congress.  It  was  a  Wilson  bill,  one 
of  the  heralded  Democratic  reforms. 
Now  the  Aldrich-Vreeland  Act,  as  its 
very  name  signifies,  was  the  creation 
of  an  old-fashioned  Republican  Con- 
gress. It  was  popularly  known  that 
the  Federal  Reserve  Act  had  been 
approved;  that  its  machineiy  was  in 
process  of  erection.  The  Aldrich- 
Vreeland  Act  was  forgotten.  Where- 
fore, when,  in  response  to  the  demand 
of  the  hour,  an  emergency  currency 


The  Aldrich-Vreeland  Emergency  Currency 


51 


appeared,  it  was  popularly  received 
as  the  issue  of  the  new  Federal  Re- 
serve System.  It  is  not  a  matter  of 
large  importance,  but  rather  a  curi- 
osity of  financial  history,  that  to  this 
day  many  business  men  are  under  the 
impression  that  the  emergency  cur- 
rency with  which  they  did  business  in 
the  first  few  months  of  the  War  was 
Federal  Reserve  currency. 

At  the  beginning  of  the  crucial 
period  following  the  declaration  of 
war  in  Europe,  the  general  stock  of 
currency  in  the  United  States 
amounted  to  $3,735,579,397,  of  which 
$368,210,467  was  held  in  the  Treas- 
ury as  assets  of  the  government, 
leaving  the  amount  in  circulation  at 
$3,367,368,930.  Of  the  general  stock, 
there  was  in  gold,  $1,887,270,664; 
silver,  $748,287,696;  United  States 
notes,  $349,114,016;  and  national  bank 
notes,  $750,907,021. 

On  August  1,  1914,  the  stock  of 
incomplete  currency  in  the  custody 
of  the  Comptroller  of  the  Currency 
and  available  for  issue  on  the  security 
of  United  States  bonds  and  other 
securities,  was  $524,864,470.  The 
aggregate  amount  of  government  bonds 
on  deposit  to  secure  circulation,  to- 
gether with  the  amount  of  such 
bonds  outstanding  and  acceptable 
for  that  purpose,  aggregated  $913,317,- 
500,  of  which  the  national  banks  had 
on  deposit  to  secure  circulation,  $740,- 
796,910,  to  secure  United  States  de- 
posits, $23,047,950,  and  on  hand 
unpledged,  $11,950,300.  Hence,  only 
about  $137,500,000  of  the  class  of 
United  States  bonds  acceptable  as 
security  for  circulation  were  not  owned 
by  national  banks.  This  amount, 
plus  $11,955,300,  owned  but  unpledged, 
or  in  round  amount,  $149,500,000, 
was  the  measure  of  the  possible 
increase  of  national  bank  circulation 
on  the  security  of  United  States 
bonds. 


On  August  1,  1914,  the  outstand- 
ing national  bank  circulation  amounted 
to  $750,907,020,  of  which  $735,222,- 
801  was  secured  by  United  States 
bonds,  and  the  remainder,  $15,684,- 
220,  by  lawful  money  deposited  by 
banks  in  liquidation  and  by  those 
that  were  retiring  their  circulation. 
On  September  12,  1914,  the  date  of 
the  first  report  from  national  banks 
following  the  beginning  of  the  Euro- 
pean War,  the  reporting  banks  had  on 
deposit  with  the  Treasurer  of  the 
United  States  as  security  for  circu- 
lation. United  States  bonds  to  the 
amount  of  $736,685,850.  On  that 
date  the  volume  of  circulation  issu- 
able under  the  Act  of  1908,  that 
is,  125  per  cent  of  the  combined 
capital  and  surplus  of  the  banks, 
amounting  to  $2,230,588,239,  less 
the  amount  of  currency  issued  on 
United  States  bonds,  was  $1,493,- 
902,390.  As  a  matter  of  fact,  the 
authorized  issues  of  currency  under 
that  Act,  from  the  date  of  the 
first  issue  on  August  4,  1914,  to 
the  date  of  the  last  issue  *on  Febru- 
ary 13,  1915,  were  but  $386,444,- 
215,  or  less  than  one-fourth  of  the 
maximum  issuable.  The  amount  au- 
thorized included  $910,500  secured  by 
state  and  municipal  bonds  deposited 
with  the  Treasurer  of  the  United 
States  in  trust  by  eight  national 
banks,  all  other  issues  being  based 
upon  securities  deposited  with  na- 
tional currency  associations. 

During  the  period  of  activity  of 
issues  of  circulation  under  authority 
of  the  Act  of  1908,  the  volume  of 
United  States  bond-secured  circula- 
tion was  practically  unchanged.  The 
aggregate  amount  of  outstanding  na- 
tional-bank circulation  reached  the 
maximum,  during  the  period  in  which 
emergency  circulation  was  issued,  in 
the  middle  of  November,  1914,  namely, 
$1,126,039,600. 
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Provisions  for  Retirement  of 
Aldricii-Vreeland  Currency 

The  law  authorized  the  deposit  of 
hiwful  money  or  national  bank  notes 
for  the  retirement  of  this  additional 
or  emergency  currency.  By  reason 
of  general  conditions  and  the  lack  of 
demand  for  funds,  deposits  for  re- 
tirement of  the  additional  circulation 
began  to  be  made  as  early  as  the 
middle  of  October,  and  by  January  2, 
1915,  aggregated  $238,698,460,  or  over 
60  per  cent  of  the  total  circulation 
authorized  to  be  issued.  Within 
nine  months,  that  is,  by  May  1,  1915, 
$380,039,030  of  the  authorized  $386,- 
444,215  of  this  currency  had  been 
retired,  and  prior  to  June  30,  1915, 
the  entire  amount  issued  had  been 
retired  except  the  sum  of  $200,000, 
the  amount  issued  to  a  national  bank 
that  failed  and  was  placed  in  charge 
of  a  receiver. 

In  addition  to  the  securities  de- 
posited, the  law  provided  that  "the 
banks  and  the  assets  of  all  banks 
belonging  to  the  association  (national 
currency),  shall  be  jointly  and  sever- 
ally liable  to  the  United  States  for 
the  retirement  of  such  additional 
circulation." 

The  value  of  the  securities  de- 
posited with  the  currency  associations, 
that  is,  the  market  value  of  the  state 
and  miscellaneous  bonds  and  the 
face  value  of  the  commercial  paper 
and  warehouse  receipts,  including  ex- 
changes, was,  roundly  stated,  $907,- 
880,000  of  which  $651,146,000  was 
in  commercial  paper.  The  net  value 
of  the  securities,  that  is,  the  gross 
amount  deposited  less  exchanges,  ex- 
ceeded the  value  of  circulation  issued 
by  more  than  30  per  cent. 

Under  the  provisions  of  law  and 
the  rulings  of  the  Treasury  Depart- 
ment, securities  deposited  were  classi- 
fied as  follows: 

1.  State,     municipal,     and    county 


bonds  were  accepted  at  85  per  cent  of 
the  market  value. 

2.  Miscellaneous  securities,  includ- 
ing industrial  bonds,  and  other  securi- 
ties, mainly  city  and  town  notes  and 
warrants,  were  accepted  at  75  per 
cent  of  the  market  value. 

3.  Commercial  paper  was  accepted 
at  75  per  cent  of  the  face  value, 
and — 

4.  Notes  secured  by  warehouse  re- 
ceipts for  cotton,  tobacco,  and  naval 
stores  at  75  per  cent  of  the  face 
value. 

The  additional  circulation  author- 
ized and  secured  by  commercial  paper 
represented  573^  per  cent  of  the 
total  amount  authorized;  by  mis- 
cellaneous securities,  28  per  cent;  by 
state,  county  and  municipal  bonds, 
14  per  cent;  and  by  notes  secured  by 
warehouse  receipts,  one-half  of  one  per 
cent. 

Activity  of  National  Currency 
Associations 

While  there  were  between  7,500 
and  7,600  national  banks  in  active 
operation  during  the  period  in  ques- 
tion and  45  national  currency  as- 
sociations organized,  the  membership 
of  these  associations  was  but  2,197, 
and  of  that  number  only  1,363  took 
out  additional  circulation.  None  of 
the  banks  in  four  currency  associa- 
tions, namely,  Vermont,  Rhode  Island, 
northern  New  York,  and  central  New 
York,  applied  for  circulation.  All  the 
states  of  the  Union  were  included  in 
one  or  more  of  the  currency  associa- 
tions excepting  Maine  and  Wyoming. 
None  of  the  national  banks  in  nine 
states,  namely,  Maine,  Vermont,  Rhode 
Island,  Delaware,  South  Dakota,  Mon- 
tana, Wyoming,  Idaho  and  Nevada,  ap- 
plied for  additional  circulation. 

Eighty  per  cent,  or  $309,308,210  of 
the  authorized  issue  of  $386,444,215, 
was    for    banks    in    the    reserve    city 
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associations.  The  amount  authorized 
for  banks  in  the  National  Currency- 
Association  of  the  city  of  New  York 
was  $144,975,960;  Boston,  $24,944,- 
500;  Chicago,  $27,070,000;  Philadel- 
phia, $14,883,750;  Minneapolis  and 
St.  Paul,  $12,798,500;  Dallas,  $11,- 
337,950;  Pittsburgh,  $10,978,000;  St. 
Louis,  $10,836,500;  Cincinnati,  $9,592,- 
500;  and  San  Francisco,  $8,634,500. 

The  tax  collected  on  this  addi- 
tional circulation  from  August,  1914, 
to  June  30,  1915,  was  $2,977,066.73. 

With  the  deposit  of  the  requisite 
amount  of  lawful  money  to  provide 
for  the  retirement  of  circulation  issued 
under  authority  of  the  Act  of  May  30, 
1908,  and  the  release  of  the  securing 
collateral,  the  duties  of  the  national 
currency  associations  practically  ter- 
minated, although  the  associations 
were  held  to  be  in  existence  until  the 
date  of  the  expiration  of  the  act 
providing  for  their  formation.  The 
organization  of  the  first  national  cur- 
rency association,  that  of  Washington, 
D.  C,  was  approved  July  18, 1908,  and 
the  last,  the  State  of  Vermont,  Decem- 
ber 16,  1914. 

There  were  forty-five  national  cur- 
rency associations  organized  with  a 
membership  of  2,197  banks,  or  29.15  per 
cent  of  the  total  banks  (7,538)  that  re- 
ported on  the  call  of  September  12, 
1914.  During  the  month  of  August, 
1914,  30  associations  made  their  first 
application  for  additional  circulation, 
6  in  September,  4  in  October;  1  did 
not  report  the  date  of  its  first  appli- 
cation, and  4  associations  made  no 
application. 

Forty-one  associations  approved  for 
issue  $385,553,905  to  1,366  member 
banks.  The  first  approval  was  made 
on  August  3,  1914,  and  the  last  on 
February  5,  1915.  The  first  appli- 
cation for  the  retirement  of  circula- 
tion was  approved  September  23, 
1914.     By   July    1,    1915,   all   of   the 


banks  to  which  currency  was  issued, 
with  the  exception  of  the  First  Na- 
tional Bank  of  Uniontown,  Pa.,  which, 
upon  becoming  insolvent,  was  placed 
in  charge  of  a  receiver,  had  made  the 
necessary  deposit  to  retire  their  addi- 
tional circulation. 

The  securities  pledged  with  the  as- 
sociations aggregated  $585,864,391.94, 
classified  as  follows :  commercial  paper, 
face  value,  $359,535,317.27,  or  61.37 
per  cent  of  the  total  securities  de- 
posited; industrial  bonds,  par  value, 
$116,069,173.36,  or  19.81  per  cent; 
state,  municipal  and  county  bonds, 
par  value,  $70,010,846.34,  or  11.97 
per  cent;  railway  bonds,  par  value, 
$31,333,800,  or  5.37  per  cent;  other 
securities,  face  value,  $4,690,366.86, 
or  0.80  per  cent,  and  warehouse  re- 
ceipts secured  by  cotton,  tobacco, 
and  naval  stores,  face  value,  $4,224,- 
888.11,  or  0.72  per  cent.  The  ex- 
penses of  41  currency  associations, 
the  members  of  which  issued  circula- 
tion, are  reported  at  approximately 
$125,000.  Two  non-issuing  associa- 
tions reported  combined  expenses, 
$44.57.  The  other  two  non-issuing 
associations  apparently  incurred  no 
expense. 

Decline   of  Emergency  Currency 
AND  Increase  in  Reserve  Notes 

The  Federal  Reserve  Banks  had 
opened  in  the  midst  of  this  process,  on 
November  16,  1914.  Their  machinery 
was  unfamiliar  and  therefore  there 
was  no  immediate  substitution  of  the 
new  currency  for  the  Aldrich-Vreeland 
notes.  Retirement  of  the  Aldrich- 
Vreeland  currency,  however,  set  in 
early.  Indeed,  the  date  on  which  the 
greatest  volume  actually  was  out- 
standing was  prior  to  the  opening  of 
the  banks— October  24,  1914.  This 
was  due  to  retirement  on  the  part  of 
banks  which  had  taken  care  of  their 
emergency     requirements     and     were 
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getting  in  shape  to  carry  their  own 
load.  That  the  banking  community 
had  not  abandoned  the  emergency 
currency  in  favor  of  the  Federal 
Reserve  currency  is  indicated  by  the 
fact  that  apphcations  for  the  emer- 
gency currency  continued  to  come  in 
and  the  date  on  which  the  maximum 
approvals  took  place  was  not  reached 
until  February  13,  1915.  By  this  time 
retirements  of  this  currency  had 
brought  the  amount  outstanding  down 
to  $45,377,141.  The  period  in  which 
the  greatest  volume  was  retired  was 
the  week  ending  December  12,  1914, 
and  the  amount,  $45,144,798. 

There  was  no  full  replacement  by 
Federal  Reserve  notes  of  the  Aldrich- 
Vreeland  notes.  By  January  1,  1915, 
a  total  of  $238,698,483  of  the  Aldrich- 
Vreeland  notes  had  been  retired  while 
only  $16,530,000  in  Federal  Reserve 
notes  were  in  circulation.  On  April  1, 
1915,  $372,928,594  of  the  emergency 
currency  had  been  retired  and  only 
$43,376,000  in  Federal  Reserve  notes 
were  in  circulation. 

The  two  curves — one  representing 
the  retiring  Aldrich-Vreeland  notes- 
and  the  other,  the  expanding  Federal 
Reserve  notes — crossed  about  March 
1,  1915.  On  March  6,  1915,  there 
were  $27,905,376  in  Aldrich-Vreeland 
notes  still  outstanding.  On  March  5, 
1915,  there  were  $29,805,000  in  Fed- 
eral Reserve  notes  in  circulation. 

The  previous  reporting  date  for 
the  Aldrich-Vreeland  notes  was  Febru- 
ary 27,  when  there  were  $32,249,374 
outstanding.  Compare  this  with  Feb- 
ruary 26,  when  there  were  $26,- 
172,000  in  Federal  Reserve  notes  in 
circulation.  The  next  subsequent  re- 
porting date  was  March  13,  when 
there  were  $24,357,227  in  Aldrich- 
Vreeland  notes  outstanding.  Com- 
pare this  with  March  12,  when  $33,- 
965,000  in  Federal  Reserve  notes 
were  outstanding.     By  June  30,  when 


the  last  of  the  Aldrich-Vreeland  notes 
were  retired  and  the  Act  expired  by 
limitation,  there  were  about  $83,000,- 
000  in  Federal  Reserve  notes  in 
circulation. 

So  it  will  be  seen  that  the  Aldrich- 
Vreeland  currency  contracted  at  a 
much  greater  rate  than  the  Fed- 
eral Reserve  currency  was  issued. 
This  indicates  how  truly  the  Aldrich- 
Vreeland  notes  were  an  emergency 
— a  panic  currency.  They  were  is- 
sued to  allay  panic  or  in  anticipation 
of  it;  the  Federal  Reserve  currency 
was  issued  in  response  to  the  actual 
needs  of  business.  A  further  indica- 
tion of  these  contrasting  characters 
is  furnished  in  the  fact  that  applica- 
tions for  new  emergency  currency 
continued  in  substantial  volume  for  a 
considerable  time  after  the  large  re- 
tirements by  the  banks  which  had 
received  supplies;  this  indicated  that 
the  emergency  had  passed.  It  is  true 
that  there  was  a  heavy  tax  operating 
to  force  the  emergency  currency  into 
retirement  but  this  alone  does  not 
explain  the  situation.  Had  it  been 
the  tax  which  caused  the  Aldrich- 
Vreeland  money  to  retire  so  precipi- 
tately, the  untaxed  Federal  Reserve 
currency  would  have  flowed  out  in 
greater  volume.  A  year  after  the 
Federal  Reserve  Banks  had  been 
opened,  the  Federal  Reserve  notes  in 
circulation  were  only  $184,000,000, 
less  by  nearly  $150,000,000  than 
the  amount  of  Aldrich-Vreeland  cur- 
rency which  had  been  outstanding  a 
year  ago. 

These  figures  are  surprising  when 
retrospect  brings  them  in  contrast 
with  the  $2,500,000,000  in  Federal 
Reserve  notes  now  outstanding  and 
the  $3,250,000,000  outstanding  a  year 
ago.  These  figures  further  show  how 
totally  inadequate  the  maximum  of 
$500,000,000  in  Aldrich-Vreeland  notes 
would  have  been  had  the  act  further 
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been  extended  and  sole  reliance  placed 
upon  it  to  provide  an  additional 
currency.  To  be  sure,  there  had  been 
retirement  of  other  classes  of  currency 
but  not  in  such  fantastic  volume  as  to 
match  the  issuance  of  Federal  Re- 
serve notes. 

Economists  and  bankers  have  learned 
a  great  deal  about  currencies  since 
the  days  of  the  Aldrich-Vreeland 
issues  and  some  rules  have  been 
upset.  The  phenomenon  which  has 
caused  the  most  profound  amazement 
has  been  the  persistent  vitality  of 
grotesquely  inflated  currencies  in  some 
countries  of  Europe.  The  German 
mark  is  famous  for  its  depreciation, 
the  Russian  ruble,  notorious.  Both 
have  lost,  apparently,  practically  all 
calculable  relation  to  metallic  reserves. 


yet  they  display  a  lingering  vitality 
and  are  accepted  as  being  worth 
something,  although  as  a  matter  of 
fact  some  of  them  are  worth  less  than 
the  merchandise  value  of  the  paper  on 
which  they  are  printed.  A  meal  costs 
100,000  rubles  in  Moscow,  yet  meals 
still  are  bought  with  rubles.  They  do 
circulate.  The  idea  that  the  image  and 
superscription  is  a  talisman  of  some 
value,  however  much  depreciated,  en- 
dures in  the  face  of  accurate  knowl- 
edge that  the  sovereignty  behind  these 
tokens  practically  is  defunct.  The 
idea  of  a  legal  tender  has  retained  a 
momentum  which,  although  slowed 
down,  is  yet  perceptible.  This  fact 
speaks  much  for  an  innate  desire 
on  the  part  of  the  people  to  retain  an 
artificial  circulating  medium. 


The  Reserve  Act  in  Its  Implicit  Meaning 

By  A.  D.  Welton 
Continental  and  Commercial  National  Bank,  Chicago 


A  GREAT  banking  system  could 
conceivably  grow  up  of  itself  in 
response  to  the  demands  of  business. 
Such  a  system  would  be  ideal  because 
of  its  flexibility  and  freedom  of  adapta- 
tion to  the  changing  requirements  of 
commerce.  But  no  such  system  ever 
did  grow  up  or  ever  will.  A  business, 
involving  such  an  element  of  trust,  is 
necessarily  conducted  by  human  agen- 
cies and  human  agencies  are  uncertain 
and  often  dangerous.  Government 
everywhere,  in  one  way  or  another,  is 
concerned  with  banking.  It  is  con- 
cerned with  the  Federal  Reserve  Sys- 
tem which  has  been  evolved  or  built 
up  around  a  statute  known  as  the 
Federal  Reserve  Act,  approved  Decem- 
ber 23,  1913. 

A  statute,  however,  is  only  a  first 
step  toward  a  banking  system  which 
is  finally  made  up  of  operating  banks. 
These  are  credit  and  currency  machines 
whose  conduct,  in  accordance  with 
the  law,  is  guided,  regulated  and  con- 
trolled by  rules,  precedents,  traditions, 
habits,  customs,  decisions  and  what  not. 

The  mass  of  this  material  makes  the 
system.  With  this  view  of  banking  it 
is  easy  to  understand  why  the  coming 
of  the  Federal  Reserve  Act  did  not 
bring  with  it  the  repeal  of  the  National 
Bank  Act.  The  statute  known  as  the 
National  Bank  Act  might  have  been 
repealed  but  the  act  itself  is  only  a 
part  of  the  national  banking  system. 
The  rules,  regulations,  precedents, 
etc.,  which  make  up  that  system, 
could,  and  perhaps  should,  be  codified 
but  anything  further  would  bring  un- 
certainties and  throw  the  entire  system 
into  confusion. 

As  a  banking  system  is  composed  of 
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a  variety  of  things  beside  a  statute,  so 
the  statute  itself  is  the  product  of  a 
variety  of  plans,  purposes,  ideas  and 
theories  of  a  wide  range.  To  get  a 
thorough  understanding  of  a  system 
of  any  kind,  of  which  a  statute  is  the 
nucleus,  some  knowledge  of  the  dis- 
cussion which  preceded  its  formulation 
and  adoption  is  desirable  and  perhaps 
necessary.  Certainly,  one  ambitious 
to  become  expertly  familiar  with  the 
Federal  Reserve  System  would  have  to 
study  conditions  long  before  December 
23,  1913.  The  purposes  and  intentions 
of  the  framers  of  the  Act  are  not  told 
in  the  Act  itself.  They  are  concealed 
in  many  reports,  documents,  and  in 
many  minds.  They  cannot  all  be 
told  in  brief  space  but  discussion  of  a 
few  outstanding  points  will  perhaps  be 
helpful  in  view  of  recent  criticism  of 
the  Reserve  System,  newly  declared 
distortions  of  its  purposes  and  mis- 
understandings of  its  meaning. 

It  may  be  said  on  all  the  authority 
that  exists,  that  the  Reserve  Banks 
are  not  government  institutions,  that 
they  were  not  intended  to  be,  and  that 
any  interference  with  their  operations, 
beyond  exercise  of  the  powers  con- 
ferred on  the  Federal  Reserve  Board, 
is  perversion  of  the  law  and  its  mean- 
ing as  understood  and  expressed  by 
those  who  formulated  it.  The  Federal 
Reserve  Banks  are  privately  owned 
institutions.  Their  stock  is  all  owned 
by  their  member  banks.  The  provi- 
sion of  the  law  that,  in  case  the  banks 
did  not  subscribe  for  the  necessary 
amount  of  stock,  individuals  and  the 
government  could,  has  never  been 
acted  upon.^ 

»  Act  December  23.  lOl.S,  §  2- If  29  et  seq. 
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It  is  possibly  true  that  some  mem- 
bers of  Congress  voted  for  the  bill  in 
the  belief  that  it  provided  for  the 
establishment  of  government  banks, 
but  it  is  also  probably  true  that  more 
of  them  believed  that,  in  some  way, 
the  bill  opened  the  way  for  punishing 
or  demolishing  that  political  phantasy 
— the  "Money  Trust."  However, 
what  congressmen  believe  is  not 
evidence. 

An  Amendment  That  Failed 
It  may  be  recalled  that  when  the 
Glass-Owen  bill  was  under  discussion 
in  the  Senate  a  serious  attempt  was 
made  to  give  the  government  power 
over  the  Reserve  Banks  by  giving  the 
Reserve  Board  or  the  Secretary  of  the 
Treasury  power  to  appoint  a  majority 
of  the  directors  of  each  bank.  Senator 
Hitchcock  of  Nebraska  offered  the 
amendment,  which  had  other  sup- 
porters. Members  of  the  banking  and 
currency  committees  of  both  Houses 
were  opposed  to  this  amendment. 
They  maintained  it  was  out  of  har- 
mony with  the  spirit  and  purpose  of 
the  measure.  Chairman  Glass  of  the 
House  Committee  and  Senator  Owen 
of  the  Senate  Committee  were  show- 
ered with  telegrams  from  all  parts  of 
the  country,  urging  opposition  to  this 
plan.  The  amendment  failed  com- 
pletely. 

Another  effort  was  made  to  give  the 
government,  through  the  Treasury, 
direct  control  over  the  Reserve  Board. 
This  effort  had  insidious  features  and 
was  redolent  of  politics.  During  the 
Senate  discussion  of  the  Glass-Owen 
bill,  new  prints  of  the  bill  with  minor 
changes  were  frequent.  In  one  of 
these  there  appeared  one  day  in 
December  an  alteration  of  a  para- 
graph in  Section  10,  which  was  made  to 
read,  as  it  still  reads,  as  follows: 

Nothing  in  this  Act  contained  shall  be 
construed    as    taking    away    any    powers 


heretofore  vested  ]jy  law  in  the  Secretary 
of  the  Treasury  which  relate  to  the  super- 
vision, management,  and  control  of  the 
Treasury  Department  and  bureaus  under 
such  department,  and  wherever  any  power 
vested  by  this  Act  in  the  Federal  Reserve 
Board  or  the  Federal  Reserve  Agent  ap- 
pears to  conflict  with  the  powers  of  the 
Secretary  of  the  Treasury,  such  powers 
shall  be  exercised  subject  to  the  super- 
vision and  control  of  the  Secretary. 

The  paragraph  was  innocent  enough 
in  appearance.  No  one  seemed  in- 
terested in  it.  Chairman  Glass,  of 
the  House  Committee,  disclaimed  all 
knowledge  of  its  source,  saying  the  bill 
had  passed  from  his  control.  Chair- 
man Owen,  of  the  Senate  Committee 
was  non-committal.  He  thought  the 
suggestion  had  come  from  the  Treasury. 
The  paragraph  was  not  discussed  on 
the  floor.  It  passed  the  Conference 
Committee  apparently  without  notice. 
Many  other  provisions  were  far  more 
important. 

Over  a  year  later,  a  newspaper  item 
made  it  known  that  the  Attorney- 
General  of  the  United  States  had  given 
an  opinion  to  the  President  to  the 
effect  that  the  Federal  Reserve  Board 
was  an  independent  organization  and 
not  a  bureau  of  the  Treasury  Depart- 
ment. When  the  President's  secretary 
was  queried  as  to  the  reason  for  re- 
questing this  opinion,  he  replied  that 
the  President  had  asked  it  "for  Mac" 
but  did  not  say  whether  "Mac"  was 
Machiavelli  or  McAdoo. 

It  is  not  impertinent  to  point  out 
that,  when  the  Federal  Farm  Loan  Act 
was  on  passage,  the  question  of 
whether  the  Farm  Loan  Board  should 
or  should  not  be  a  bureau  of  the 
Treasury  Department  was  fought  out. 
Every  form  of  the  bill  that  came  from 
the  House  Committee  made  the  Farm 
Loan  Board  an  independent  organi- 
zation. The  Senate  Committee  in- 
variably   made    it    a    bureau    of   the 
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Treasury  Department.  The  Senate 
won.  The  Farm  Loan  Board  is  a 
bureau  of  the  Treasury  Department. 
The  Federal  Reserve  Board  is  not. 

Reserve  Board  an  Independent 
Organization 

The  Federal  Reserve  Board  can  be 
classed  only  as  an  independent  govern- 
ment organization,  having  supervision 
over  the  Federal  Reserve  Banks  and 
exercising  in  that  field  powers  defined 
by  law. 

The  Federal  Reserve  Banks  are 
privately  owned  institutions,  managed 
by  boards  of  directors  chosen  by  their 
stockholders  and  authorized  to  func- 
tion as  banks,  but  within  the  pro- 
\'isions  of  law  and  the  rules  and 
regulations  made  under  authority  of 
law  by  the  Federal  Reserve  Board. 

The  powers  of  the  Federal  Reserve 
Board  are  very  broad  but  the  great 
purpose  of  the  law  in  creating  the 
Board  was  to  conserve  the  public  in- 
terest, to  provide  safeguards  against 
domination  over  banking  by  either 
financial  or  political  interests,  and  to 
maintain  a  sound  banking  system. 

Designed  as  an  Aid  to  Business 

The  Federal  Reserve  System  was 
designed  as  an  aid  to  business.  It  is 
applied  only  to  commercial  banking — 
that  form  of  banking  which  takes 
account  of  the  commercial  scheme 
by  which  commodities  are  got  from 
producer  to  consumer.  The  deposits 
in  commercial  banks  mark  the  stored- 
up  purchasing  power  of  tlie  com- 
munity. Back  of  their  loans  are 
merchantable  goods  of  greater  value. 
Such  banks  must  be  liquid.  They 
must  pay  on  demand  and  their  loans 
mast,  therefore,  be  of  short  maturities. 
In  a  general  way  a  loan  should  run  no 
longer  than  the  estimated  time  it  takes 
to  get  the  goods  behind  it  to  the  con- 
sumer.    In  relation  to  the  producer, 


the  jobber  may  be  the  consumer;  in 
relation  to  the  jobber,  the  retailer 
holds  that  position;  but,  in  any  event, 
the  final  consumer  must  pay  because 
he  destroys  the  goods  completely  or 
takes  them  out  of  the  class  of  mer- 
chantable articles. 

Before  the  Reserve  System  came  to 
give  practical  definition  to  commercial 
banking,  commercial  and  investment 
banking  were  inextricably  mixed.  The 
money  of  commerce  in  the  form  of 
surplus  deposits  beyond  the  immediate 
needs  of  the  owners,  or  in  bank  re- 
serves, was  drawn  to  the  centers  and 
chiefly  to  New  York  where  it  could  be 
employed  in  the  call  loan  market:  that 
is,  it  could  be  loaned  on  demand 
against  securities  which  represent  in- 
vested capital.  That  system  created 
all  the  "Money  Trust"  that  ever 
existed. 

The  Federal  Reserve  System  was 
intended  to  divorce  investment  from 
commercial  banking.  Notes  secured 
by  investment  securities  are,  there- 
fore, ineligible  for  rediscount.  No 
matter  how  strong  the  market  demand 
for  such  securities,  they  are  not 
liquid  in  the  sense  that  commercial 
bank  loans  must  be  liquid.  At  times 
they  fluctuate  widely  in  price.  The 
call  loan  rate  fluctuates  accordingly. 
In  1907  it  reached  125  per  cent.  An 
advance  in  commercial  discount  rates 
from  5  to  7  per  cent  indicates  a 
critical  condition  in  the  commercial 
money  market. 

The  plan  to  prevent  stock  market 
hysteria  from  affecting  commercial 
business  has  been  reasonably  success- 
ful. But  investment  securities  have 
not  been  kept  out  of  the  Reserve 
Banks.  In  Section  13,  defining  paper 
eligible  for  rediscount,  it  is  provided 
that  such  definition  (of  eligibility) 
"shall  not  include  notes,  drafts  or 
bills  covering  merely  investments  is- 
sued   or    drawn    for    the    purpose    of 
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carrying  or  trading  in  stocks,  bonds  or 
other  investment  securities,  except 
bonds  and  notes  of  the  Government  of  the 
United  States." 

Fiscal  Agents  of  the  Government 

The  Reserve  Banks  were  intended 
to  be  fiscal  agents  of  the  government 
and  the  exception  as  to  government 
securities  was  natural  at  the  time 
when  the  World  War  could  not  be 
foreseen.  If  anyone  had  thought  that 
the  United  States  would  be  issuing 
securities  by  billions  before  the  Re- 
serve Banks  were  four  years  old,  it  is 
doubtful  if  notes  secured  by  govern- 
ment issues  would  have  been  made 
eligible  for  rediscount  so  jealous  were 
the  framers  of  the  act  of  the  strictly 
commercial  character  of  the  Reserve 
Banks. 

Always  uppermost  in  the  minds  of 
those  men,  both  in  and  out  of  Con- 
gress, was  the  desire  to  keep  commer- 
cial banking  and  the  Reserve  Banks 
free  from  investment  securities.  In- 
numerable proposals  have  been  made 
for  variations  from  this  practice.  The 
trials  of  war  brought  many.  The 
farmer's  insatiable  demand  for  more 
capital  and  credit  has  been  advanced 
a  thousand  times.  It  has  been  seri- 
ously proposed  that  railroad  bonds  be 
recognized  as  collateral  for  Reserve 
Bank  loans.  The  pressure  for  some 
departure  from  the  rule  has  been 
continual,  if  not  constant.^ 

It  is  undoubtedly  true  that  many 
supporters  of  the  Federal  Reserve  bill 
in  Congress  were  opposed  to  invest- 
ment securities  as  collateral  for  notes 
eligible  for  rediscount  only  because  of 
hostility  to  Wall  Street  and  hatred  of 
the  "Money  Trust."     It  is  probably 

-  The  Federal  Reserve  Board  adopted  a 
policy  in  order  to  assist  in  the  war  financing 
which  was  economically  unsound.  Pages  C>i 
and  G3  of  the  hearings  entitled,  "Reviving  the 
Activities  of  the  War  Finance  Corporation." 


true  that  the  distinction  between  com- 
mercial and  investment  banking  was 
not  clear  in  the  minds  of  all  who  voted 
for  the  bill.  But  it  was  clear  in  the 
minds  of  enough.  To  confine  the  Re- 
serve System  entirely  to  commercial 
banking  may  leave  a  gap  in  the 
banking  scheme,  but  sufficient  experi- 
ence has  been  had  to  demonstrate  the 
dangers  of  any  lapse  from  the  integrity 
of  the  present  plan. 

Protest  Against  Commercial 
Limitations  on  Reserve  Banks 

The  War  Finance  Corporation  was 
the  greatest  protest  against  the  com- 
mercial limitations  imposed  on  the 
Reserve  Banks.  The  exigencies  of 
war  excused  that  law,  if  they  did  not 
justify  it,  but  there  is  substantial 
ground  for  the  suspicion,  if  not  for  the 
belief,  that,  underlying  the  plan  for  the 
War  Finance  Corporation,  was  the 
political  desire  to  get  for  the  govern- 
ment some  measure  of  control  over 
investment  banking.  Many  "Money 
Trust"  baiters  fondly  believed  that 
the  Reserve  Act  would  cripple  Wall 
Street.  Some  thought  that  control 
would  be  given  over  speculative  activi- 
ties. The  War  Finance  Corporation 
might  have  had  some  such  effect  if  it 
had  functioned  to  the  extent  predicted. 
In  its  revival  as  a  machine  to  meet  an 
exigency  in  which  something  beyond 
the  maturities  permitted  for  redis- 
counts under  the  Reserve  Act  is 
necessary,  it  may  fill  a  temporary  need 
acceptably,  but  it  could  not  function 
satisfactorily  under  other  conditions, 
even  if  it  is  conceded  that  its  present 
operations  are  satisfactory.  On  the 
other  hand,  it  can  only  be  said  that,  if 
the  Reserve  Banks  cannot  meet  every 
commercial  banking  need,  they  are 
defective.  The  difficulty  lies  in  deter- 
mining just  what  is  a  commercial 
banking  need.  Surely  it  is  not  to 
hold  up  prices  or  make  up  or  prevent 
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losses  occasioned  by  cataclysmic  dis- 
turbances born  of  war.  It  is  only 
fair  to  say  that  the  first  duty  of 
commercial  banks  is  to  protect  them- 
selves. In  doing  that  they  protect 
business.  So  far  as  the  present  opera- 
tions of  the  ^Ya^  Finance  Corporation 
protect  the  commercial  banks,  the 
work  is  probably  justified. 

Some  Things  That  Were  Intended 

It  is  not  an  invitation  to  controversy 
to  say  that  the  Reserve  Act  failed  to 
aboUsh  the  office  of  Comptroller  of  the 
Currency  for  two  reasons  only :  one  was 
the  political  desire  to  keep  the  office  in 
existence,  and  the  other,  the  necessity 
for  retaining  temporarily  an  organi- 
zation which  was  familiar  with  the 
bank  records  and  had  an  operating 
mechanism.  Similarly,  the  Independ- 
ent Treasury  system  with  numerous 
subtreasuries  was  marked  for  abolition 
but  the  work  was  deferred,  as  is  told 
elsewhere  in  this  volume.^ 

It  was  always  the  plan  of  the 
framers  of  the  Reserve  Act  to  secure 
the  ultimate  correction  of  the  country's 
patch-work  currency.  It  was  a  hard 
task,  and  is,  with  its  difficulties  in- 
creased by  the  clamors  of  the  many 
who  believe  in  fiat  currency.  How- 
ever, provision  is  made  for  the  ultimate 
retirement  of  both  United  States 
notes  and  national  bank  currency.  A 
return  to  stable  conditions  will  permit 
the  execution  of  these  provisions, 
although  little  attention  has  been  given 
them  as  yet.  The  purpose  of  the  Act 
was  to  give  the  country  ultimately  a 
currency  composed  of  gold  and  re- 
serve notes,  with  silver  certificates  as  a 
sort  of  necessary  evil  to  supply  the 
demand  for  small  bills.  The  disap- 
pearance of  the  silver  during  the  War 
called  forth  the  amendment  permitting 
the  issuance  of  reserve  notes  and  Fed- 

'  See  "The  Assumption  of  Treasury  Functions 
by  the  Federal  Reserve  Banks." 


eral  Reserve  Bank  notes  of  small  de- 
nominations .  It  is  hoped  that  the  latter 
will  soon  find  their  way  into  oblivion. 

Reserve  Bank  notes,  of  minor  con- 
sequence in  any  event,  have  a  signifi- 
cance as  a  by-product  of  the  note 
controversy.  Like  the  provision  in 
Section  16  making  reserve  notes  the 
obligations  of  the  United  States — a 
provision  wholly  at  variance  with  the 
spirit  of  the  Act  and  practically  quite 
meaningless — Federal  Reserve  Bank 
notes  attested  the  strength  of  the 
"cheap  money"  element  and  the 
desire  of  the  advocates  of  soundness  to 
avoid  a  direct  test  of  that  strength. 

The  bond-secured  national  bank 
currency  and  its  retirement  presented 
a  problem  of  grave  import.  It  was 
finally  solved  by  the  provisions  in 
Section  18  requiring  the  Federal  Re- 
serve Banks  to  purchase  such  bonds, 
securing  circulation,  as  were  offered  to 
the  amount  defined.  Without  dis- 
cussing the  methods  of  refunding  and 
retiring  such  bonds,  it  may  be  said 
that  the  fiat  money  contingent  re- 
volted at  the  idea  of  having  any 
securities  carrying  the  circulation  priv- 
ilege in  the  hands  of  the  Reserve 
Banks  without  providing  a  means  of 
issuing  notes  against  them.  The 
means  was  provided.  In  due  course 
such  notes  came  into  existence.  Thus 
a  law  which  was  conceived  in  the  idea 
that  one  of  its  great  purposes  would  be 
to  simplify  and  unify  the  currency, 
actually  opened  the  way  for  the  adding 
of  a  new  patch  and  thereby  heighten- 
ing the  crazy-quilt  effect. 

Check  Collections  and  Note 
Issues 

It  is  in  Section  16  under  the  general 
title  of  "Note  Issues"  that  there 
appears  the  provision  empowering 
every  Federal  Reserve  Bank  to  "re- 
ceive on  deposit  at  par  .  .  .  checks 
and  drafts,  etc." 
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This  and  the  paragraph  which 
follows  were  those  over  which  came 
the  bitter  controversy  between  coun- 
try banks  and  Federal  Reserve  author- 
ities. Of  the  merits  or  demerits  of  the 
arguments  which  that  controversy 
aroused,  nothing  need  be  said  here. 
The  only  significance  for  present 
purposes  lies  in  the  fact  that  "par 
collections"  are  provided  for  in  the 
section  devoted  to  note  issues. 

Around  the  question  of  note  issue 
raged  a  conflict  for  many  years  prior  to 
1913.  The  conflict  harked  back  to  the 
Second  Bank  of  the  United  States,  the 
era  when  only  the  states  chartered 
banks  and  every  bank  was  a  bank  of 
issue.  It  had  the  savor  from  Civil 
War  financial  struggles;  it  had  been 
carried  through  the  greenback  strug- 
gle; it  changed  its  form,  not  its  sub- 
stance, when  free  silver  was  the  cry,  and 
it  had  redivivous  whenever  elasticity  of 
the  circulating  mediunivWas  mentioned. 

The  ancient  friends  of  much  paper 
money  were  reasonably  quiet  when  the 
advocates  of  a  new  banking  system 
talked  of  the  project  in  terms  of  bank 
reserves  and  credit,  but  when  circulat- 
ing notes  were  mentioned  they  were  at 
home  and  rampant.  Also  they  had  to 
be  dealt  with  and  dealt  with  kindly  and 
diplomatically.  If  they  should  be 
rubbed  against  the  grain,  there  was 
danger  that  paper  currency  would  be 
made  so  pronounced  an  issue  that 
everything  else  would  be  forgotten. 

This  was  the  manner  of  the  argu- 
ment, although  argument  was  a  weapon 
of  dubious  value  in  that  case:  "Checks 
are  the  great  currency  medium  through 
whose  use  the  exchanges  of  commerce 
are  effected.  Elaborate  investigation 
by  the  Monetary  Commission's  ex- 
perts has  shown  that  something  be- 
tween 92  and  98  per  cent  of  all  pur- 
chases are  paid  for  with  checks  written 
against  bank  deposits.  If  checks  are 
the  chief  medium   of  payment,   they 


serve  the  purpose  of  currency  which 
may  properly  and  logically  be  con- 
sidered as  expressing  the  same  kind  of 
credit  in  a  different  form." 

The  reply  to  this  was  that,  in  such  a 
case,  checks  should  be  as  good  as 
currency.  Certainly  they  should  al- 
ways be  worth  par.  It  was  further 
agreed  that  elasticity  demanded  the 
constant  retirement  as  well  as  the 
constant  issuance  of  notes,  because 
checks  were  instantly  cancelled  and 
retired  once  their  work  was  done. 
Out  of  it  all  came  the  inclusion  of 
"par  collections"  in  the  section  on 
note  issues. 

However  vigorously  the  subsequent 
conflict  raged,  the  demonstration  of 
similarity  between  notes  and  checks 
stood  secure.  The  case  had  been 
proved,  for  another  purpose  perhaps, 
but  proved  nevertheless.  In  vain  was 
it  argued  that  checks  are  a  non- 
circulating,  not  a  circulating  medium. 
In  vain  were  private  rights  defended 
and  pleas  made  that  the  banker  also 
was  w^orthy  of  his  hire.  Par  collection 
stands  and  perhaps,  after  all,  it  was  a 
small  price  the  bankers  paid  for  the 
relegation  of  fiat  money  to  the  limbo 
of  obscurity. 

There  have  been,  of  course,  many 
departures  from  the  plans  of  a  reserve 
system  as  thought  out  by  its  pro- 
moters and  framers.  The  making  of 
twelve  instead  of  eight  reserve  banks, 
is  one  instance.  In  many  ways 
practical  experience  in  operation  has 
overthrown  the  theories  of  the  system's 
sponsors.  In  many  others  business 
methods  have  been  gradually  altered 
and  habits  changed  to  meet  the  new 
banking  scheme's  requirements.  There 
is  much  of  political  interest  and  much 
of  economic  value  buried  in  the 
history  of  the  struggle  for  a  scientific 
banking  system.  A  little  trip  among 
these  buried  treasures  lets  in  light  on 
later  interpretations  of  the  law.    And 
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despite  the  tremendous  progress  made 
in  Reserve  Bank  operation  as  the 
result  of  war  necessities,  there  were 
distortions  and  stretchings  of  various 
provisions  of  the  Act.  Notyet  has  there 
been  sufficient  experience  in  times  of 


stable  business,  to  permit  a  conclusion 
as  to  the  complete  sufficiency  of  the  Re- 
serve System  but  the  foundation  has 
been  laid  securely.  The  makers  of  the 
law  builded  well  and  in  the  face  of 
very  great  difficulties. 


The  Purposes  of  the  Federal  Reserve  Act  as  Shown 
By  Its  Exphcit  Provisions 


By  E.  W.  Kemmerer 

Princeton  University 


WHAT  were  the  chief  purposes  of 
the  framers  of  the  Federal  Re- 
serve Act  as  those  purposes  are 
revealed  by  the  explicit  provisions  of 
the  Act  itself?  In  answering  this 
question  it  will  be  well  to  consider  (1) 
the  framework  of  the  Federal  Re- 
serve System,  namely,  its  plan  of  or- 
ganization and  control,  and  (2)  its 
functions. 

The  chief  contribution  made  by  the 
framers  of  the  Federal  Reserve  Act 
was  in  the  plan  of  organization  they 
proposed,  the  functions  assigned  to 
the  Federal  Reserve  Banks  being  es- 
sentially the  same  as  those  recommended 
a  few  years  previously  for  the  National 
Reserve  Association  of  the  Aldrich 
Plan,  as  well  as  those  of  a  number  of 
central  bank  plans  still  earlier  proposed 
in  this  country.  They  are,  moreover, 
not  very  different  from  the  functions 
performed  by  the  leading  central 
banks  of  Europe.  In  this  paper,  there- 
fore, attention  will  be  given  almost 
exclusively  to  the  framework  of  the 
plan. 

Reason.s  for  a  Group  of 
Central  Banks 

To  foreigners  who  .study  the  Federal 
Reserve  System,  the  most  striking 
fact  about  it  is  that  it  should  have 
twelve   central   banks   ^N-ith   compara- 


tively few  branches,  instead  of  one 
central  bank  with  many  branches. 
There  was  nothing  like  this  anywhere 
else  in  the  world,  at  the  time  the 
Federal  Reserve  System  was  created 
and,  so  far  as  I  know,  there  is  no  his- 
torical example  of  such  a  group  of 
central  banks. 

There  were  two  important  economic 
reasons  for  providing  a  group  of  cen- 
tral banks  instead  of  one  central  bank. 
These  were: 

(1)  The  need  of  a  system  that  was 
adaptable  to  widely  different  condi- 
tions in  different  parts  of  an  immense 
country  like  the  United  States,  with 
particular  reference  to  rediscount  rates, 
and,  (2)  the  desire  to  decentralize  the 
control  of  the  American  money  market 
in  such  a  way  as  to  weaken  New  York's 
alleged  domination. 

One  serious  objection  to  a  single 
central  bank  in  the  United  States  was 
the  difficulty  arising  from  the  fact  that 
interest  and  discount  rates  for  essen- 
tially the  same  kinds  of  paper  usually 
differed  considerably  in  different  parts 
of  the  country;  rates  in  the  West  and 
South  normally  ruled  higher  than 
those  in  the  Middle  West,  and  rates  in 
the  Middle  West  normally  ruled  higher 
than  those  in  New  England  and  the 
Middle  States.  It  was  believed  that 
the  establishment  by  a  single  bank  of 
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a  single  rediscount  rate  api)lical)le 
throughout  the  United  States  to  the 
same  kind  of  paper,  would  be  of 
little  use  to  New  England  and  the 
Middle  States  if  the  rate  were  ad- 
justed to  the  higher  level  of  rates  pre- 
vailing in  the  West  and  South,  and 
that,  on  the  other  hand,  if  the  rate 
were  made  as  low  as  that  prevailing  in 
the  East,  it  would  be  so  attractive  to 
the  West  and  South  as  to  result  in  a 
dangerous  expansion  of  the  bank's 
loans  in  those  sections  at  the  expense 
of  the  East.  In  time,  of  course,  such  a 
flow  of  funds  from  the  East  to  the 
West  and  South  would  equalize  rates 
throughout  the  country;  but  the 
amounts  of  capital  involved  were  so 
great  that  it  was  felt  that  a  long 
period  of  time  would  be  required  to 
achieve  territorial  equalization  of  rates, 
and  the  East  was  not  favorably  dis- 
posed to  the  drain  of  its  funds  to  the 
West  and  South  that  such  a  movement 
toward  equalization  seemed  to  re- 
quire. The  maintenance  by  a  central 
bank  of  different  discount  rates  in 
different  parts  of  the  country  on  the 
same  kind  of  paper,  it  was  believed, 
would  be  politically  (and  probably 
also  legally)  impossible. 

Although  there  were  other  kinds  of 
desirable  adaptability  to  different 
economic  conditions  in  different  parts 
of  the  country,  it  appeared  on  close 
examination  that  for  most  purposes 
sufficient  autonomy  could  not  be 
given  to  branches  of  a  single  central 
bank  to  enable  them  to  adapt  the 
character  of  their  services  to  varying 
local  conditions. 

The  second  reason  for  preferring  a 
group  of  banks  was  the  widespread 
feeling  that  the  banking  system  of  the 
.  country  was  being  unduly  central- 
ized in  New  York  City,  where  a  very 
large  part  of  the  deposited  bank  re- 
serves of  the  country  were  held  and 
where  control  was  widely  believed  to  be 


exercised,  sub  rasa,  by  a  handful  of 
so-called  Wall  Street  banks.  The 
Pujo  Committee's  "Money  Trust" 
investigation  had  strengthened  this 
popular  belief,  particularly  through 
the  West  and  South.  A  single  central 
bank,  it  was  widely  believed,  would  be 
increasingly  dominated  by  New  York, 
while  a  group  of  banks,  it  was  argued, 
would  weaken  New  York's  control  by 
causing  the  growth  of  a  group  of 
territorially  centralized  money  markets, 
each  of  which  would  handle  a  large 
part  of  the  business  of  its  own  dis- 
trict, and,  to  a  greater  or  less  extent, 
would  compete  with  New  York  for 
open-market  business. 

These  were  the  main  reasons  why 
the  law  provided  for  eight  to  twelve 
banks  instead  of  one,  and  why  the 
New  York  district  was  limited  to  such 
a  small  area  with  a  strong  Boston 
district  at  the  northeast  and  a  strong 
Philadelphia  district  at  the  south. 

Character  of  Federal  Reserve 
Board 

The  proposal  that  the  central  govern- 
ing board  of  the  new  system  should  be 
composed  entirely  of  government  ap- 
pointees was  met  by  a  strong  protest 
throughout  the  country,  particularly 
from  the  banking  fraternity.  It  was 
claimed  by  many  that  such  a  board 
would  inevitably  be  constituted  of 
inefficient  political  appointees  and 
would  be  politically  controlled,  thereby 
making  the  Federal  Reserve  System 
the  football  of  politics.  Much  was 
made  of  the  claim  that  the  bankers, 
who  presumably  would  furnish  the 
entire  capital  of  the  Federal  Reserve 
Banks  and  who  would  be  responsible 
for  it  to  their  stockholders  and  de- 
positors, would  have  no  voice  what- 
ever in  the  appointment  of  the  board 
which  was  to  control  the  broad  policies 
of  the  new  banks.  This  central  board 
of  seven  men  to  be  appointed  exclu- 
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sively  by  the  President  was  in  striking 
contrast  to  the  central  board  pro- 
posed by  Senator  Aldrich.  Under 
his  pUm  the  board  was  to  consist 
of  forty-six  directors  of  whom  forty- 
two,  including  the  governor  and  the 
two  deputj'-governors,  were  to  be 
appointed  directly  or  indirectly  by 
bankers. 

Despite  the  vigorous  opposition  to 
the  proposal  that  the  central  board  of 
the  Federal  Reserve  System  be  ap- 
pointed entirely  by  the  President,  the 
proposal  was  adopted.  It  should  be 
noted  that  this  board  was  not  to  do  a 
banking  business.  That  was  to  be 
done  exclusively  by  the  twelve  banks, 
six  of  the  nine  members  of  the  board  of 
directors  of  each  being  elected  by  the 
member  banks.  It  was  primarily  in  the 
field  of  determining  broad  questions  of 
policy  that  the  Federal  Reserve  Board 
was  to  function,  and  in  this  field,  it  was 
claimed,  the  need  was  for  financial 
statesmen  who  would  view  their  prob- 
lems broadly  from  the  standpoint  of 
public  service.  This  was  true  be- 
cause the  functions  proposed  for  the 
Federal  Reserve  System,  like  those 
that  had  previously  been  proposed  for 
the  National  Reserve  Association  of 
the  Aldrich  Plan,  were  affected  with  a 
great  public  interest.  On  this  sub- 
ject the  writer  in  1913,  summarizing 
the  conclusions  of  an  address  given  by 
him  in  1911,  said  as  follows:^ 

Is  not  the  National  Reserve  Association 
too  much  of  a  public  institution  to  be  so 
largely  controlled  by  one  type  of  business 
interest,  that  is,  that  of  the  banking  fra- 
ternity.' We  must  get  away  from  the 
prevalent  idea  that  the  National  Reserve 
Association  is  to  be  principally  a  bankers' 
affair   just   because   its   capital    is   to   be 

^  See  "Banking  Reform  in  the  United  States," 
American  Economic  Review  Supplement,  March, 
1913,  pp.  5i  and  55;  and  "Some  Public  Aspects 
of  the  Aldrich  Plan,"  Journal  of  Political 
Economy,  December,  1911,  pp.  819-830. 


furnished  entirely  by  banks.  We  must 
bear  in  mind  that  its  public  deposits  alone 
will  for  some  time  probably  exceed  its 
paid-up  capital,  that  the  funds  which  the 
banks  deposit  with  the  Association  will  be 
chiefly  those  which  the  public  has  de- 
posited with  the  banks,  and  that  the  paper 
which  the  banks  rediscount  with  it  will  be 
that  of  the  business  community.  We 
must  not  forget  that  the  National  Reserve 
Association  is  to  have  a  tremendous 
public  power  and  responsibility,  through 
its  right  to  fix  the  bank  rate  of  discount,  its 
power  over  the  foreign  exchanges  and  gold 
shipments,  its  right  to  issue  the  country's 
only  elastic  paper  currency,  its  supervisory 
power  over  banks,  and  its  function  of 
holding  a  large  percentage  of  the  country's 
reserve  money,  together  with  the  privilege 
of  having  its  promises  to  pay,  in  the  form 
of  its  deposits  and  baiak  notes,  counted  as 
lawful  reserve  money  for  banks.  Now  it 
is  possible,  although  by  no  means  certain, 
that  the  interests  of  bankers  as  a  class  and 
those  of  the  public  are  identical.  It  is 
certain,  however,  that  history  furnishes 
numerous  instances  in  which  what  the 
public  believed  to  be  its  interest  and  what 
bankers  believed  to  be  theirs  were  in  con- 
flict. One  need  not  go  back  farther  than 
the  last  two  or  three  years  to  find  a  striking 
instance  of  the  kind  in  the  United  States. 
I  refer  to  the  movement  leading  to  the 
establishment  of  the  United  States  postal 
saving  depositories,  which  was  opposed 
vigorously  and  almost  unanimously  by  the 
banking  fraternity.  It  is  furthermore 
true,  and  perhaps  of  greater  importance, 
that  a  large  element  in  the  country  be- 
lieves the  interests  of  bankers  to  be  in 
conflict  with  those  of  the  general  public  on 
a  great  many  vital  questions. 

Although  Congress  and  the  Presi- 
dent did  not  budge  an  inch  in  their 
insistence  upon  making  the  Federal 
Reserve  Board  an  exclusively  govern- 
ment board,  they  threw  a  sop  to  the 
opposition  by  inserting  in  the  law  the 
provision  for  a  "Federal  Advisory 
Council"  of  bankers,  one  member  to  be 
selected  annually  by  the  board  of 
directors    of    each    Federal    Reserve 
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Bank  from  its  own  district,  making 
the  number  of  members  in  the  Council 
equal  to  the  number  of  Federal  Re- 
serve Banks.  The  relations  of  this 
Council  to  the  Federal  Reserve  Board 
were  to  be  entirely  advisory.  Neither 
voting  nor  veto  power  was  given  to 
the  Council,  which  was  required  to 
meet  at  least  four  times  a  year  and 
oftener,  if  called  by  the  Federal  Re- 
serve Board.  Members  of  the  Fed- 
eral Reserve  Board  who  were  to  be 
"on  the  job"  three  hundred  days  in 
the  year,  it  was  generally  thought, 
would  not  be  likely  to  be  greatly  in- 
fluenced as  to  their  own  job  by  a  group 
of  advisers  coming  from  widely  sepa- 
rated parts  of  the  country  who  would 
meet  infrequently.  Happily  during 
the  last  year  or  so,  the  Advisory 
Council  has  belied  this   expectation. 

Federal  Reserve  Bank 
Directorates 

In  its  provisions  for  the  directo- 
rates of  the  Federal  Reserve  Banks, 
the  Act  well  reveals  the  purpose  of  its 
framers  to  create  a  group  of  federated 
organizations  that  at  one  and  the 
same  time  would  (1)  recognize  the  pub- 
lic's dominant  interest  in  matters  of 
broad  policy;  would  (2)  recognize  the 
dominant  interest  of  the  banker  and 
the  banker's  business  customer  in  the 
narrower  banking  questions,  such  as 
the  goodness  of  the  paper  against 
which  advances  were  to  be  made,  the 
amounts  to  be  loaned  individual  mem- 
ber banks,  the  quality  of  open-market 
investments,  and  the  like,  and  would 
(3)  permit  of  a  democratic  control 
among  the  member  banks  of  this 
banking  business. 

Of  the  nine  members  of  the  board  of 
directors,  three  (including  the  chair- 
man and  the  vice-chairman  of  the 
board)  are  Class  C  directors,  who  are 
appointed  by  the  Federal  Reserve 
Board  and  are  directly  responsible  to 


that  Board.  Their  salaries  are  fixed 
by  the  Federal  Reserve  Board,  and 
that  Board  may  suspend  Class  C 
directors  or  remove  them  from  office. 
These  directors  are  the  connecting 
links  between  the  central  Board  and 
the  Federal  Reserve  Bank.  They 
keep  the  central  Board  informed  as  to 
the  developments  in  each  Federal  Re- 
serve Bank.  It  is  through  them  that 
the  Federal  Reserve  Board  exercises  its 
control  over  the  broad  policies  of  the 
Federal  Reserve  System  and  compels 
the  necessary  teamwork  among  the 
twelve  banks. 

This  same  sort  of  representation  and 
control  on  the  part  of  the  Federal 
Reserve  Board  is  carried  through  to 
the  branches  of  the  Federal  Reserve 
Banks,  each  of  which  is  operated  under 
the  supervision  of  a  board  of  directors 
"to  consist  of  not  more  than  seven 
nor  less  than  three  directors,  of  whom 
a  majority  of  one  shall  be  appointed  by 
the  Federal  Reserve  Bank  of  the  dis- 
trict, and  the  remaining  directors  by 
the  Federal  Reserve  Board." 

The  other  six  directors,  constituting 
two-thirds  of  the  board,  are  elected  by 
the  member  banks.  Their  concern  is 
primarily  with  the  banking  operations 
of  the  bank,  notably  the  character  and 
quantity  of  its  rediscounts  and  col- 
lateral loans  for  member  banks,  its 
open-market  operations,  its  discount 
rate  policy  (subject  to  the  approval  of 
the  Federal  Reserve  Board),  and  the 
like.  Of  course,  the  Class  C  directors 
likewise  vote  on  these  banking  ques- 
tions. 

To  every  bank  loan  and  to  every 
bank  deposit,  there  are  at  least  two 
directly  interested  parties,  the  bank 
and  the  bank's  customer.  The  bank's 
customer  is  usually  a  business  man  or  a 
business  concern  (using  those  terms 
in  their  broader  meaning).  In  rec- 
ognition of  this  dual  interest  in  most 
banking    operations,  the  Federal  Re- 
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serve  Act  })roviiled  that,  of  the  six 
directors  who  were  to  l)e  primarily 
concerned  with  the  direct  hanking 
operations  of  the  Federal  Reserve 
Bank,  three,  kno\\'n  as  Class  A  direc- 
tors, should  "be  representatives  of 
the  stockholding  banks"— as  a  matter 
of  fact  they  are  practically  always 
bankers— and  that  the  other  three, 
known  as  Class  B  directors,  should  at 
the  time  of  their  election  be  "ac- 
tively engaged  in  their  district  in 
commerce,  agriculture,  or  some  other 
industrial  pursuit."  Here  is  the  recog- 
nition of  the  interest  of  the  non- 
banking  business  community  in  the 
banking  operations  of  the  Federal 
Reserve  Banks. 

The  purpose  of  democratizing  such 
control  over  the  Federal  Reserve 
Banks  as  should  be  exercised  by  Class 
A  and  Class  B  directors  is  seen  in  the 
rather  unique  provisions  for  the  elec- 
tion of  directors  contained  in  the  Act 
as  originally  passed.  This  Act  di- 
vided all  member  banks  of  each 
district  into  three  groups,  each  group 
containing  "as  nearly  as  may  be  one- 
third  of  the  aggregate  number  of  the. 
member  banks  of  the  district  and  .  .  . 
[to]  consist,  as  nearly  as  may  be,  of 
banks  of  similar  capitalization."  Each 
.of  these  groups  was  to  elect  one  Class 
A  director  and  one  Class  B  director, 
on  the  democratic  plan  of  "one  bank 
one  vote"  regardless  of  the  size  of  the 
bank.  Under  this  plan  the  peculiar 
interests  of  the  small  banks,  of  the 
middle-sized  banks  and  of  the  large 
banks,  respectively,  were  assured  rep- 
resentation. The  democracy  of  a 
plan  that  gave  the  same  voting  power 
to  the  bank  of  $25,000  capital  that  it 
gave  to  the  bank  of  $250,000  capital 
and  to  that  of  $25,000,000  capital 
made  a  strong  appeal  to  those  who 
feared    "Money   Trust"    control. 

By  an  act  of  September  20,  1918, 
the  method  of  choosing  directors  was 


changed  through  the  repeal  of  the 
requirement  that  each  of  the  three 
groups  of  banks  should  "contain  as 
nearly  as  may  be  one-third  of  the 
aggregate  number  of  the  member 
banks  of  the  district  .  .  ."  and  the 
substitution  therefor  of  the  provision 
that  "the  Federal  Reserve  Board 
shall  classify  the  member  banks  of  the 
district  into  three  general  groups  or 
divisions,"  without  placing  any  re- 
striction whatever  upon  the  number  of 
banks  that  should  be  placed  in  each 
group.  This  looked  like  a  step  away 
from  the  original  democratic  prin- 
ciple of  one  bank  one  vote — a  prin- 
ciple followed  in  the  elections  of  most 
of  the  clearing  house  associations.  It 
clearly  increased  the  power  of  the 
Federal  Reserve  Board  over  the 
election  of  Class  A  and  Class  B 
directors. 

How  far  the  original  plan  of  group- 
ing the  member  banks,  for  purposes 
of  electing  directors,  into  three  ap- 
proximately equal  groups  of  banks 
has  since  been  departed  from  by 
the  Federal  Reserve  Board  in  exer- 
cising the  authority  conferred  by  the 
above-mentioned  amendment,  will  be 
seen  from  the  following  figures.  A 
week  after  the  amendment  had  been 
passed  the  Board  made  a  reclassifica- 
tion of  member  banks  for  the  twelve 
districts,  which,  when  taken  by  totals 
for  all  districts,  placed  515  banks  or  G.4 
per  cent  of  the  total  number  (i.e.,  8,099) 
in  group  I,  the  large-bank  group; 
2,384  banks,  or  29.4  of  the  total,  in 
group  II,  the  middle-sized-bank  group; 
and  5,200  banks,  or  64.2  per  cent  of  the 
total,  in  group  III,  the  small-sized- 
bank  group.  According  to  this  re- 
arrangement, therefore,  the  515  largest 
banks  in  the  respective  districts  could 
now  elect  the  same  number  of  Class  A 
and  Class  B  directors  that  the  5,200 
smallest  banks  could  elect,  or  the 
same  number  that  the  2,700  largest 
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banks  could  previously  have  elected. 
There  may  have  been  good  reasons  for 
this  great  change  in  the  grouping, 
increasing  the  power  of  tlie  large  bank 
at  the  expense  of  the  smaller,  but,  so 
far  as  I  know,  the  Federal  Reserve 
Board  has  given  little  or  no  publicity 
to  the  change  itself  or  to  its  reasons  for 
making  it.  The  amendment  author- 
izing the  change  was  passed  at  the 
Board's  request. 

Membership 

Membership  in  the  Federal  Re- 
serve System  was  limited  to  commer- 
cial banks  and  trust  companies,  show- 
ing that  the  System  was  expected  to 
function  in  the  field  of  short-time 
active  business  operations  rather  than 
in  the  fields  of  capital  and  real  estate 
transactions  occupied  so  largely  by 
savings  banks,  private  banks  and  in- 
vestment houses.  National  banks, 
operating  as  they  did  under  Federal 
charters,  were  expected  to  play  the 
game  according  to  the  new  and  im- 
proved national  rules  laid  down  by  the 
Federal  Reserve  Act.  If  they  were 
unwilling  to  accept  these  rules  they 
were  invited  to  get  out  of  the  national 
system.  State  banks  and  trust  com- 
panies possessing  adequate  capitals 
and  conforming  in  their  operations  to 
sound  banking  practices  were  per- 
mitted and  encouraged  to  become 
members  of  the  Federal  Reserve 
System.  The  Act  clearly  contem- 
plated a  large  membership  of  state 
institutions. 

Capital  and  Dividends 

It  was  hoped  that  enough  banks 
would  enter  the  System  from  each 
district  to  assure  an  adequate  capital 
for  each  Federal  Reserve  Bank,  but 
among  bankers  the  opposition  to  the 
Glass-Owen  bill  had  been  so  pro- 
nounced and  widespread,  and  threats 
had  been  so  frequently  expressed  by 


officials  of  national  banks  that  they 
would  give  up  their  Federal  charters 
and  reorganize  as  state  institutions  if 
the  Glass-Owen  bill  in  anything  like  its 
existing  form  should  become  a  law, 
that  the  framers  of  the  Act  undertook 
to  assure  the  establishment  of  a  Fed- 
eral Reserve  Bank  in  each  district  by 
providing  that,  if  sufficient  banks 
should  not  join  the  System,  the 
capital  could  be  subscribed  by  the 
public  or  by  the  government  itself. 

In  the  early  stages  of  the  bill 
through  Congress  the  required  stock 
subscription  was  based  upon  the  capi- 
tal of  the  member  banks,  but  the 
basis  was  later  changed  to  capital  and 
surplus,  the  percentage  required  being 
reduced.  The  distinction  between  a 
bank's  capital  and  its  surplus  is  at 
best  a  rather  arbitrary  one  and  is 
essentially  legal,  rather  than  economic. 
Had  the  basis  been  capital  alone,  a 
bank  desiring  to  keep  its  subscription 
to  Federal  Reserve  Bank  stock  low, 
would  have  been  encouraged  to  in- 
crease its  surplus  at  the  expense  of  its 
capital. 

Distribution  of  Profits 

The  original  Act  provided  that  from 
the  net  earnings  an  annual  dividend  of 
six  per  cent,  which  should  be  cumula- 
tive, should  be  paid  on  the  paid-in 
capital  stock;  that,  of  the  balance  of  the 
net  earnings,  one-half  should  be  paid  into 
a  surplus  fund  until  the  surplus  should 
amount  to  40  per  cent  of  the  paid- 
in  capital,  and  that  the  remainder 
should  be  paid  to  the  United  States  as 
a  franchise  tax.  An  amendment  of 
March  3,  1919,  provided  that  after  the 
six  per  cent  dividend  is  paid  the  whole 
of  the  net  earnings  of  each  bank  shall 
be  carried  to  surplus  until  the  sur- 
plus shall  amount  to  100  per  cent  of  the 
subscribed  capital,  and  that,  after  this 
100  per  cent  surplus  shall  have  been 
accumulated,  10  per  cent  of  the  net 
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earnings,  above  the  dividend  charges, 
shall  be  transferred  to  surplus  indefi- 
nitely. A  bank  withdrawing  from 
the  System  receives  back  the  capital 
it  has  paid  in  and  any  accumulated 
dividends  but  cannot  take  one  cent  of 
the  accumulated  surplus.  The  two 
hundred  odd  millions  of  surplus  al- 
ready accumulated  by  the  twelve 
Banks  would  therefore  go  to  the 
government  should  the  Banks  go  out 
of  business. 

Net  earnings  paid  to  the  United 
States  by  the  Federal  Reserve  Banks, 
the  law  provided,  "shall  in  the  dis- 
cretion of  the  Secretary,  be  used  to 
supplement  the  gold  reserve  held 
against  outstanding  United  States 
notes,  or  shall  be  applied  to  the  re- 
duction of  the  outstanding  bonded  in- 
debtedness of  the  United  States.   .   .  ." 

The  significance  of  these  provisions 
concerning  earnings,  briefly  stated,  is 
apparently  as  follows:  The  Federal 
Reserve  Banks  are  to  be  administered 
with  primary  reference  to  the  public 
service,  and  member  banks  are  to  re- 
ceive their  returns  chiefly  in  the 
services  rendered  them  directly  by 
the  Federal  Reserve  Banks  and  in  the 
safer  and  more  stable  financial  condi- 
tions throughout  the  country  which 
the  Federal  Reserve  System  creates. 
The  desire  for  large  cash  profits  is  to 
have  no  influence  in  determining  the 
policies  of  the  Federal  Reserve  Banks. 
Their  actuating  motives  must  be 
found  in  service  to  the  member  banks 
and,  through  the  banks,  to  the  public. 
If,  incidentally,  large  profits  are  real- 
ized they  must  go  to  the  government. 

To  date  the  profits  of  the  twelve 
Federal  Reserve  Banks  have  l^een  so 
large,  chiefly  as  the  result  of  war  and 
post-war  demands  upon  the  System, 
that  it  seems  improbable  that  the 
call  for  the  other  .3  per  cent  of  stock 
subscription  authorized  by  the  Act 
will  ever  be  made.     On  November  9, 


1921,  the  paid-in  capital  and  accumu- 
lated surplus  of  the  twelve  Federal 
Reserve  Banks  was  $317,000,000,  an 
amount  $28,000,000  greater  than  6 
per  cent  of  the  capital  and  surplus  of 
all  the  member  banks  plus  40  per  cent, 
namely,  the  maximum  capital  and  sur- 
plus contemplated  by  the  Act  of  1913 
for  the  twelve  Federal  Reserve  Banks. 
When  the  Federal  Reserve  Act  was 
passed  there  was  a  widespread  hope 
among  economists  and  bankers  that 
any  profits  accruing  to  the  government 
through  this  franchise  tax  would  be 
used  for  the  first  of  the  two  purposes 
authorized,  i.e.,  "to  supplement  the 
gold  reserve  held  against  outstanding 
United  States  notes."  The  increase 
of  this  reserve  by  slightly  less  than 
$200,000,000  would  have  been  suffi- 
cient to  transform  all  of  our  green- 
backs into  gold  certificates  and  thus 
retire  from  circulation  one  of  the  most 
undesirable  elements  in  our  motley 
collection  of  paper  money.  Of  the 
$117,000,000  so  far  either  paid  to  the 
government  in  franchise  taxes  by  the 
twelve  Banks  or  due  and  set  aside  by 
them  for  the  government,  all  has  been 
absorbed  by  the  war  debt  and  not  a 
dollar  has  gone  into  the  building  up  of 
the  reserve  against  greenbacks. 

Functions  of  Federal  Reserve 
Banks 

As  stated  at  the  beginning,  the 
limits  of  space  will  permit  only  a  few 
words  concerning  the  purposes  of  the 
Act  as  revealed  in  the  functions 
assigned  the  Federal  Reserve  Banks. 
These  functions  are  clearly  defined  in 
the  Act  and  their  general  character  is 
understood  by  all  students  of  the 
System.  They  are,  moreover,  broadly 
speaking,  the  functions  performed  by 
central  banks  throughout  the  world. 
Chief  among  them  are  the  following: 

(1)  The  centralization  and  mobili- 
zation of  bank  reserves; 
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(2)  The  rendering  more  elastic  of 
bank  credit,  both  bank  notes  and 
bank  deposits; 

(3)  The  creation  of  a  more  efficient 
and  cheaper  clearing  and  collection 
system  for  checks; 

(4)  The  improvement  of  facilities 
for  financing  our  import  and  export 
trade  at  home,  and  finally 

(5)  The  providing  of  a  satisfactory 
depository  and  fiscal  agency  for  the 
Federal  government. 

Reserves  are  centralized  through 
the  requirement  that  legal  reserves  of 
member  banks  shall  consist  exclu- 
sively of  deposits  in  their  respective 
Federal  Reserve  Banks.  These  re- 
serves are  largely  centralized  in  the 
Gold  Settlement  Fund  and  the  Federal 
Reserve  Agents'  Fund,  and  are  ren- 
dered mobile  through  interbank  dis- 
counts and  through  open  market 
operations. 

Elasticity  of  circulating  credit  is  ob- 
tained through  the  machinery  of  redis- 
counting  commercial  paper,  through 
direct  collateral  loans — machinery  com- 
mon to  most  central  banks — and 
through  open-market  operations.  The 
old-time  stone-wall  reserve  require- 
ments are  done  away  with,  and  there  is 
no  limit  below  which  a  legal  reserve 
cannot  now  be  reduced  provided  the 
bank  concerned  is  willing  to  pay  the 
price.  An  elastic  asset  bank-note  cur- 
rency is  superimposed  upon  the  old 
rigid  bank-note  currency,  although  out 
of  deference  to  the  opinions  of  certain 
persons  of  high  political  influence  in 
1913,  who  believed  that  the  issuance  of 
bank  notes  was  an  exercise  of  the  essen- 
tially government  function  of  issuing 
money,  the  Federal  Reserve  notes  are 
made  to  emanate  from  the  government 
and  made  subject  to  a  government  in- 


terest charge,  at  the  discretion  of  the 
Federal  Reserve  Board — a  charge  that 
has  never  been  imposed.  The  Federal 
Reserve  notes  therefore,  in  form,  have 
some  of  the  qualities  of  government 
paper  money,  but,  in  substance,  are 
almost  a  pure  asset  currency  possess- 
ing a  government  guaranty,  against 
which  contingency  the  government 
has  made  no  provision  whatever. 

When  the  Glass-Owen  bill  was  be- 
fore Congress  the  provisions  looking 
toward  the  parr  in  g  of  checks  through 
the  establishment  of  an  extensive 
clearing  and  collection  system  were 
widely  opposed  by  bankers,  who 
claimed  that  they  were  the  work  of 
theorists  and  visionaries.  The  subse- 
quent development  of  this  clearing  and 
collection  system  has  gone  beyond  the 
dreams  of  the  most  visionary  of  the 
visionaries  of  1913. 

The  extension  of  the  use  of  bank 
acceptances  and  of  dollar  exchange  in 
the  United  States,  and  the  develop- 
ment of  a  broad  and  active  discount 
market  for  paper  arising  out  of 
foreign  trade — objects  clearly  sought 
by  the  Federal  Reserve  Act — were 
substantially  attained  much  more  rap- 
idly than  had  been  expected,  as  a 
result  of  the  dominant  position  in  the 
world's  trade  and  finance  which  New 
York  obtained,  temporarily  at  least, 
through  the  War. 

The  movement  in  the  direction  of 
making  the  Federal  Reserve  Banks  the 
exclusive  depositaries  of  Federal  govern- 
ment funds  was  checked  by  our  entrance 
nto  the  War;  but,  as  a  result  of  the 
discontinuance  of  the  subtreasuries,  the 
fiscal  agency  functions  of  the  Federal 
Reserve  System  which  were  enormously 
enlarged  by  the  W^ar,  have  since  been 
still  further  extended. 


Political  Pressure  and  the  Future  of  the  Federal 
Reserve  System* 

By  Paul  M.  Warburg 

Member  of  the  Federal  Reserve  Board  1914-1918 


FROM  the  earliest  beginning  it  was 
obvious  that,  in  order  to  be  suc- 
cessful, any  attemi)t  at  a  thorough 
banking  reform  in  the  United  States 
would  have  to  approach  the  subject 
from  two  angles:  one,  from  the  point 
of  view  of  pure  banking  technique,  the 
other,  from  the  point  of  view  of  ad- 
ministration. The  problem  was  to 
devise  a  plan  carrying  conviction  not 
only  as  a  sound  and  effective  piece  of 
banking  machinery,  but  also  as  offering 
reliable  safeguards  against  any  possi- 
bility of  the  control  of  the  system's 
passing  into  the  hands  of  either  "big 
business"  or  the  politician.  If  legisla- 
tion was  to  be  secured  and,  indeed,  if 
the  future  of  the  system  was  to  be 
protected,  a  formula  had  to  be  found 
under  which  these  two  elements  would 
be  called  upon  to  balance  one  another. 
If  the  new  banking  system  was  to  re- 
main safe  and  sound,  its  administration 
had  to  be  shielded  from  the  danger  of 
becoming  subservient  either  to  business 
or  to  politics,  and,  conversely,  safe- 
guards had  to  be  provided  against  busi- 
ness' or  politics'  becoming  subservient 
to  the  new  banking  system. 

From  the  bare  j)oint  of  view  of  effi- 
ciency and  economy,  one  central  bank 
with  a  purely  business  management 
would  undoubtedly  have  yielded  the 
best  results,  but  from  the  point  of  view 
of  what  was  required  in  the  larger  inter- 
est of  the  country,  of  what  was  essen- 
tial in  order  to  prevent  the  system, 
once  established,  from  becoming  the 

*  Adequate  treatment  of  this  subject  would 
require  more  time  and  study  than  was  possible 
under  the  circumstances  and  more  space  than 
could  be  given  in  this  volume.     P.  M.  W. 


target  of  ambitious  business  men  or 
scheming  politicians,  maximum  effi- 
ciency had  to  be  subordinated  to  maxi- 
mum safety. 

The  writer's  original  plan,  "A  United 
Reserve  Bank  of  the  United  States," 
proceeded  on  these  lines;  so  did,  subse- 
quently, the  Aldrich  "  National  Reserve 
Association  of  the  United  States"  and, 
later  on,  the  Federal  Reserve  plan. 
Each  of  these  schemes  followed  the 
lines  of  merging  the  country's  dead 
gold  reserves  into  one  live  organiza- 
tion; of  building  upon  this  more  or  less 
centralized  gold  an  elastic  note  issue; 
and  having  thus  centralized  the  scat- 
tered forces  of  the  nation  into  one 
organic  structure,  of  once  more  decen- 
tralizing its  administration  and  organ- 
ization, and  circumscribing  it  far 
enough  to  prevent  the  dangers  of 
abused  power  and  of  one-sided  control. 

The  advocates  of  a  pure  central  bank 
had  to  reconcile  themselves  to  a  lower 
banking  ideal  by  surrendering  to 
the  political  requirements  of  the  case. 
Conversely,  the  sworn  antagonists  of  a 
central  banking  system  had  to  sur- 
render their  political  ideal,  the  gospel 
of  decentralized  banking,  in  order  to 
provide  a  system  that  would  be  work- 
able as  a  banking  proposition. 

Thus  the  Democrats,  starting  with 
the  thought  of  a  large  number  of  dis- 
connected reserve  banks,  ended  in  ty- 
ing them  together  into  a  central  bank- 
ing system,  in  its  essential  features  not 
very  dissimilar  (though  differing  in 
many  important  details)  from  the 
Aldrich  Plan,  which  had  started  at  the 
other  end. 

Disregarding  the  question  of  which 
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side  ma  tie  the  largest  share  of  valuable 
contributions  and  mistakes  and,  deal- 
ing with  the  topic  simply  from  the  point 
of  view  of  sincere  appreciation  of  the 
[ranking  system  which  we  enjoy  today, 
the  problem  now  before  us  is  to  exam- 
ine what  remains  to  be  done  in  order  to 
promote  and  protect  its  future. 

A  study  of  four  years  from  within  the 
System  and  of  almost  four  years  from 
without,  leads  me  to  think  that  its 
gravest  danger  lies  in  the  gradual 
ascendency  of  political  influence. 

The  Federal  Reserve  System,  as 
such,  is  based  upon  the  perfectly  sound 
and  happy  theory  of  placing  the  actual 
management  of  the  Federal  Reserve 
Banks  in  the  hands  of  boards  of  direc- 
tors, the  majority  of  whom  are  ap- 
pointed by  business  men.  The  direction 
of  the  System  as  a  whole,  on  the  other 
hand,  its  policies  and  its  supervision, 
are  vested  in  the  Federal  Reserve 
Board,  which  consists  of  five  members 
appointed  by  the  President  and  con- 
firmed by  the  Senate.  These  members 
are  appointed  for  ten-year  terms  and 
the  Governor  and  Vice-Governor  are 
designated  by  the  President  and  serve 
at  his  pleasure.  The  Secretary  of  the 
Treasury  and  the  Comptroller  of  the 
Currency  are  members  ex  officio.  The 
Secretary  of  the  Treasury  is  Chairman 
of  the  Board. 

Among  the  many  Presidents,  Secre- 
taries of  the  Treasury,  Senators,  Con- 
gressmen and  Comptrollers  of  the  Cur- 
rency that  I  have  kno^ni,  there  have 
been  good  ones  and  bad  ones,  some  ad- 
mirably strong  and  some  lamentably 
weak.  And  therein  lies  the  danger  for 
the  future :  As  long  as  there  are  two  ex- 
offioio  members  of  the  Board,  who  are 
constantly  subjected  to  political  pres- 
sure; so  long  as  every  President  has  the 
power  to  play  favorites  with  Board 
members  by  promoting  them  to  the 
positions  of  Governor  or  Vice-Governor 
or  demoting  them  at  will ;  so  long  as  one 


or  two  members  may  be  vulnerable 
because  their  terms  are  about  to  expire, 
it  can  readily  be  seen  how  easy,  and 
therefore  tempting,  it  is  for  the  political 
members  to  assert  their  influence,  and 
how  unpleasant  and  unenviable  may 
be  the  lot  of  members  struggling  to 
preserve  their  independence  and  self- 
respect. 

When  members  of  the  Board  are 
hounded  by  senators  or  congressmen 
because  they  do  not  think  it  proper  to 
flood  the  country  with  easy  money,  just 
because  elections  are  coming;  or  when 
they  refuse  to  believe  that  excessive 
fluctuations  in  foreign  exchanges  during 
the  War  were  due  to  Wall  Street  specu- 
lation and  could  be  regulated  or  con- 
trolled by  the  Federal  Reserve  Board; 
or  when  they  are  viciously  criticised 
because  they  will  not  accede  to  the 
belief  that  fake  easy  money  can  coun- 
teract the  effects  of  overproduction  of 
important  staples  when  a  period  of 
reduced  world  consumption  is  encoun- 
tered— it  is,  at  best,  not  easy  to  find 
men  of  importance  willing  to  make 
the  material  sacrifices  involved  in  serv- 
ice of  the  Federal  Reserve  Board. 

It  'will  become  increasingly  hopeless, 
however,  to  secure  such  men  if  some  of 
the  defects  in  the  organization  of  the 
Board  as  above  described  are  not 
promptly  removed  and  the  dignity  and 
independence  of  the  office  of  member 
are  not  enhanced.  To  state  it  briefly: 
The  Governor  and  Vice-Governor  ought 
to  be  elected  by  the  Board  itself; 
or  they  should  serve  in  rotation,  and 
the  office  of  the  Secretary  of  the  Board 
might,  in  the  latter  case,  be  developed 
into  that  of  something  like  a  "general 
manager,"  or  the  Governor  ought  to 
be  designated  for  the  full  term  of  his 
membership.  The  Governor  ought  to 
be  the  Chairman  of  the  Board  and, 
instead  of  the  Secretary  of  the  Treas- 
ury, who  hardly  ever  has  the  time  to 
attend  Board  meetings,  the  Assistant 
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Secretary  of  the  Treasury  ought  to 
become  an  ex-offico  member  of  the 
Board.  There  shoukl  be  an  additional 
member  of  the  Board,  who  should  ex- 
ercise the  main  functions  now  resting 
in  the  Comptroller  of  the  Currency. 
The  vast  powers  now  vested  in  the 
Comptroller  are  the  remnants  of  an 
undemocratic,  antiquated  and  danger- 
ous system.  Moreover,  the  present 
condition  has  led  in  the  past  to  costly 
delays,  duplication  of  work,  inefficiency 
and  unbearable  irritation.  Examina- 
tions and  rulings  concerning  banking 
operations  ought  to  be  made  by  one 
body  and  not  by  two,  if  a  prompt  and 
efficient  administration  is  to  be  assured. 
In  the  past.  Board  members  often  have 
had  to  wait  upon  the  good  graces — or 
bad  graces — of  the  Comptroller  before 
any  headway  could  be  made  in  im- 
portant matters.  The  situation  bris- 
tled with  humiliating  and  distasteful 
incidents.  It  seems  ridiculous  that  the 
Board  should  have  appeared  before 
Congress  with  one  set  of  recommenda- 
tions and  the  Comptroller,  a  Board 
member,  with  another,  often  entirely  in 
conflict  with  the  policies  of  the  Board. 

Unless  the  Federal  Reserve  Board  is 
raised  to  a  position  of  the  greatest 
possible  dignity  and  men  of  real 
strength,  independence  and  knowledge 
are  found  to  serve  upon  it  in  the  future, 
it  is  to  be  feared  that  the  System  will 
become  the  foot})all  of  politics.  A 
splendid  instrument  of  protection 
might  thus  become  an  element  of  dan- 
gerous disturbance. 

This  danger  is  all  the  more  real  be- 
cause of  the  unfortun.'ite  action  of  the 
Organization  Committee  in  establish- 
ing twelve  Federal  Reserve  Banks  in- 
stead of  beginning  with  eight,  as  the 
Federal  Reserve  Act  had  permitted 
them  to  do. 

The  larger  the  number  of  Federal 
Reserve  Banks  and  the  greater  the 
consequent  decentralization,  the  more 


important  becomes  the  Federal  Re- 
serve Board  as  the  sole  organic  link 
connecting  them  all.  The  weaker  the 
single  districts  and  the  more  discon- 
nected they  are,  the  more  difficult,  and 
at  times  desperate,  becomes  the  task 
of  the  Federal  Reserve  Board  to  coax 
or  club  these  autonomous  units  into 
prompt  and  effective  cooperation.  The 
Board  was  planned  to  be  preeminently 
a  supervisory  and  directive  body;  ex- 
cessive decentralization  was  bound  to 
force  it  more  and  more  into  the  exercise 
of  administrative  functions,  which — 
for  men  located  at  Washington,  unable 
to  be  in  personal  close  touch  with 
actual  business  conditions  and  opera- 
tions in  twelve  separate  and  remote 
districts — naturally  became  more  be- 
wildering and  troublesome  than  was 
advisable  or  necessary.  ' 

The  fundamental  thought  of  reserve 
banking  is  that  the  idle  money  of  one 
industry  or  section  should  become 
available  for  the  seasonal  requirements 
of  another.  Federal  Reserve  Districts, 
therefore,  which  are  "all  cotton"  or 
"all  grain"  were  from  the  beginning 
doomed  to  fail  as  independent  districts; 
seasonal  requirements  were  bound  to 
exhaust  their  loaning  power  too  rapidly. 
WTiile  they  could  secure  assistance 
through  the  somewhat  clumsy  pro- 
cedure of  rediscounting  with  other 
Federal  Reserve  Banks  under  the  di- 
rection of  the  Federal  Reserve  Board, 
they  generally  would  be  inclined  to 
hesitate  to  resort  to  these  rediscount 
operations,  inasmuch  as  they  would 
tend  to  emphasize  the  organic  weak- 
ness or  temporary  exhaustion  of  their 
districts.  Unfortunately  the  Organiza- 
tion Committee  disregarded  this  funda- 
mental principle  and  the  districts  of 
St.  Louis,  for  instance,  and  its  sur- 
rounding Federal  Reserve  districts 
were  delineated  with  about  the  same 
regard  for  economic  questions  as  were 
Austria  and  her  so-called  Succession 
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States  at  Versailles.  Owing  to  this 
absence  of  a  suflficient  diversification 
of  interests  and  minds,  local  banking 
factions  and  self-centered  provincial- 
ism have  from  the  beginning  played 
too  large  a  part  in  framing  the  boards 
of  directors,  the  managements  and  the 
policies  of  many  of  the  twelve  Federal 
Reserve  Banks,  with  little  understand- 
ing of  the  national  questions  involved. 
Much  bitter  feeling  and  criticism  were 
caused,  particularly  in  the  agricultural 
sections,  by  unnecessary  and  irritating 
mistakes  made  in  fixing  interest  charges 
or  in  applying  ill-advised  methods  of 
administration.  Whatever  anticipa- 
tory words  or  warning  in  this  regard 
were  given  to  Congress  and  later  to 
the  Organization  Committee,  unfortu- 
nately, have  proved  only  too  true, 
including  the  prophecy  that  an  ex- 
cessive number  of  Federal  Reserve 
Banks  would  prevent  the  establishment 
of  large  financial  centers  outside  of 
New  York,  where  important  open  dis- 
count markets  could  develop. 

It  is  a  great  loss  for  the  country  that 
at  the  time  of  the  formulation  of  the 
law  and  the  establishment  of  the  Sys- 
tem it  was  impossible  to  convince  the 
sections  involved  that  a  Federal  Re- 
serve branch  bank  could  convey  the 
same  benefit  as  a  Federal  Reserve  Bank; 
indeed,  that  as  a  branch  of  a  larger 
district  a  region  would  be  better 
served  than  as  a  self-contained  district. 
Minneapolis,  as  a  branch  of  Chicago, 
would  have  been  as  well  provided  for  as 
Detroit,  but  it  would  enjoy  a  rate  of 
5  per  cent  instead  of  its  present  5^ 
per  cent  rate.  The  same  holds  good 
for  Dallas  and  Atlanta. 

As  stated  before,  the  weaker  the 
Federal  Reserve  Banks,  the  stronger 
must  be  the  Federal  Reserve  Board. 
This  is  all  the  more  essential  because 
the  Board  appoints  the  C  class  di- 
rectors. The  latter  often  constitute 
very  important  elements  of  safety  and 


must  be  appointed,  political  pressure 
notwithstanding,  solely  from  the  point 
of  view  of  securing  the  men  best  quali- 
fied for  the  protection  of  the  Banks. 
Finally,  the  future  of  the  local  manage- 
ment of  all  banks,  in  short,  the  morale 
of  the  entire  System,  will,  depend  upon 
the  character  of  the  Federal  Reserve 
Board. 

If  the  Federal  Reserve  System  was 
able  to  accomplish  its  phenomenal 
development  and  if  it  could  respond  so 
splendidly  to  the  trying  demands  of 
the  war,  and  of  the  post-war  periods, 
it  was  largely  due  to  the  devotion, 
vision  and  ability  of  members  of  the 
Federal  Reserve  Board  and  of  some  of 
the  Federal  Reserve  agents  and  gov- 
ernors of  Federal  Reserve  Banks,  who 
perfected  and  developed  the  System 
into  the  extraordinary  banking  organi- 
zation it  is  today.  Strong  and  excep- 
tional men  made  themselves  the  leaders 
of  the  rest.  Without  them,  the  System 
would  have  failed.  Such  men  today 
are  still  serving  the  System,  though 
from  the  material  point  of  view  many 
of  them  could  do  vastly  better  for  them- 
selves in  other  fields.  If  politics  should 
creep  into  the  Board,  these  men  will 
gradually  drop  out,  and  from  top  to 
bottom  the  System  will  deteriorate- 
If  the  administration  of  the  Federal 
Reserve  System,  in  Washington  and  in 
the  banks,  should  then  fall  into  the 
hands  of  weak  and  incapable  men  who 
only  see  "fat  jobs"  in  the  positions, 
instead  of  those  who  today  devote 
themselves  to  the  work  at  a  personal 
sacrifice  because  they  see  in  it  an 
opportunity  for  public  service,  there 
are  dark  days  ahead  for  the  country. 

Government  must  exercise  an  effec- 
tive control  over  business  in  its  admin- 
istration of  the  Federal  Reserve  Banks; 
but  this  control  must  be  exerted 
through  a  Federal  Reserve  Board  com- 
prising men  of  the  highest  integrity  and 
efficiency — men  who  do  not  seek  the 
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job  and  would  not  hesitate  to  surrender 
it,  if  either  business  or  politics  should 
interfere  with  the  independent  exercise 
of  their  duties  for  the  best  advantage  of 
the  country  as  a  whole.  • 

If  that  is  to  be  achieved,  and  the 
future  of  the  Federal  Reserve  System 
is  to  be  assured,  the  peoi)le  themselves 
must  take  a  hand.  They  must  never 
fail  to  rally  to  the  support  of  these 
faithful  servants  when  unfairly  at- 
tacked, and  they  must  not  lose  any 
opportunity  of  sho-^ang  them  that  their 
services  are  appreciated.  If  the  people 
do  not  prove  that  they  honor  their 
leaders  and  stand  by  them  loyally,  what 
incentive  is  there  for  these  leaders  to 
hold  out? 

In  a  similar  manner,  Congress  must 
feel  that  whoever  dares  to  encroach 
upon  the  independence  of  the  Federal 
Reserve  System  attacks  the  most  sa- 
cred treasure  of  the  people.  In  Wash- 
ington I  came  to  know  many  upright 
men  of  the  very  highest  type;  never- 
theless a  large  number  of  our  political 


leaders  might  prefer  that  the  Federal 
Reserve  System  be  subservient  rather 
than  independent.  They  want  open 
doors  for  patronage  and  a  ready  com- 
pliance with  the  wishes  of  their  con- 
stituents. 

Protection  for  the  Federal  Reserve 
System  must,  therefore,  not  be  expected 
from  Washington,  unless  it  is  possible  to 
arouse  and  strengthen  the  small  num- 
ber of  distinguished  men  in  the  Admin- 
istration, and  in  Congress,  who  would 
understand  the  danger  and  would  fight 
to  ward  it  off.  They  will  win  if  the 
country  makes  Congress  understand 
that  its  heart  is  in  it.  If  the  people 
cease  to  exercise  vigilance,  if  ever  they 
relax  in  their  insistence  upon  the  integ- 
rity of  their  banking  system,  it  may 
develop,  as  it  did  before,  from  the 
greatest  blessing  into  the  gravest  men- 
ace. A  Federal  Reserve  System  turned 
into  a  political  octopus,  a  national 
Tammany  Hall,  would  infest  not  only 
the  counting  houses  but  every  farm 
and  hovel  in  the  country. 


Early  Functioning  of  the  Federal  Reserve  System 

By  Arthur  Reynolds 

Presitieiit,  Continental  and  Commercial  National  Bank  of  Chicago 


ON  October  26,  1914,  the  Secretary 
of  the  Treasury  sent  a  message 
to  the  twelve  Federal  Reserve  Banks, 
then  organizing,  instructing  them  to 
begin  definite  operations  on  November 
16,  1914.  Great  haste  was  made  to 
secure  adequate  quarters  and  a  working 
staff.  One-sixth  of  the  capital  stock 
subscriptions  were  called  on  November 
2,  1914,  and  on  the  sixteenth  of  No- 
vember the  Banks  formally  opened  for 
business. 

"Regulation  in  ordinary  times,  as 
well  as  protection  in  extraordinary 
times"  was  the  principle  laid  down  by 


the  Federal  Reserve  Board  in  its  first 
report  after  two  months  of  operation, 
for  defining  the  general  scope  of  activi- 
ties of  the  Federal  Reserve  Banks. 
There  being  no  extraordinary  times  to 
call  for  the  protective  function  as  set 
forth  in  the  above  definition  of  policy, 
the  operation  of  the  Federal  Reserve 
System  during  the  first  two  years  was 
confined  largely  to  efforts,  first,  to 
"unify  the  banking  system  of  the 
country"  by  seeking  new  members 
among  the  ranks  of  the  state  banks; 
second,  to  endeavor  to  regulate  interest 
rates    and   equalize    the    demand   for 
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money  by  the  purchase  of  bills  and 
acceptances  in  the  open  market,  and 
third,  to  establish  a  par  collection 
system  and  the  clearance  of  all  checks 
on  member  banks. 

The  men  charged  with  the  operation 
of  the  Federal  Reserve  System,  upon 
its  inception,  promptly  sought  to  induce 
the  banks  of  the  country  to  make  full 
use  of  its  facilities.  They  were  influ- 
enced, undoubtedly,  by  the  feeling  on 
their  part  that  it  was  necessary  to  keep 
employed  such  funds  as  were  entrusted 
to  them  in  order  to  pay  expenses  and  to 
earn  dividends  upon  the  capital  stock. 
They  felt  that  member  banks  should 
rediscount  with  the  Reserve  Banks, 
and  by  one  means  and  another  endeav- 
ored to  accomplish  this.  But  in  the 
early  history  of  the  System  it  was  des- 
tined to  meet  with  no  such  ready 
response.  The  old  banking  practice 
of  the  country  had  its  basis  in  too  many 
years  of  actual  habit,  and  it  was  but 
natural  that  banks  generally  should  be 
hesitant  and  cautious  in  making  radical 
changes  in  their  methods;  indeed,  a 
great  many  of  them  felt  that  the  Fed- 
eral Reserve  Banks,  if  supported  too 
generously,  would  ultimately  encroach 
upon  and  usurp  some  of  the  functions 
of  existing  banks.  They  were  loath, 
therefore,  to  go  farther  than  the  mere 
subscription  of  capital.  It  was  inevi- 
table that  a  great  many  bankers  in  the 
country  should  look  upon  the  System 
as  a  government  undertaking  and  fear 
that  transactions  with  it  would  be  in- 
volved in  "red  tape."  They  feared 
also  that  it  would  be  influenced  by 
politics. 

Prejudice   Against   Rediscounting 

Coincident  with  this,  and  one  of  the 
greatest  difficulties  in  the  way  of  those 
who  were  ambitious  for  the  quick  ac- 
ceptance of  the  System,  was  the  long- 
time prejudice  of  bankers  against  dis- 
closing their  borrowings  to  the  public. 


They  had  been  educated  to  believe  that 
deposits  were  the  indication  of  strength, 
and  that  borrowed  money  was  a  sign 
of  weakness.  Any  rediscounts  or  bills 
payable  which  they  might  lodge  with 
the  Federal  Reserve  Banks  would  ap- 
pear in  their  statements,  and  since,  in 
many  instances,  they  could  obtain 
credit  from  their  city  correspondents 
through  methods  which  did  not  involve 
the  direct  obligation  of  their  banks,  and, 
therefore,  did  not  appear  as  borrowed 
money,  they  were  quite  content  to 
utilize  the  credit  facilities  of  those  city 
correspondents.  It  must  be  remem- 
bered that  at  this  time  there  were  no 
unusual  conditions  confronting  the 
country;  rates  were  low  and  money 
was  easily  obtainable.  Bankers  out- 
side of  reserve  centers  had,  over  a  con- 
siderable period  of  years,  built  up  their 
relationships  with  reserve  city  and 
central  reserve  city  correspondents. 
Those  who  had  occasion  to  borrow  for 
seasonal  requirements  were  intimately 
acquainted  with  the  city  banks  which 
had  met  their  needs.  Those  banks 
which  had  for  many  years  maintained 
balances  with  other  banks  felt  that  they 
had  a  cumulative  asset  of  which  they 
could  avail  themselves  should  the 
occasion  ^rise.  There  was  mutual 
understanding  between  correspondents, 
while  the  Reserve  System  was  an  un- 
tried departure. 

It  will  also  be  remembered  that  the 
Federal  Reserve  Act  did  not  make  pro- 
vision for  the  turning  of  all  reserve 
funds  over  to  the  Reserve  Banks.  The 
change  was  gradual.  Old  relations 
between  banks  were,  therefore,  not 
interrupted. 

All  of  these  things  militated  against 
the  fullest  possible  functioning  of  the 
System  in  its  early  stages,  and  such 
rediscounts  and  bills  payable  as  were 
lodged  with  the  Federal  Reserve  Banks 
were  largely  in  the  nature  of  "courtesy 
transactions"  on  the  part  of  friendly 
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bankers  who  wished  to  help  educate 
the  banking  fraternity  to  use  the 
Federal  Reserve  facilities. 

"Courtesy  Transactions" 

Comment  by  the  Ninth  District 
Reserve  Bank  in  its  report  for  the  year 
1915  is  illustrative  of  the  general  condi- 
tion confronting  all  of  the  Reserve 
Banks  at  that  time: 

During  the  latter  half  of  November  and 
the  month  of  December,  1914,  such  redis- 
counts as  were  afforded  members  were 
largely  courtesy  transactions,  the  greater 
part  representing  the  efforts  of  larger  banks 
to  acquaint  the  public  with  the  new  Federal 
Reserve  currency.  After  January  1,  1915 
loans  dropped  to  the  lowest  ebb 
in  many  years.  Rates  on  commercial 
paper  took  new  low  levels.     .     .     . 

The  one  great  plaint  during  this  time 
was  the  non-payment  of  interest  upon 
balances  carried  at  the  Reserve  Banks. 
In  the  report  containing  the  preceding 
comment  of  the  ^linneapolis  bank, 
Pierre  Jay,  Federal  Reserve  agent  at 
New  York  City,  said: 

.  .  .  it  is  among  the  country  banks  as 
a  class  that  most  of  the  apathy  and  hostiUty 
to  the  Federal  Reserve  System  which  still 
persists  is  found.  Their  opportunities  and 
earnings  are  relatively  small  and  they  must 
figure  closely  to  live.  They  feel  the  loss  of 
interest  on  reserve  deposits;  the  absence,  as 
yet,  of  dividends  on  their  capital  contribu- 
tions, and  the  prospective  loss  or  decrease 
of  the  exchange  they  generally  charge  on 
remitting  for  checks  drawn  upon  them. 

The  institution  of  the  par  collection 
system  met  with  great  disapproval 
from  many  banks  in  the  smaller  com- 
munities where  the  earnings  derived 
from  exchange  charges  had  for  many 
years  constituted  a  comparatively  sub- 
stantial part  of  the  total  earnings. 
Some  banks  sought  to  surrender  their 
national  bank  charters  and  incorporate 
as  state  banks.  This  was  only  the 
forerunner  of  the  more  serious  opposi- 


tion encountered  when  the  Reserve 
Banks  undertook  to  make  it  compul- 
sory upon  all  banks  to  accept  their  own 
items  at  par. 

The  State  Bank  Problem 

The  early  attempts  to  obtain  new 
members  from  the  ranks  of  the  state 
banks  were  bitterly  opposed  in  many 
quarters.  Legislation  was  even  re- 
sorted to  in  combating  the  advances  of 
representatives  of  the  Federal  Reserve 
Banks  in  this  direction.  In  its  second 
annual  report  on  December  31,  1915, 
the  Federal  Reserve  Board  observed: 

It  is  an  unfortunate  fact  that,  in  some  of 
the  states,  reserve  requirements  for  state 
banks  and  trust  companies  have  been  mate- 
rially lowered  by  legislative  enactment  since 
the  adoption  of  the  Federal  Reserve  Act. 
.  .  .  This  is  an  element  of  danger  in 
our  banking  system,  because  the  weaken- 
ing of  the  reserves  of  the  state  banks  and 
trust  companies  makes  them  more  vul- 
nerable in  times  of  emergency.  ...  It 
would  be  deplorable  were  feelings  of  state 
or  local  pride  to  lead  any  of  the  states  into 
competition  with  the  Federal  Reserve 
System  such  as  would  prompt  them  to 
lower  their  own  banking  standards  or 
reserve  requirements  with  a  view  of  ena- 
bling or  inducing  state  banks  to  refrain  from 
taking  menibership  therein.  The  Board  is 
satisfied  that  state  banks  gain  in  safety  and 
that  states  sacrifice  none  of  their  preroga- 
tives or  powers  when  such  banks  become 
members  of  the  Federal  Reserve  System, 
and  therefore,  expresses  the  hope  that  no 
seeming  divergence  of  interest  will  be  per- 
mitted to  impede  the  establishment  of 
higher  standards  of  banking. 

Every  means  was  employed  to  make 
memberships  in  the  System  attractive 
to  state  banks  and  later  amendments 
to  the  law  aided  in  inducing  them  to 
join. 

Earning  Assets  Before  and  After 
the  War 

Failure  to  secure  applications  for 
rediscounts   to  employ   more  than   a 
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small  part  of  the  funds  of  the  System, 
caused  the  Reserve  Banks  to  invest  in 
government  bonds,  acceptances  and 
municipal  warrants.  A  careful  study 
of  the  graph  on  page  78  showing  the 
curves  of  the  earning  assets  of  all  of 


the  Reserve  Banks  combined,  from  the 
date  of  opening  to  January  1st,  1921, 
gives  a  concrete  picture  of  the  early 
functioning  of  the  System  in  contrast 
to  its  operations  after  the  United  States 
entered  the  War. 


Earning  Assets  of  the-  Federal  Reserve  System 
December  31,  1914-October  26,  1921 


Date 


1914 
December  31 

1915 
January  29 .  . 

April  30 

July  30 

October  29 .  . 


1916 
January  28 . 
April  28.  .  . 

July  28 

October  27 . 

1917 
January  26 . 
April  27 .  .  . 

July  27 

October  26 . 


1918 
January  25 . 
April  26 .  .  . 

July  26 

October  25 . 

1919 
January  31 
April  25 .  .  . 

July  25 

October  31 . 


1920 
January  30 . 
April  30 .  .  . 

July  30 

October  29 . 

1921 
January  28 . 
April  27 .  .  . 

July  27 

October  26 . 


Bills  discounted 
for  members 


9,909,000 


13,955,000 
22,774,000 
29,102,000 
30,448,000 


26,901,000 
21,448,000 
27,594,000 
21,131,000 


15,711,000 

35,043,000 

138,459,000 

397,094,000 


627,632,000 

901,743,000 

1,302,151,000 

1,546,164,000 


1,601,128,000 
1,950,412,000 
1,867,602,000 
2,128,547,000 


2,174,357,000 
2,535,071,000 
2,491,630,000 
2,801,297,000 


2,456,475,000 
2,063,739,000 
1,650,496,000 
1,308,749,000 


Bills  bought  in 
open  market 


13,812,000 
11,625,000 
13,619,000 


26,314,000 
47,585,000 
83,454,000 
86.085,000 


97,697,000 

71,400,000 

195,097,000 

177,590,000 


273,912,000 
302,844,000 
205,274,000 
398,623,000 


281,293,000 
185,822,000 
375,556,000 
394,355,000 


561,313,000 
407,247,000 
345,305,000 
298,375,000 


165,058,000 

103,609,000 

19,424,000 

62,326,000 


U.  S.  government 
securities 


205,000 


2,015,000 

6,813,000 

7,923,000 

10,505,000 


21,372,000 
45,841,000 
48,656,000 
40,469,000 


55,769,000 
117,818,000 

76,953,000 
110,042,000 


123,194,000 

78,853,000 

57,012,000 

350,311,000 


294.784,000 
218,636,000 
239,400,000 
301,254,000 


303,521,000 
293,514,000 
325,380,000 
296,371,000 


287,320,000 
267,792,000 
249,488,000 
190.946.000 


Municipal 
warrants 


734.000 


11,165,000 
18,656,000 
16,107,000 
25.014,000 


20,602,000 
36,933,000 
27,220,000 
29,890,000 


12,249,000 

14,999,000 

1,469,000 

233,000 


4,902,000 

2,722,000 

103,000 

24,000 


4,000 
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The  chart  of  the  earning  assets  of  the 
System  demonstrates  clearly  that  once 
the  exigencies  of  the  war  period  arose, 
there  was  no  hesitancy  upon  the  part 
of  member  banks  to  make  heavy  de- 
mands upon  the  facilities  of  the  reserve 
banks.  Indeed,  as  the  momentum 
gained  force,  many  bankers  in  their 
eager  rush  to  meet  the  requirements  of 
their  customers  lost  sight  of  the  earlier 
scruples  concerning  borrowed  money 
and  the  pendulum  swung  to  the  other 
extreme.  Instead  of  seeking  redis- 
counts the  officials  of  the  System  found 
themselves  striving  to  conserve  the 
financial  resources  of  the  country. 

The  general  impression  prevails  that 
the  War  caused  a  development  of  the 
Federal  Reserve  Banks  during  the 
seven  years  of  their  operation  that  prob- 
ably would  not  have  occurred  in  many 
times  that  number  of  years  under  other 
circumstances.     Study    of    the    early 


functioning  of  the  System  bears  out 
that  assumption.  The  early  operations 
of  the  banks  also  call  to  mind  the 
point  that  they  were  less  far-reaching 
in  their  influence.  Business  getting  ef- 
forts are  forgot  or  nearly  forgot.  But 
what  was,  may,  perhaps,  merely  pre- 
sage what  is  to  come.  Under  stable 
conditions,  the  Reserve  Banks  may 
make  smaller  profits,  but  they  wall  not 
serve  a  less  useful  purpose.  Commer- 
cial banking  must  respond  to  and 
reflect  the  activities  of  business.  In 
times  of  great  activity,  whether  sea- 
sonal or  cyclical,  the  Reserve  Banks  will 
be  called  upon  to  meet  a  corresponding 
demand.  In  the  usual  process  of  busi- 
ness they  will  have  recourse  to  open- 
market  operations.  Through  these 
operations  they  may  exert  a  great  and 
important  influence  on  the  commercial 
banks,  on  interest  rates  and  on  business 
activity. 


The  Federal  Reserve  System,  State  Banks  and 
Par  Collections 

By  Pierre  Jay 

Chairman  and  Federal  Reserve  Agent,  Federal  Reserve  Bank  of  New  York 


FULL  accomplishment  of  the  pur- 
pose of  the  Federal  Reserve  Act, 
to  provide  a  means  whereby  the 
strength  and  resources  of  the  numerous 
independent  banks  of  the  United 
States  would  be  made  efl^ective  for 
concerted  or  cooperative  action  for  the 
protection  of  the  banking  system  and 
the  service  of  the  nation's  commerce, 
industry  and  agriculture,  depended 
upon  membership  of  a  very  consider- 
able proportion  of  the  banks  of  the 
country.  The  provision  of  the  Act 
making  membership  compulsory  for 
national  banks,  })rouglit  at  once  into 
the  System  about  7,600  national  banks 
with  capital  and  siu'plus  of  $1,788,- 


000,000  and  total  resources  of  $11,- 
492,000,000,  thus  giving  a  membership 
at  the  outset  comprising  42.6  per  cent 
of  the  total  banking  resources  of  the 
country.  But  the  provision  for  the 
admission  of  state  institutions  was 
merely  to  the  efl"ect  that  they  might, 
upon  application,  be  permitted  to 
become  members,  subject  to  regula- 
tions of  the  Federal  Reserve  Board, 
and  should  then  have  the  rights  and 
privileges  of  other  member  banks. 

State   Institutions   Slow   to   Join 

Contrary  to  general  expectation,  the 
problem  of  state  bank  membership  was 
found  complicated.    Most  of  the  state 
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institutions  were  either  passive  or 
opposed  to  the  plan  of  the  Federal 
Reserve  System.  At  any  rate,  they 
were  not  disposed  to  seek  membership 
therein.  The  number  of  such  members 
at  the  close  of  1916  was  thirty-seven, 
of  which  only  seven  had  a  capital  and 
surplus  of  over  $1,000,000.  In  1917, 
however,  an  amendment  to  the  Act 
gave  the  state  institutions  assurance 
by  statute,  instead  of  by  mere  regula- 
tion of  the  Federal  Reserve  Board,  that 
as  members  they  might  continue  to 
carry  on  their  banking  business  in 
substantially  the  same  manner  as  they 
had  previously  done.  It  also  gave 
them  the  definite  right  to  withdraw 
from  the  System  upon  six-  months' 
notice. 

Coincident  with  the  legislative  re- 
moval of  obstacles  to  membership,  the 
entrance  of  the  United  States  into  the 
World  War  gave  a  new  and  very  strong 
impetus  toward  membership.  The 
necessity  of  strengthening  the  banking 
system  of  the  country  to  the  maximum 
degree  possible,  in  order  to  meet  the 
strain  of  war  financing,  led  President 
Wilson  in  the  autumn  of  1917  to  make 
a  strong  appeal  to  state  banking  insti- 
tutions to  join  the  Federal  Reserve 
System.  The  officers  of  Federal  Re- 
serve Banks,  pursuant  to  what  they 
believed  to  be  their  duty  in  the  circum- 
stances, carried  the  appeal  to  the  indi- 
vidual institutions,  without,  however, 
bringing  pressure  upon  them  to  join. 
Many  of  the  more  important  ones  re- 
sponded and  during  the  fall  of  1917 
and  the  first  half  of  1918,  a  considerable 
number  of  state  institutions  through- 
out the  coimtry  became  members. 
The  movement  was  particularly  note- 
worthy with  respect  to  the  aggregate  of 
resources  which  thus  augmented  the 
strength  of  the  System.  The  major 
portion  of  the  large  institutions  in 
New  York  City  entered  the  System 
promptly,  and  the  close  of  the  year 


1917  found  the  System  with  a  state 
bank  and  trust  company  membership 
of  250,  having  aggregate  capital  and 
surplus  of  $520,000,000,  and  aggregate 
resources  of  about  $5,000,000,000. 
At  the  end  of  1918,  936  state  institu- 
tions were  members  with  total  re- 
sources of  over  $7,000,000,000. 

Membership   Shows   Continued 
Increase  Since  the  War 

With  the  end  of  the  W^ar  naturally 
came  a  slowing  down  of  the  efforts  of 
the  Reserve  Banks  to  convince  state 
institutions  of  the  importance  of  taking 
membership  in  the  Federal  Reserve 
System,  and  during  the  past  year  such 
efforts  have  been  practically  discon- 
tinued. But  there  has  been,  neverthe- 
less, a  continuous  and  substantial 
movement  of  state  institutions  into 
the  System.  The  laws  of  many  states 
contained  provisions  concerning  re- 
serves, character  of  investments  or 
other  vital  matters  which  have  hin- 
dered or  prevented  institutions  in 
those  states  from  taking  membership 
in  the  System,  and,  as  these  obstacles 
have  from  time  to  time  been  removed, 
more  and  more  state  institutions  have 
taken  advantage  of  the  opportunity  to 
join.  Many  states,  for  example,  have 
now  passed  l^ws  providing  that  a  state 
institution,  becoming  a  member  of 
the  Federal  Reserve  System,  need  keep 
only  the  legal  reserves  required  by  the 
Federal  Reserve  Act.  The  influence  of 
this  factor  is  strikingly  illustrated  in 
California  where  61  institutions  with 
total  resources  of  $1,110,000,000  have 
become  members  in  the  eighteen  months 
following  the  amendment  of  the  state 
law  in  respect  to  reserves  to  be  carried 
by  member  banks. 

Present  Membership  of  State 
Institutions 

Some  of  the  state  institutions  which 
became     members    during    the    war 
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period,  did  so  with  the  intention  of 
withdrawing  at  the  end  of  the  War,  but 
their  experience  as  members  was  evi- 
dently such  that  they  did  not  deem  it 
necessary  to  carry  out  this  intention, 
for  up  to  the  present  time  only  37  with 
resources  of  $34,500,000  have  with- 
drawn from  the  System.  On  the  other 
hand,  the  number  of  such  members  has 
steadily  increased  and  now  amounts  to 
1,625,  with  total  resources  of  $9,959,- 
000,000,  giving  to  the  System  a  mem- 
bership which  now  represents,  it  is 
estimated,  about  69  per  cent  of  the 
commercial  banking  resources  of  the 
country.  Approximately  9,000  state 
institutions  with  aggregate  resources 
of  some  $9,000,000,000,  not  now  mem- 
bers, are  eligible  for  membership,  from 
which  it  appears  that  53  per  cent  of 
the  resources  and  15  per  cent  of  the 
numbers  of  the  eligible  state  institutions 
are  now  in  the  System.  The  distribu- 
tion of  state  bank  membership  by 
districts,  is  as  follows: 


entered  the  Federal  Reserve  System 
and  whose  not  having  done  so  may  be 
ascribed  probably  to  two  main  causes: 

1.  The  belief  that  membership  in  the 
System  involves  burdens  or  expense  dis- 
proportionate to  the  advantages  received 
in  return,  some  of  which,  such  as  the  avoid- 
ance of  the  old-fashioned  money  panic  and 
the  stabilization  of  banking  conditions, 
they  enjoy  without  membership.  The  fact 
that  the  Federal  Reserve  Banks  do  not 
pay  interest  on  deposits  whereas  their  city 
correspondents  and  reserve  agents  do  pay 
interest  on  deposits  is  one  of  the  apparent 
expenses  which  they  fear  to  assume. 

2.  Opposition  to  the  plan  of  par  check 
collection  which  the  System  has  established 
and  developed. 

Experience  of  Member 
Institutions 

Most  members  of  the  System  are 
now  convinced  that  membership  does 
not  involve  a  burden  or  expense  to  a 
member  bank,  but,  on  the  contrary, 
enables  it  to  conduct  its  business  in  a 


District 


Distribution  of  State  Bank  Membership  by  Districts 
Number 


1.  Boston 41 

2.  New  York 134 

3.  Philadelphia 48 

4.  Cleveland 113 

5.  Richmond 62 

6.  Atlanta 116 

7.  Chicago 364 

8.  St.  Louis 102 

9.  Minneapolis 133 

10.  Kansas  City 60 

11.  Dallas 205 

12.  San  Francisco 217 

1  Total 1,595 

^  Latest  available  itemized  figures. 

Attitude  of  Non-member 
Institutions 

Banking  is  essentially  one  of  the  most 
conservative  of  callings,  and  it  is  not 
surprising  that  there  are  many  state 
institutions    wdiich    have    not    as   yet 


Capital 

Surplus 

Total  Resources 

{In  thousands 

of  dollars) 

36,411 

38,951 

709,890 

187,255 

190,561 

3,903,409 

25,821 

48,738 

390,902 

64,436 

79,344 

1,041,392 

15,160 

9,798 

152,271 

27,025 

17,271 

323,928 

101,012 

85,092 

1,753,034 

30,203 

22,081 

400,809 

10,747 

3,994 

126,369 

13,335 

4,272 

178,032 

16,500 

6,598 

128,288 

57,625 

25,218 

900,811 

585,530 

531,918 

10,009,135 

more  economical  and  efficient  manner, 
entirely  irrespective  of  the  advantage 
of  the  rediscount  facilities.  The  loss 
of  interest  is  offset  by  the  reduction  in 
the  amount  of  reserve  which  member 
banks  were  required  to  carry.  For 
example,    a    so-called    country    bank 
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under  the  National  Bank  Act  for- 
merly carried  a  reserve  against  both 
demand  and  time  deposits  of  15  ])er 
cent,  of  which  9  per  cent  might  be  on 
deposit  with  approved  reserve  agents, 
and  at  least  6  per  cent  must  be  held  as 
cash  in  vault.  Assuming  deposits  of 
$1,000,000,  all  payable  on  demand,  the 
bank  would  carry  in  vault  at  least 
$60,000,  upon  which  it  would  earn 
nothing,  and  with  correspondents, 
$90,000  upon  which  it  would  probably 
receive  interest  at  2  per  cent,  or  $1,800 
a  year.  The  Federal  Reserve  Act  re- 
duced the  bank's  reserve  requirement 
to  12  per  cent,  or  $120,000,  on  which  it 
would  receive  no  interest,  but  which 
would  give  it  the  opportunity  to  loan 
the  $30,000  released,  say  at  6  per  cent, 
which  would  yield  $1,800  and  thus 
compensate  for  elimination  of  interest 
on  the  reserve  balance. 

In  1917  the  required  reserve  against 
demand  deposits  was  reduced  to  7  per 
cent,  all  of  which  was  to  be  carried  with 
the  Reserve  Bank  and  with  no  fixed 
requirement  for  vault  reserve.  Expe- 
rience shows  that  this  has  permitted  an 
average  reduction  in  country  bank- 
vault  cash  of  around  4  per  cent,  which, 
together  with  the  reduction  of  the 
required  reserve  against  time  deposits 
to  3  per  cent,  made  still  greater  the 
compensating  advantage  due  to  low- 
ered reserves.  Most  of  the  states  have 
passed  laws  permitting  state  institu- 
tions becoming  members  to  take  ad- 
vantage of  these  reduced  requirements. 

With  the  certainty  of  being  able  to 
obtain  cash  by  rediscounting  at  the 
Federal  Reserve  Bank,  member  banks 
have  felt  justified  in  investing  their 
funds  more  closely,  carrying  as  their 
emergency  reserve,  bankers'  accept- 
ances, commercial  paper,  or  govern- 
ment obligations  which  could  be 
realized  upon  at  any  time,  and  thus 
increasing  their  earning  power. 

The   opposition   to   the   System  on 


account  of  the  establishment  of  its 
par  collection  plan  will  be  discussed 
incidentally  in  the  following  topic. 
But  it  may  be  said  that  members  have 
fovmd  that  the  use  of  the  check  collec- 
tion facilities  of  the  System  has  re- 
duced the  length  of  time  required  for 
the  collection  of  checks,  and  enabled 
them  to  close  out  many  accounts 
formerly  required,  thus  further  in- 
creasing the  proportion  of  their  assets 
which  may  be  invested. 

Check  Collection  Before  the 
Reserve  System 

An  important  feature  of  banking  in 
the  United  States  is  the  extent  to  which 
the  use  of  bank  checks  has  been  de- 
veloped. They  are  the  most  usual 
means  of  settlement  in  all  classes  of 
business,  from  the  payment  of  small 
household  bills  to  payments  for  the 
largest  transactions  of  commerce  and 
finance.  The  presentation  and  col- 
lection of  the  myriads  of  checks  arising 
in  the  course  of  daily  business,  and 
drawn  upon  over  30,000  independent 
banks  located  in  all  parts  of  the  coun- 
try, creates  a  problem  of  great  magni- 
tude, especially  as  checks  are  common- 
ly used  to  settle  accounts  not  only  in 
the  places  where  they  are  payable,  but 
are  sent  to  distant  points,  making 
necessary  the  use  of  the  mails  for  their 
collection. 

Before  the  establishment  of  the 
Federal  Reserve  System,  the  collection 
of  checks  in  this  country  was  accom- 
plished by  special  arrangements  be- 
tween commercial  banks.  It  was  cus- 
tomary for  banks  in  the  country  and  in 
the  smaller  cities  having  checks  on 
out-of-town  points,  to  send  all  such 
checks  to  their  city  correspondent, 
which  would  undertake  their  collection 
in  consideration  of  the  l)alances  car- 
ried by  the  smaller  bank  with  the  city 
institution.  It  was  customary,  also, 
for  the  country  bank  to  charge  the 
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amount  to  its  correspondent  as  soon  as 
the  letter  was  mailed,  and  to  treat  it  at 
once  as  part  of  its  legal  reserve,  this 
being  permissible  under  the  provisions 
of  the  then  existing  law.  The  city 
bank  to  which  the  checks  were  sent, 
having  similar  arrangements  with 
many  correspondents,  was  the  recip- 
ient of  a  very  large  volume  of  checks 
for  collection  and  inasmuch  as  it  had 
usually  undertaken  to  collect  these 
checks  without  charge,  it  was  itself 
under  the  necessity  of  finding  a  means 
of  collecting  them  with  as  little  cost  as 
possible.  The  obvious  and  simple 
method  of  sending  the  checks  direct  to 
the  banks  upon  which  they  were 
drawn  was  not  attractive  because  of 
the  fact  that  the  custom  had  grown  up 
in  many,  though  not  all,  sections  of  the 
country  for  the  smaller  banks  which 
received  checks  on  themselves  through 
the  mail,  to  make  a  charge  for  remit- 
ting to  the  sending  bank  for  such 
checks,  the  rate  of  the  charge  varying 
with  different  institutions  and  running 
from  $1  per  thousand  dollars,  to  as 
high  as  $3.50  per  thousand  dollars  in 
some  cases. 

This  charge  was  known  as  "ex- 
change," and  was  made  on  the  theory 
that  the  bank  paying  the  checks  per- 
formed a  service  for  the  bank  from 
which  the  checks  had  been  received  in 
paying  the  latter  with  a  draft  on  a 
bank  in  some  large  center.  The  value 
of  this  service  was  based  upon  the 
approximate  cost  of  making  shipment 
of  currency  to  make  the  payment, 
plus  postage  and  stationery,  on  the 
theory  that  payment  of  a  bank  check 
can  be  demanded  only  at  the  bank's 
counter,  and  that  if  remittance  is  made 
to  a  distant  point,  an  additional  serv- 
ice is  performed.  In  order  to  avoid,  so 
far  as  possible,  the  necessity  of  paying 
"exchange "for  the  collection  of  checks, 
it  was  usual  for  banks  receiving  checks 
from    their    correspondents    to    send 


them  on  to  some  other  bank  for  de- 
posit and  collection,  charging  the 
remittance  to  the  latter 's  account,  and 
treating  it  at  once  as  legal  reserve. 
This  effort  to  find  a  means  of  getting 
the  check  paid  without  deduction 
for  exchange,  led  to  checks'  reaching 
their  place  of  payment  by  very  cir- 
cuitous routes  with  much  delay  in  the 
time  of  presentation  and  collection, 
and  with  increased  risk  of  loss  to  the 
indorsers  of  the  checks.  By  this 
means,  also,  the  same  check  might  be 
counted  as  reserve  at  the  same  time  by 
several  different  banks,  although  as  a 
matter  of  sound  banking  principle,  it 
should  not  have  been  counted  as 
reserve  for  any  bank  until  actually 
collected. 

These  unsatisfactory  check-collec- 
tion practices,  and  the  fact  that  the 
charges  made,  as  well  as  the  loss  due  to 
slowness  in  collection,  fell  on  the  com- 
merce and  industry  of  the  country, 
led  to  action  by  Congress  which,  in 
passing  the  Federal  Reserve  Act, 
included  provisions  requiring  Federal 
Reserve  Banks  to  receive  on  deposit  at 
par  from  member  banks  or  from  Fed- 
eral Reserve  Banks,  checks  or  drafts 
drawn  on  any  of  their  depositors,  and 
authorizing  them  to  receive  for  pur- 
poses of  exchange  or  collection,  checks 
or  drafts  payable  upon  presentation 
within  their  districts.  The  Act  also 
authorized  the  Federal  Reserve  Board 
to  require  each  Federal  Reserve  Bank 
to  exercise  the  functions  of  a  clearing 
house  for  its  member  banks. 

Growth  and  Advantage  of  the  Par 
Collection  System 

The  Federal  Reserve  Banks  did  not 
at  once  actively  engage  in  the  collec- 
tion of  checks  under  the  provisions  of 
the  law  above  referred  to,  because  the 
development  of  a  comprehensive  check- 
clearing  plan  presented  many  diffi- 
culties, and  it  was  not  until  July,  1916, 
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that  active  operations  were  initiated. 
At  that  time  a  phm  of  operation  Wtos 
adopted  which,  recognizing  that  checks 
are  payable  at  the  counter  of  the  pay- 
ing bank,  provided  that  the  Federal 
Reserve  Banks,  in  forwarding  checks 
to  a  bank  for  payment  by  remittance, 
would  pay  the  cost  of  currency  shipped 
in  payment  for  tlie  checks,  whenever 


tion  through  the  mail  equivalent  to 
presentation  at  the  bank's  counter. 

Operations  under  this  plan  have  been 
higlily  successful,  as  will  be  gathered 
from  the  following  chart  showing  the 
number  and  amount  of  items  handled 
each  month  by  the  Reserve  Banks, 
and  the  number  of  banks  in  the  col- 
lection system. 


Growth  of  Federal  Reserve  Collection  System 
(By  units  of  one  month) 


50 


40 


30 


20 


10 


• 

/ 

%        1     \ 

'•                .' 

'.j 

NUflBER   OF  ITC 
HANDLED 

t.N   M.UUIONS) 

ns   ; 

• 

/' 

^•'^NUM6Efl  OF  6A^ 
COLLECTION    SYS 

KS  IN 

"EM 

(|NTH0U6Af4Ds) 

-.--'■'"7'^ 

/' 

...■•■   A 

/^ 

^  .x-^^' 

10UNT    HANDLED 

IN  Billions 

V-^ 

..--'  /^ 

V 

OF  DOLL/\R.S 

v/\ 

A  M  J  J         0 

1917 


A  J  O 

1916 


0  J 


A         J         O 

1919 


A         J         O 

1920 


A         J         O 

19£1 


the  paying  bank  elected  to  make  pay- 
ment in  that  way,  and  would  also 
under  certain  conditions,  especially  for 
non-member  banks,  supply  necessary 
postage  and  stationery,  thus  eliminat- 
ing the  elements  of  cost,  which  would 
otherwise  fall  upon  the  bank  making 
the  remittance,  and  making  presenta- 


The  importance  and  desirability  of 
the  check-collection  system  which  has 
developed  and  is  now  being  operated 
by  the  Federal  Reserve  Banks,  may 
be  inferred  from  the  extent  to  which 
the  chart  showing  the  volume  of 
checks  handled  indicates  that  these 
facilities  are  being  availed  of  by  banks 
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which  are  members  of  the  Federal 
Reserve  System.  They  are  also  being 
availed  of  indirectly  by  non-members. 
The  volume  of  items  handled  has 
grown  steadily  since  the  initiation  of 
this  method  of  check  collection,  until 
at  the  present  time  it  may  fairly  be 
said  that  an  overwhelming  majority 
of  all  out-of-town  checks  handled  by 
banks  are  collected  through  the  agency 
of  the  Federal  Reserve  System.  The 
Federal  Reserve  check-collection  sys- 
tem has  reduced  the  average  time  of 
collection  about  one-half,  by  the  prac- 
tice of  the  Reserve  Banks  of  sending 
checks  direct  to  the  paying  bank,  if 
within  the  same  district,  or  through  a 
Federal  Reserve  Bank  or  branch  if 
outside  the  district. 

Opposition  to  Par  Collections 

It  is  not  to  be  supposed  that  the 
system  eliminating  "exchange"  and 
bringing  about  the  par  collection  of 
checks  should  have  developed  so  gen- 
erally without  encountering  serious 
opposition  from  banks  which  had  for- 
merly received  substantial  income  from 
their  exchange  charges.  A  committee 
of  the  American  Bankers  Association 
has  from  time  to  time  during  the  past 
five  years  been  endeavoring  to  secure 
legislation  from  Congress  which  would 
permit  banks  to  charge  exchange 
against  the  Federal  Reserve  Banks. 
Not  having  been  successful  in  this, 
banks  in  Georgia,  Kentucky  and  Ore- 
gon have  brought  suits  to  prevent  the 
Federal  Reserve  Banks  from  presenting 
checks  at  the  counters  of  state  banks 
and  a  number  of  the  southern  states 
have  passed  laws  designed  to  prevent 
the  Federal  Reserve  Banks  from  col- 
lecting at  par  checks  drawn  on  state 
institutions. 

Cost  of  Collecting  Reduced 

The  effect  of  the  development  of  this 
eflBcient  system  of  check  collection  has 


been  to  obtain  for  the  business  inter- 
ests of  the  covmtry  a  much  more 
prompt  collection  of  checks  than 
formerly,  reducing  the  risk  of  loss 
through  bad  checks  and  reducing  the 
amount  of  credit  which  sellers  of  goods 
formerly  had  to  extend  involuntarily 
during  the  very  substantial  time  re- 
quired to  collect  checks.  There  has 
been,  moreover,  an  important  direct 
reduction  in  the  cost  of  collecting 
checks  due  to  the  removal  of  the  so- 
called  "exchange"  charge,  or  the 
charge  made  by  banks  for  remitting 
in  payment  of  checks  drawn  on  them- 
selves, so  that  at  the  present  time  a 
very  large  proportion  of  the  country's 
checks  are  collected  without  charge. 
The  change  which  has  taken  place  in 
the  schedule  of  charges  for  the  col- 
lection of  checks  may  be  illustrated  by 
the  reductions  made  by  the  New  York 
Clearing  House  Association. 

Before  the  passage  of  the  Federal 
Reserve  Act  the  charges  made  by  New 
York  banks  for  collecting  checks  on 
outside  points  were  discretionary  as  to 
less  than  thirty  cities  and  were  fixed 
at  $1  per  $1,000  for  nearby  states  and 
$2.50  per  $1,000  for  the  more  distant 
states.  The  rate  of  charge  is  now  dis- 
cretionary (which  means  that  in  most 
cases  no  charge  is  made)  for  eleven 
entire  states  and  the  District  of  Colum- 
bia, <^5i  per  $1,000  for  one  state,  50^ 
per  $1,000  for  thirteen  states  and  $1 
per  thousand  for  twenty-three  states, 
while  twenty-eight  important  cities 
in  which  Federal  Reserve  Banks  or 
branches  are  located  are  collectible  at 
rates  lower  than  those  quoted  for  the 
remainder  of  their  states. 

It  should  be  understood  that  the 
present  charge  made  by  the  New  York 
banks  is  not  an  "exchange"  charge  at  all 
but  is  made  to  cover  interest  on  funds, 
for  which  credit  is  given  at  time  of 
deposit,  for  the  time  which  will  elapse 
before  the  items  have  been  actually 
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collected.  The  former  charge  included 
not  only  this  element  but  also  an 
amount  designed  to  enable  the  city 
bank  to  pay  the  deductions  of  "ex- 
cliange"  made  by  paying  banks  else- 
where. 

Transfers  of  Funds 

The  elimination  of  seasonal  and  other 
variations  in  the  level  of  domestic 
exchange  between  different  parts  of 
the  country  has  also  been  accomplished 
as  a  necessary  accompaniment  to  the 
development  of  the  check-collection 
system,  since  in  order  that  each  Federal 
Reserve  Bank  might  freely  handle 
checks  on  other  Federal  Reserve  dis- 
tricts, it  was  necessary  to  provide  a 
means  whereby  the  balances  arising 
between  the  districts  might  be  settled 
without  the  expense  of  gold  or  cur- 
rency shipments.  To  meet  this  need 
there  was  established  in  1915  a  Gold 
Settlement  Fund,  made  up  of  gold 
deposited  by  the  twelve  Federal  Reserve 
Banks  with  the  United  States  Treas- 
ury, ownership  being  transferred  from 
one  Reserve  Bank  to  another  as  the 
need  arises  to  settle  obligations  be- 
tween them.  The  books  are  kept  by 
the  Federal  Reserve  Board  at  Washing- 
ton, and  the  settlements  of  all  obliga- 
tions arising  among  the  Federal  Re- 
serve Banks  are  made  by  book  entry, 
thus  obviating  the  necessity  for  inter- 
district  shipment  of  gold.  The  Gold 
Settlement  Fund  has  also  made  col- 
lected funds,  that  is,  funds  on  deposit 
with  banks  in  any  part  of  the  country, 
readily  transferable  to  any  other  center 
without  discount,  either  by  use  of  the 
check-collection  system  or,  if  the  funds 
are  on  deposit  with  a  member  bank,  by 
telegrapliic  transfer  through  the  Fed- 
eral Reserve  Banks,  it  being  the  cus- 
tom of  the  Reserve  Banks  to  handle 
these  transfers  over  their  inter-com- 
municating private  wire  and  without 
cost  to  the  member  banks  concerned. 


The  importance  of  the  wire  transfer 
facility  may  be  inferred  from  the  fol- 
lowing figures,  showing  telegraphic 
transfers  handled  by  the  New  York 
Reserve  Bank  during  the  years  1916- 
1920: 

Number  Amount 

1916 2,971  $485,000,000 

1917 10,302  6,768,000,000 

1918 39,099  19,384,000,000 

1919 82,321  18,245,000,000 

1920 147.302  17,022,000,000 

The  settlement  of  obligations  be- 
tween districts  has  thus  been  made  so 
easy,  that  there  is  no  longer  any  occa- 
sion for  premium  or  discount  on  the 
transfer  of  actually  collected  funds 
between  different  parts  of  the  country. 

A  most  important  result  of  the  de- 
velopment of  this  check-collection  plan 
is  the  lessening  of  the  possibility  of 
breakdown  in  the  operations  of  the 
country's  check-collection  system.  It 
will  be  recalled  that,  in  the  panic  of 
1907,  a  situation  arose  in  which  it  was 
impossible  to  get  cash  returns  on 
checks  sent  for  collection  to  banks  in 
certain  centers,  and  that  the  machin- 
ery of  check  collection  and  domestic 
exchange  practically  broke  down.  Such 
a  development  is  extremely  unlikely 
under  the  operation  of  the  Federal 
Reserve  check-collection  system  sup- 
ported by  the  borrowing  facilities  which 
the  Federal  Reserve  System  makes 
available  to  member  banks,  and  which 
should  enable  solvent  banks,  even  in 
time  of  severe  crisis,  to  make  payment 
for  checks  which  may  be  drawn  upon 
them. 

The  Federal  Reserve  check-collection 
system,  in  short,  provides  the  machin- 
ery necessary  to  accomplish  with 
maximum  efficiency  the  necessary 
function  of  presenting  and  collecting 
any  number  of  bank  checks  which  may 
result  from  the  iLse  of  this  most  con- 
venient instrument  in  the  settling  of 
transactions  of  every  kind. 
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Relations  of  Reserve  Banks  to  Member  Banks 

and 
Inter- Relations  of  Federal  Reserve  Banks 

By  R.  M.  GiDNEY 

Controller  at  Large,  Federal  Reserve  Bank  of  New  York 


THE  outstanding  characteristic  of 
the  American  banking  system — a 
tremendous  number  of  practically  in- 
dependent banks,  great  and  small — 
does  not  make  for  concerted,  uniform 
or  effective  action  in  dealing  with 
banking,  credit  and  currency  problems 
on  a  nation-wide  scale  and  in  a  broad 
way.  The  need  for  means  whereby 
these  numerous  independent  banks 
could  cooperate  for  mutual  protection 
and  for  greater  service  to  the  commerce, 
industry  and  agriculture  of  the  coun- 
try, has  long  been  recognized  by 
students  of  American  banking  organi- 
zation and  methods. 

The  solution  suggested  by  the  experi- 
ence of  other  countries  which  have 
highly  developed  systems  of  branch 
banking  supported  by  great  central 
banks,  has  never  seemed  acceptable  to 
the  American  public.  The  form  of 
organization  adopted  to  supply  the 
elements  formerly  lacking  in  American 
banking,  was  necessarily  designed  to  do 
so  without  diminishing  or  impairing 
the  independence  of  the  existing  bank- 
ing institutions.  The  Federal  Reserve 
System  was  created  to  enable  member 
banks,  while  operating  independently 
as  before,  to  mobilize  or  unite  their 
reserve  funds  and  make  them  more 
available  to  meet  demands  for  increased 
credit  accommodation  or  gold  with- 
drawals for  domestic  purposes  or  export. 
The  Federal  Reserve  Banks  were  to  be 
supplementary  to  an  already  existing 
system  consisting  of  some  7,500  na- 
tional banks  and  over  19,000  state 
institutions,  a  very  considerable  pro- 
portion   of    these    institutions    being 


expected  to  take  membership  and  thus 
give  to  the  system  the  support  neces- 
sary to  make  it  a  going  concern,  capable 
of  affording  to  its  members  the  facilities 
and  advantages  which  it  was  expected 
to  create.  The  provision  for  compul- 
sory membership  of  over  7,500  na- 
tional banks  then  in  existence  give 
assurance  of  ample  support  at  the  out- 
set. 

The  purpose,  then,  of  the  Federal 
Reserve  System  was  to  make  possible 
the  association  of  the  banks  of  the 
country  in  order  to  supply  the  elements 
of  mutual  protection,  service  and 
facilities  which  our  system  of  indepen- 
dent banks  had  lacked,  and,  in  its 
essential  features,  it  may  briefly  and 
accurately  be  described  as  a  great 
cooperative  banking  association.  It 
includes  at  this  time  about  8,200 
national  banks,  and  1,625  state  banks 
and  trust  companies.  The  latter  have 
become  members  voluntarily  under  the 
permissive  provision  of  the  Federal 
Reserve  Act. 

Reserve  Banks  Are  Private  Cor- 
porations 

The  circumstances  attending  the 
creation  of  the  Federal  Reserve  System 
and  the  distinctly  governmental  char- 
acter of  the  procedure  which  brought 
it  into  existence,  have  tended  to  create 
the  impression  that  the  Federal  Re- 
serve System  is  a  purely  governmental 
agency,  an  impression  strengthened  by 
the  highly  important  work  done  by  th'^ 
Federal  Reserve  Banks  acting  as  fiscal 
agents  of  the  government  in  selling  and 
handling  government  securities  during 
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and  since  the  War.  The  fact  is,  how- 
ever, that  the  twelve  Federal  Reserve 
Banks  are  private  corporations  organ- 
ized under  an  Act  of  Congress,  their 
only  stockholders  being  the  member 
banks  whose  stock  subscription  is  pro- 
portionate to  their  capital  and  surplus. 
Their  operations  are  directed  by  twelve 
boards  of  directors.  Two-thirds  of  the 
members  of  each  board  are  elected  by 
the  member  banks,  and  one-third  are 
appointed  by  the  Federal  Reserve 
Board.  Each  Federal  Reserve  Bank 
is  thus  operated  under  the  control  of  a 
board  of  directors  including  three 
government  representatives,  most  of 
whom  are  business  men,  three  bankers 
and  three  men  engaged  in  commerce, 
industry  or  agriculture,  but  not  con- 
nected as  officer  or  director  with  any 
bank.  The  directorates  of  the  Federal 
Reserve  Banks  include  not  only  bank- 
ers, but  also  men  experienced  and 
successful  in  various  lines  of  business, 
industry  or  agriculture.  This  feature 
of  the  relationship  between  the  Federal 
Reserve  Banks  and  their  members  is 
worthy  of  emphasis.  It  should  be 
understood  that  the  member  banks,, 
through  their  right  to  two-thirds  of  the 
directors  of  the  Federal  Reserve  Banks, 
are  in  control  of  the  actual  operations 
of  the  Federal  Reserve  Banks,  subject 
to  supervision  by  the  Federal  Reserve 
Board. 

Relations  between  Federal  Reserve 
Banks  and  their  members  have  growTi 
to  be  very  much  like  relations  between 
the  larger  banks  of  the  country  and 
their  out-of-town  correspondents.  The 
member  bank  stockholders  of  the 
Federal  Reserve  Banks  use  these 
Banks  as  depositaries  for  their  legal 
reserves  in  amounts  determined  by  law, 
thus  bringing  about  the  mobilization 
of  banking  reserves  contemplated  by 
the  Federal  Reserve  Act,  and  furnish- 
ing the  Federal  Reserve  Banks  with 
the  funds  which  are  the  basis  for  their 


operations.  These  relations  constitute 
the  minimum  which  may  exist  between 
the  Federal  Reserve  Banks  and  their 
members.  For  some  time  after  the 
organization  of  the  Federal  Reserve 
Banks,  a  very  large  proportion  of  the 
member  banks  did  not  transact  any 
business  through  them,  and  relations 
were  only  of  the  bare  minimum  above 
described. 

The  relationship  now  existing  between 
the  Federal  Reserve  Banks  and  their 
members  is  the  result  of  evolution  and 
is  far  closer  than  in  the  earlier  days  of 
the  System.  The  attitude  of  the  na- 
tional bank  officers  whose  institutions 
were  practically  drafted  into  the  Fed- 
eral Reserve  System  at  the  time  of  its 
establishment,  was  then  not  altogether 
friendly,  and  many  of  them  were 
strongly  antagonistic  to  the  new  Sys- 
tem and  openly  expressed  their  inten- 
tion to  have  as  little  to  do  with  it  as 
possible.  These  bankers  had  a  natural 
reluctance  to  break  or  impair  long 
established  ties,  and  felt  that  the 
Reserve  Banks  would  be  in  a  sense 
government  bureaus  and  would  adopt 
methods  involving  red  tape  and  afford- 
ing little  opportunity  for  close  and 
sympathetic  personal  relations.  Many 
believed  that  member  banks,  especially 
those  in  the  smaller  places,  would  have 
little  paper  of  a  character  eligible  for 
rediscount,  and  that  as  they  would  be 
obliged  to  continue  to  carry  reserves 
with  their  correspondents,  membership 
in  the  System  would  be  more  of  a  bur- 
den than  a  privilege. 

Those  entrusted  with  the  manage- 
ment of  the  Federal  Reserve  System, 
appreciating  and  understanding  the 
attitude  of  the  member  banks,  realized 
that  upon  them  devolved  the  duty 
of  so  conducting  the  Federal  Reserve 
Banks  as  to  disarm  criticism  and  to 
make  the  service  of  the  Reserve  Banks 
to  their  members  so  satisfactory  and 
convenient  that  those  who  had  antici- 
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pated  unpleasant  relations  would  be 
obliged  to  revise  their  opinions.  Not- 
withstanding this  forward-looking  at- 
titude on  the  part  of  the  managers  of 
the  Federal  Reserve  System,  progress 
toward  closer  relations  with  member 
banks  was  slow,  and  did  not  become 
really  appreciable  until  the  pressure  of 
problems  connected  with  war  financing 
in  1917  brought  about  a  fuller  utiliza- 
tion by  member  banks  of  the  facilities 
of  the  Federal  Reserve  System  and 
consequently  a  better  understanding  of 
its  possibilities  for  service. 

War  Loans   a   Cementing   Factor 

To  the  Federal  Reserve  Banks  was 
given  the  great  task  of  organizing  in 
their  respective  districts  distributing 
agencies  for  the  huge  loans  which  the 
government  found  it  necessary  to  float 
and  for  this  undertaking  the  aid  and 
support  of  bankers,  both  member  and 
non-member,  was  sought  and  obtained. 
The  splendid  efforts  of  those  associated 
in  this  work  may  be  inferred  from  re- 
sults. The  close  relationship  thus  de- 
veloped and  the  splendid  cooperation  of 
the  bankers  with  the  Federal  Reserve 
Banks  in  placing  the  government's 
loans,  made  for  understanding  and 
mutual  appreciation  between  the  Re- 
serve Banks  and  their  members  to 
such  an  extent  that  long  before  the 
work  of  government  financing  had 
ceased  to  require  the  most  active  efforts 
of  those  engaged  in  it,  the  attitude  of 
the  member  banks  had  changed  from 
passive  toleration  or  outspoken  antag- 
onism, to  an  attitude  on  the  part  of 
the  majority  of  the  member  banks 
distinctly  friendly  to  the  Federal  Re- 
serve System. 

With  war-time  activity,  came  de- 
mand for  credit  expansion  which 
brought  into  play  the  loaning  function 
of  the  Federal  Reserve  Banks,  Mem- 
ber banks  which  had  been  skeptical  of 
the  value  of  the  Federal  Reserve  System 


and  had  doubted  the  necessity  for  its 
existence,  found  themselves  obliged  to 
borrow  if  they  were  to  do  their  part  in 
war  finance,  and  for  the  first  time  a 
convincing  illustration  of  the  value  of 
the  loaning  activities  of  the  Reserve 
Banks  was  given.  Member  banks  soon 
found  that  borrowing  at  Reserve  Banks 
did  not  involve  unnecessary  formality 
or  red  tape,  as  the  loan  policies  of  the 
Reserve  Banks  have  in  general  been 
along  very  liberal  lines.  Loan  applica- 
tions have  uniformly  been  acted  upon 
promptly  on  day  of  receipt,  so  that  a 
member  bank  sending  in  paper  for 
rediscount  can  count  upon  receiving 
credit  for  the  proceeds  thereof  as 
promptly  as  if  it  were  a  remittance  of 
bank  drafts.  Promptness,  liberality  of 
treatment  and  willingness  to  meet  all 
proper  demands,  which  characterized 
the  loan  activities  of  the  Reserve 
Banks,  were  most  potent  factors  in 
bringing  about  a  better  understanding 
with  their  members. 

Quick  Meeting  of  Currency  Needs 

At  the  same  time  the  ability  of  the 
Federal  Reserve  Banks,  through  their 
power  of  note  issue,  to  supply  the  rapid- 
ly expanding  currency  needs  of  the 
country,  led  to  free  development  of  this 
function.  The  process  by  which  Fed- 
eral Reserve  notes  are  issued  and  re- 
deemed is  perhaps  worthy  of  a  brief 
description  here.  A  member  bank 
desiring  currency  or  coin,  requests  the 
Federal  Reserve  Bank  to  charge  its 
account  and  if  it  finds  itself  with  more 
currency  than  it  desires  to  retain  in 
vault,  or  has  currency  which  is  no 
longer  fit  for  use,  it  forwards  the  sur- 
plus to  the  Federal  Reserve  Bank  for 
credit.  The  Reserve  Banks  pay  the 
cost  of  shipping  currency  or  coin  both 
ways,  thus  facilitating  the  prompt 
redemption  of  currency  which  is  in 
excess  of  the  immediate  needs  of  the 
country  and  enabling  member  banks 
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to  operate  with  a  minimum  of  vault 
reserve.  The  payment  of  cost  of  ship- 
ment of  currency  to  the  member  banks 
was  developed  by  the  Federal  Reserve 
Banks  in  an  effort  to  give  member 
institutions  outside  of  the  Federal 
Reserve  cities  as  nearly  as  possible  simi- 
lar service  to  that  given  banks  in  the 
Federal  Reserve  cities.  A  similar  pol- 
icy for  shipments  of  currency  received 
from  member  banks  was  adopted  as  an 
incident  to  par  check  collection,  with 
the  object  of  eliminating  any  element 
of  cost  to  a  member  bank  in  remitting 
for  checks  sent  it  for  collection  by  the 
Federal  Reserve  Bank. 

Check  Collection  Plan  Progressed 
Slowly 

The  Federal  Reserve  check  collec- 
tion, on  the  other  hand,  was  long  an 
obstacle  to  the  development  of  close 
relations  with  member  banks  because 
of  the  opposition  of  many  of  the  banks 
in  smaller  places  to  the  change  in 
practice  which  this  System  involved. 
The  collection  of  checks  through  the 
Reserve  Banks  has,  however,  made 
tremendous  gro^^'th,  and  each  Federal. 
Reserve  Bank  now  sends  daily  letters 
containing  checks  for  collection  to 
j)ractically  all  of  the  banks  of  its  dis- 
trict, Vjoth  member  and  non-member. 
Similar  contact  results  from  the  col- 
lection of  notes,  drafts,  bills  of  ex- 
change, coupons,  maturing  bonds,  etc., 
which  is  undertaken  by  the  Federal 
Reserve  Banks. 

Other  important  facilities  are  trans- 
ferring funds  by  wire  between  various 
sections  of  the  country  without  charge 
to  the  member  bank  and  the  safekeep- 
ing of  securities — the  Federal  Reserve 
Bank  of  New  York  alone  now  holding 
in  this  manner  for  its  members  $1,239,- 
21o,899  of  bonds  and  other  securities. 
In  all  the  transactions  between  the 
Federal  Reserve  Banks  and  their 
members,  the  attitude  of  the  Reserve 


Banks  is  like  that  of  any  other  bank 
dealing  with  correspondents,  and  mat- 
ters arc  handled  along  banking  lines,  a 
fact  which  has  had  much  to  do  with 
the  development  of  the  close  relations 
which  now  exist  between  Reserve 
Banks  and  their  members 

Better  Banking  Methods 

An  important  influence  has  been 
exerted  by  the  Federal  Reserve  Banks 
making  for  improvement  of  banking 
methods  on  the  part  of  member  banks. 
The  practice  of  obtaining  financial 
statements  from  borrowers  has  become 
much  more  general  because  there  is  the 
possibility  that  the  member  bank  may 
later  desire  to  rediscount  the  paper 
with  the  Federal  Reserve  Bank,  and 
also  because  the  requirement  of  bor- 
rowers' statements  (for  notes  of  $5,000 
or  over)  by  the  Federal  Reserve  Banks 
has  had  the  effect  of  standardizing  this 
practice  and  leading  to  its  adoption  by 
banks  wliich  had  formerly  not  consid- 
ered it  feasible.  Membership  in  the 
Federal  Reserve  System  has  made  for 
important  changes  in  the  character  of 
bank  investments,  mainly  in  the  direc- 
tion of  greater  liquidity.  Banks  which 
had  formerly  carried  bonds  or  call  loans 
on  stock  exchange  collateral  as  their  so- 
called  secondary  reserve,  have  adopted 
the  sound  practice  of  diversifying 
their  investments  by  adding  to  their 
portfolios  commercial  paper  purchased 
in  the  open  market  and  such  highly 
liquid  elements  as  bankers'  acceptances 
and  United  States  certificates  of  indebt- 
edness. Thus  they  have  placed  them- 
selves in  much  stronger  position  as  to 
availability  of  funds  to  meet  with- 
drawals by  carrying  adequate  amounts 
of  paper  available  for  rediscount  or  sale, 
and,  also,  at  least  a  moderate  amount 
of  paper  of  short  maturity.  This  im- 
])rovement  in  the  distribution  and 
Hquidity  of  member  banks'  investment 
holdings  has  enabled  them  with  safety 
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to  invest  their  funds  more  closely  than 
ever  before  with  resulting  increase  in 
profit. 

In  the  important  matter  of  check 
collections,  also,  the  practice  of  the 
Federal  Reserve  Banks  of  deferring 
credit  on  out-of-to'WTi  checks  a  suffi- 
cient time  to  permit  of  their  actual  col- 
lection, has  led  to  realization  of  the  im- 
portance of  promptness  in  the  handling 
of  out-of-towTi  checks,  and  closer  analy- 
sis than  formerly  of  accounts  involving 
the  element  of  collection  time.  The 
direct  activities  of  the  Federal  Reserve 
Banks  in  collecting  checks  for  their 
members  has  reduced  very  materially, 
and  perhaps  cut  in  half,  the  time  re- 
quired to  collect  out-of-town  checks, 
and  encouragement  has  also  been  given 
to  member  banks  to  form  county  clear- 
ing houses  so  that  banks  in  neighboring 
to^vns  may  exchange  with  each  other 
and  still  further  reduce  the  time  re- 
quired for  collection  of  such  checks. 

Banks  Need  Less  Cash  in  Vault 

More  economical  methods  as  to  the 
holding  of  vault  cash  by  member  banks 
have  been  made  possible  by  improved 
facilities  for  obtaining  currency  and 
coin,  and  by  legislation  enacted  in  1917, 
relieving  member  banks  from  the 
former  requirement  for  a  fixed  amount 
of  cash  in  vault.  In  October,  1914,  the 
7,571  national  banks  of  the  country 
held  cash  in  vault  equal  to  16.4  per 
cent  of  their  deposits.  On  June  30, 
1921,  9,745  member  banks  held  vault 
cash  equal  to  only  2.6  per  cent  of  their 
deposits. 

The  influence  of  the  Federal  Reserve 
Banks  making  for  improvement  in  the 
technical  features  of  bank  operation, 
though  not  readily  measured,  has  been 
of  fundamental  importance  and  is 
among  the  most  beneficial  results  of  the 
System's  operations,  especially  when 
considered  with  full  realization  of  the  im- 
portance in  modem  economic  organiza- 


tion of  a  banking  machinery  adapted  to 
the  great  tasks  which  devolve  upon  it. 

For  obvious  reasons  no  publicity  has 
been  given  to  a  highly  important  Re- 
serve Bank  activity,  the  assistance  of 
member  banks  which  for  any  reason 
find  themselves  in  a  dangerous  position; 
and  the  confidential  character  of  this 
relationship  precludes  other  than  a  very 
general  statement  concerning  it.  In  a 
considerable  number  of  instances  the 
Reserve  Banks  have  not  only  extended 
assistance  in  the  way  of  loans,  but  have 
also  loaned  members  of  the  Reserve 
Bank  staff  to  assist  the  institutions 
through  their  difficulties,  with  the 
result,  in  a  number  of  instances,  that 
institutions  which  would  otherwise 
have  been  forced  to  succumb,  have  been 
rehabilitated  and  are  now  in  successful 
operation. 

Close  relations  with  member  banks 
have  also  been  assisted  in  some  dis- 
tricts by  conferences  of  member  bankers 
with  Federal  Reserve  Bank  officers,  at 
which  the  operations  and  functions  of 
the  Federal  Reserve  Banks  were  clearly 
and  fully  explained,  and  also  by  visits 
to  member  banks  at  their  home  offices, 
made  by  Reserve  Bank  representatives. 
The  officers  of  the  Federal  Reserve 
Banks  realize  an  obligation  to  extend 
a  service  of  high  order  to  member 
banks,  and  to  promote  cooperation 
along  banking  lines  rather  than  to  take 
an  attitude  which  might  lead  member 
banks  to  feel  that  they  were  dealing 
with  a  distant  and  impersonal  organiza- 
tion operated  as  a  government  agency. 
In  other  words,  the  Federal  Reserve 
Banks  have  undertaken  to  function  as 
bank's  and  to  conduct  their  relations 
with  member  banks  along  much  the 
same  lines  as  those  by  which  the  larger 
banking  institutions  of  the  country  have 
in  the  past  so  successfully  conducted 
their  relations  ^v^th  out-of-town  corres- 
pondents. The  highly  satisfactory  re- 
sults of  this  policy  are  to  be  found  in 
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the  friendly  attitude  which  is  now  mani- 
fest on  the  part  of  member  banks 
toward  the  Federal  Reserve  Banks. 

Inter-relations  of  Reserve  Banks 

The  establishment  of  twelve  regional 
Federal  Reserve  Banks  rather  than  of 
a  central  bank,  was  in  keeping  with  the 
great  area  of  our  coimtry,  which  might 
be  considered  as  making  the  establish- 
ment of  one  great  central  bank  of 
doubtful  advantage,  and  with  the 
American  predilection  for  the  minimum 
of  banking  centralization.  The  twelve 
Federal  Reserve  Banks  were  to  be,  and 
are,  operated  each  by  its  own  board  of 
directors,  and  each  is  to  a  very  large 
degree  an  independent  entity,  having 
power  to  deal  with  the  problems  arising 
within  its  own  district  according  to  the 
judgment  of  its  directors  and  officers. 
This  has  given  opportunity  for  the 
development  of  a  considerable  degree 
of  individuality  in  personnel  and 
methods,  and  for  the  control  of  each 
Federal  Reserve  Bank  by  men  familiar 
with  the  business  of  the  district. 

Counteracting  to  a  considerable  de- 
gree this  tendency  to  individuality  in 
the  management  and  operations  of  the 
several  Federal  Reserve  Banks,  is  the 
influence  of  common  function  and  pur- 
pose, of  interbank  contact,  and,  also, 
the  supervision  of  the  Federal  Reserve 
Board.  The  practically  identical  rela- 
tionship of  each  Reserve  Bank  to  its 
members  and  the  similarity  of  func- 
tions, led  early  to  efforts  to  coordinate 
action  on  all  matters  possible  of  com- 
mon solution.  Even  before  the  organi- 
zation of  the  Federal  Reserve  Board 
and  the  Federal  Reserve  Banks,  the 
preliminary  Organization  Committee 
had  prepared  plans  for  accounting  and 
methods  which  were  to  a  considerable 
extent  used  ]>\  the  Reserve  Banks  when 
organized,  though  modified  in  many 
ways  as  experience  showed  need  for 
change. 


A  conference  of  governors  and  direc- 
tors of  all  Federal  Reserve  Banks  pre- 
ceded the  actual  opening  of  the  Banks. 
Problems  of  general  policy  before  the 
Banks  and  the  Federal  Reserve  Board, 
have  been  the  subject  of  discussion  at 
conferences  held  from  time  to  time  by 
governors  and  Federal  Reserve  agents. 
Numerous  conferences  have  also  been 
held  by  representatives  of  the  Reserve 
Banks  to  deal  with  the  more  technical 
features  of  operation,  such  as  account- 
ing and  auditing  methods,  check  col- 
lections, employment  methods  and 
other  similar  problems.  The  spirit  of 
cooperation  and  willingness  to  take 
counsel  together,  evidenced  at  these 
conferences,  has  been  typical  of  the 
everyday  relations  between  the  Reserve 
Banks  and  has  resulted  in  the  develop- 
ment of  a  close-knit  system  in  which 
the  several  units,  though  independent 
in  management,  work  together  to  ob- 
tain for  their  members  and  the  public 
the  advantages  to  be  derived  from  a 
unified  banking  system. 

The  results  of  cooperation  among 
the  Federal  Reserve  Banks  are  in  some 
cases  very  tangible,  as,  notably,  the 
country-wide  check  collection  system, 
the  establishment  of  facilities  for  trans- 
fers of  funds  over  the  private  wires 
between  Federal  Reserve  Banks,  the  es- 
tablishment of  a  Gold  Settlement  Fund 
through  which  has  been  obviated  the 
necessity  of  gold  shipments  between 
different  parts  of  the  country,  and, 
perhaps  most  important  of  all,  the  facil- 
ities for  interbank  rediscounts  by  means 
of  which  seasonal  loan  demands  may 
be  met  by  the  Reserve  Banks  whose 
positions  are  relatively  strong  and  who 
loan  to  those  on  which  the  pressure  is 
greatest.  The  advantage  claimed  for 
a  central  bank  with  ability  to  direct  the 
flow  of  loanable  funds  to  the  point  of 
maximum  need,  appears  to  have  been 
attained  through  this  arrangement,  as 
interbank  rediscounts  have  been  freely 
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and  voluntarily  made  in  such  amounts 
as  were  necessary  to  meet  the  heavy 
loan  demands  in  many  districts  which 
would  otherwise  have  found  themselves 
with  greatly  impaired  reserves. 

The  heaviest  borrowers  relatively 
have  been  the  Federal  Reserve  Banks  in 
the  agricultural  sections,  the  lenders  be- 
ing usually  the  banks  in  sections  whose 
activities  are  predominantly  industrial. 
The  interbank  loans  at  their  high  point 
were  as  shown  in  the  table  below: 


action  of  Congress.  The  policy  of  the 
Reserve  Board,  as  revealed  in  its  rul- 
ings and  the  public  utterances  of  its 
members,  has  been  consistently  to 
refrain  from  performing  operating  func- 
tions in  connection  with  the  manage- 
ment of  the  Reserve  Banks  and  to  make 
its  field  of  activity  the  supervision  and 
coordination  of  twelve  practically  inde- 
pendent regional  reserve  institutions. 
Its  rulings  and  regulations  have  served 
to  interpret  and  apply  the  law  under 


Inter-Bank  Loans  of  Federal  Reserve  Banks 

Lenders 


Borrowers 

Per- 
cent- 

Bank 

Amount 

Reserve 

ages 

Before 

After 

New  York... 

.     $49,305,000 

35.3 

38.6 

Richmond.  .  . 

.       19,900,000 

35.4 

45.8 

Atlanta 

.       37,758,000 

23.2 

40.5 

Chicago 

.       13,050,000 

37.9 

39.5 

St.  Louis .... 

.       40,410,000 

21.0 

41.3 

Minn 

.       27,204,000 

17.0 

39.0 

Kansas  City.. 

.       45,807,000 

17.4 

42.5 

Dallas 

.       33,944,000 

13.2 

40.9 

Total.  . . 

.  $267,378,000 

Bank 


Amount 


Boston $85,890,000 

Phila 42,722,000 

Cleveland 137,874,000 

San  Francisco. .  .  886,000 


Reserve 
Before 
72.0 
63.8 
80.5 
45.2 


Per- 
cent- 
ages 
After 
51.1 
52.3 
52.3 
44.9 


$267,378,000 


The  chart  on  page  94  illustrates 
graphically  the  movements  of  reserves 
of  the  Federal  Reserve  Banks,  evidenc- 
ing the  pressure  of  demand  for  loans 
which  could  be  safely  met  only  by 
rediscounting. 

Reserve  Board's  Influence  for 
Unity 

Strong  as  were  the  forces  which  hav^e 
been  mentioned  in  making  for  close 
relations  and  cooperation  on  the  part 
of  the  Federal  Reserve  Banks,  the 
position  of  the  Federal  Reserve  Board, 
as  the  central  element  in  the  Federal 
Reserve  organization,  is  one  of  such 
great  influence  that  its  policies  may  be 
regarded  as  in  large  measure  responsible 
for  the  course  which  has  been  taken  in 
the  development  of  the  System  pro- 
vided for   in   general   outline   by  the 


which  the  Reserve  Banks  operate,  and 
also  to  bring  about  general  uniformity 
in  the  policies  of  the  Reserve  Banks, 
while  leaving  a  large  discretion  to  the 
management  of  each  Bank  as  to  the 
acceptance  or  rejection  of  individual 
paper,  offered  for  rediscount,  and  as  to 
other  problems  of  operation. 

Thus  there  has  been  noted  in  the 
operations  of  the  Federal  Reserve  Sys- 
tem a  combination  of  uniformity  of 
policy  and  flexibilitj^  of  everyday  opera- 
tion which  would  be  difficult  or  per- 
haps impossible  under  a  system  where 
the  operating  function  was  controlled 
by  a  central  body.  A  tendency  toward 
similarity  of  discount  rates  at  the 
several  Reserve  Banks  has  been  ap- 
parent, though  differences  in  condi- 
tions have  prevented  and  are  likely  to 
prevent  complete  uniformity  in  this 
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Reserve  Percentages  Fedkral  Reserve  Banks  Before  Interbank  Accommodations 
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particular.  Practices  as  to  check  clear- 
ing and  collection,  collection  of  notes 
and  drafts,  suppljnng  currency  and 
coin,  and  loaning  operations,  are  much 
alike  at  the  different  Reserve  Banks, 
yet  each  Bank  may,  independently 
within  the  limits  set  by  the  law  and  the 
Federal  Reserve  Board's  ruling  and 
regulations,  perfect  and  improve  its 
methods  of  operation  at  its  own  option. 


The  Federal  Reserve  Board  has 
made  very  clear  that  the  Federal  Re- 
serve System  is  not  a  central  bank  or  its 
equivalent,  but  that  the  twelve  Federal 
Reserve  Banks  are  independent  insti- 
tutions over  which  the  Federal  Reserve 
Board  exercises  supervisory  authority, 
without  attempting  to  participate  di- 
rectly in  the  management. 

It  thus  appears  that  the  advantages 
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to  be  expected  from  the  free  flow  of 
cretlit  from  one  part  of  the  country  to 
the  other  to  meet  demands  for  com- 
mercial, industrial  or  agricultural  pur- 
poses, are  supplied  by  the  inter-bank 
rediscounting  feature  of  the  Federal 
Reserve  System,  but  that  the  aim  of 
having  the  problems  of  each  district 
entrusted  to  directors  living  within  the 


district  and  to  officers  closely  familiar 
with  these  problems,  ^nth  full  discre- 
tion and  power  to  act  within  their  own 
districts,  has  also  been  attained.  The 
Federal  Reserve  System  may  be  said  to 
give  the  advantages  of  the  mobilization 
and  centralization  of  banking  reserves 
while  preserving  the  typically  American 
freedom  from  highly  centralized  control . 


The  Evolution  and  Practical  Operation  of  the  Gold 

Settlement  Fund 

By  George  J.  Seay 

Governor  of  the  Federal  Reserve  Bank  of  Richmond 


IT  is  difficult  to  realize  that  only 
seven  years  have  elapsed  since  the 
establishment  of  the  Federal  Reserve 
Banks.  During  that  period,  matters 
of  such  tremendous  import  to  the 
world  have  happened  and  develop- 
ments in  banking  and  finance  have 
)>een  so  revolutionary  in  their  nature 
and  size  that  we  have  a  full  under- 
standing of  the  feelings  of  the  small  boy 
of  seven  who  declared  that,  although 
only  seven,  judging  by  the  experience 
he  had  had,  he  was  'most  a  hundred. 
Since  1914,  the  resources  of  the  banks 
of  the  United  States  have  grown  from 
27  billions  of  dollars  to  53  billions,  and 
bank  clearings  have  grown  from  155 
billions  to  451  billions.  In  measuring 
the  national  debt,  the  income  of  the 
Treasury  and  taxation,  the  unit  is  no 
longer  a  million  but  a  billion. 

All  the  momentous  and  tragic  ex- 
periences of  life  leave  an  impression 
upon  the  mind  of  having  occupied  a 
prolonged  period.  Therefore,  it  seems 
that  the  Federal  Reserve  System  has 
been  operating  for  a  period  much 
longer  than  that  measured  by  seven 
calendar  years.  As  a  matter  of  fact, 
it  has,  beyond  doubt,  developed  in 
those  seven  years  at  a  pace  far  more 


rapid  than  could  have  been  expected 
in  normal  times.  The  country  seems 
accustomed  and  seasoned  to  the  opera- 
tions of  the  Federal  Reserve  System, 
but,  it  becomes  apparent  from  time  to 
time  that  many  people  and  even  many 
banks  have  not  a  full  appreciation  of 
the  accomplishments  of  the  System  or 
a  full  understanding  of  the  fact  that 
financial  transactions  of  the  magnitude 
developed  w^ithin  these  seven  years 
were  rendered  possible  only  by  the 
operation  of  the  System. 

The  country  banker,  when  he  sends 
his  checks  and  collection  items  to  his 
city  correspondent,  may  think  that 
thereby  he  is  creating  exchange.  This 
is  but  the  first  and  the  lowest  step  in 
the  creation  of  exchange.  The  proc- 
esses involved  in  the  collection  and 
final  settlement  of  such  items  are 
numerous  and  they  constitute  the 
fabric  of  exchange.  The  Federal  Re- 
serve System  has  developed  the  most 
comprehensive  and  most  effective  sys- 
tem of  exchange  known  to  the  banking 
world. 

The  Federal  Reserve  Banks  act  as 
clearing  houses  for  their  members,  and 
the  various  transactions  engaged  in  by 
these  banks  create  balances  between 
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them  and  their  nieiubers  and  between 
each  other.  The  Federal  Reserve 
Board  has  set  up  machinery  which 
operates  as  a  clearing  house  between 
Federal  Reserve  Banks,  and  the  Gold 
Settlement  Fund  is  the  heart  of  the 
System. 

Therefore,  an  account  of  the  evolu- 
tion and  the  practical  operation  of  the 
Gold  Settlement  Fund,  through  which 
final  payment  is  made  for  that  vast 
volume  of  credit  instruments  circu- 
lating throughout  the  country,  must 
contribute  to  a  better  understanding 
of  the  System  as  a  whole. 

Early  Need  of  Inter-Bank 
Settlement  Machinery 

Under  the  terms  of  the  Federal 
Reserve  Act,  the  Federal  Reserve 
Board,  in  Section  16,  was  authorized 
at  its  discretion  to  exercise  the  func- 
tions of  a  clearing  house  for  Federal 
Reserve  Banks.  It  is  not  to  be  sup- 
pos?d  that  there  dwelt  in  the  minds  of 
the  framers  of  this  provision  of  the  Act 
any  well-defined  conception  of  the 
manner  in  which  this  function  would 
be  exercised  and  least  of  all  of  the 
nature  and  magnitude  of  the  settle- 
ments which  this  "clearing  house" 
would  be  called  upon  to  make  within 
such  a  short  period  of  time. 

During  the  early  days,  after  the 
organization  of  the  Federal  Reserve 
Banks  in  November,  1914,  they  were 
occupied  chiefly  by  the  receipt  of  pay- 
ments of  subscriptions  to  capital  stock 
and  wath  the  receipt  from  member 
banks  of  deposits  setting  up  the  reserve 
required  by  the  Act.  Payments  on 
account  of  subscriptions  to  capital 
stock  were  required  to  be  made  in  gold 
or  gold  certificates.  Reserve  deposits 
were  required  to  be  made  either  in  gold 
or  lawful  money,  except  that  Federal 
Reserve  Banks  were  authorized  to 
receive  as  reserve  not  exceeding  one- 
half  of  each  installment  payment   in 


eligible  paper,  as  described  in  Section 
14.  That  is  to  say,  member  banks 
were  permitted  to  rediscount  at  that 
time  with  their  Federal  Reserve  Bank 
to  this  extent  in  establishing  reserves. 

Under  date  of  November  25,  1914, 
a  circular  was  issued  by  the  Federal 
Reserve  Bank  of  Richmond,  advising 
its  members  that  the  bank  was  ready 
to  commence  rediscounting  in  the 
regular  course  of  business  and  in  a 
position  to  furnish  Federal  Reserve 
notes  for  the  proceeds  of  rediscounts. 
The  member  banks  had  previously 
been  advised  that  collections  and 
clearings  could  not  be  undertaken  at 
the  beginning  and  that,  therefore, 
active  accounts  of  member  banks 
could  not  be  established  until  further 
notice.  They  were  advised,  however, 
that  after  initial  payments  of  reserve 
had  been  made,  checks  drawn  on  any 
member  bank  in  the  cities  of  Rich- 
mond, Washington  and  Baltimore, 
all  within  the  district,  would  be  re- 
ceived for  the  credit  of  the  members. 
The  member  banks  were  cautioned, 
however,  that  while  the  Richmond 
bank  was  accepting  checks  on  banks  in 
the  reserve  cities  of  the  Fifth  District 
"it  is  not  intended  at  this  stage  that 
the  Reserve  Bank  shall  be  used  merely 
to  transfer  balances  in  one  place  in 
order  to  make  them  available  in 
another,"  and  further  "members  are 
expected  to  use  their  present  clearing 
connections  for  making  collections 
until  greater  preparation  has  been 
made  for  clearing." 

Notwithstanding  the  restricted  na- 
ture of  the  business  conducted  at  that 
time,  balances  in  excess  of  the  required 
reserve  were  created,  and  checks 
against  these  balances  found  their  way 
into  other  districts.  No  machinery 
had  been  set  up  to  effect  settlements 
between  Federal  Reserve  Banks,  but 
it  was  the  understanding  that  any 
Federal  Reserve  Bank  would  have  the 
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right  to  call  upon  any  other  for  remit- 
tances in  gold  to  effect  settlement  of 
balances  between  the  two. 

At  that  time  of  the  year  (December) 
the  flow  of  fmids  was  towards  New 
York,  and,  as  a  result  of  the  practice 
of  receiving  from  member  banks  for 
credit  checks  on  their  balances  in  the 
reserve  cities  of  this  district  and  then 
permitting  the  banks  to  check  on  such 
balances — which  checks  were  usually 
sent  to  New  York  in  order  to  create 
exchange — the  Federal  Reserve  Bank 
of  Richmond  became  in  debt  to  the 
Federal  Reserve  Bank  of  New  York 
for  several  millions  of  dollars.  To 
place  restraint  upon  this  practice  it 
became  necessary  to  advise  member 
banks  that  such  checks  deposited  with 
the  Federal  Reserve  Bank  for  the  pur- 
pose of  creating  exchange  would  be 
subject  to  a  charge  for  collection,  in 
accordance  with  Section  16  of  the  Act. 
On  January  18,  1915,  in  sending  out 
notification  of  the  second  installment 
due  on  capital  stock  subscriptions, 
members  were  advised  that  payments 
could  be  made  by  means  of  checks  on 
national  banks  in  New  York  City 
instead  of  in  gold.  This  was  done  for 
the  purpose  of  reducing  the  debt  of  the 
Richmond  Bank  to  the  New  York 
Bank,  thus,  to  that  extent,  avoiding 
settlement  with  the  New  York  Bank 
in  gold. 

It  will  be  apparent  that  very  early  in 
the  operation  of  the  System  the  neces- 
sity for  providing  the  machinery  for 
making  settlement  between  Federal 
Reserve  Banks  was  a  pressing  one,  and 
dm*ing  that  time  careful  study  was 
being  given  to  the  question,  both  by 
the  Federal  Reserve  Board  and  the 
officers  of  the  Federal  Reserve  Banks. 

Establishment  of  the  Gold 
Settlement  Fund 

Prior  to  the  organization  of  Federal 
Reserve  Banks,  a  report  was  made  to 


the  Reserve  Bank  Organization  Com- 
mittee, by  those  whose  services  were 
engaged  for  the  purpose,  which  con- 
tained many  practical  suggestions  as  to 
the  organization  and  operation  of  Fed- 
eral Reserve  Banks.  Among  these  was 
a  suggestion  for  a  "Federal  Reserve 
Clearing  House,"  which  involved  the 
deposit  of  a  certain  sum  of  gold  by 
each  Federal  Reserve  Bank  with  the 
Federal  Reserve  Board  or  with  any 
Federal  Reserve  Bank  designated  by 
the  Board  to  act  as  a  clearing  agent 
and  settle  balances  between  Federal 
Reserve  Banks  by  means  of  book 
entries  made  by  a  settling  agent  or  by 
certificates  issued  by  the  settling  agent. 

At  the  first  conference  of  the 
governors  of  the  banks,  held  with  the 
Board  in  Washington,  December  10, 
11  and  12,  1914,  a  special  committee 
was  appointed  to  study  the  subject 
and  report  to  the  next  conference. 
At  the  second  conference  held  in 
Washington,  January  20-23,  1915,  the 
report  of  the  committee  was  received, 
discussed  by  the  conference,  and,  with 
several  amendments,  was  submitted  to 
the  Federal  Reserve  Board.  The  plan 
submitted  to  the  Board  by  this  con- 
ference was  substantially  that  outlined 
in  the  report  of  the  preliminary  com- 
mittee on  organization,  though  many 
details  were  submitted  by  the  con- 
ference. The  Board  took  the  matter 
under  consideration  and  announced  in 
April,  1915,  that  the  plan  of  settlement 
between  Federal  Reserve  Banks  had 
been  completed  and  would  become 
effective  about  the  middle  of  May, 
1915. 

In  the  meantime,  all  the  Federal 
Reserve  Banks  had  been  maintaining 
accounts  with  one  another,  which 
accounts,  of  course,  were  affected  by 
all  interdistrict  transactions. 

Under  date  of  May  8,  1915,  the 
Federal  Reserve  Board  issued  its 
Bulletin  No.  13,  Series  of  1915,  out- 
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lining  the  plan  of  clearing  between 
Federal  Reserve  Banks.  The  plan 
was  designed  to  effect  settlements  of 
all  balances  then  outstanding  and 
thereafter  to  settle  accounts  between 
Federal  Reserve  Banks  weekly.  The 
following  is  a  brief  statement  of  the 
principal  feature  of  the  plan:  Each 
Federal  Reserve  Bank  was  required  to 
forward  to  the  Treasury  at  Washington 
or  the  nearest  subtreasury  for  credit 
in  the  account  of  the  Gold  Settlement 
Fund  one  million  dollars  in  gold,  gold 
certificates  or  gold  order  certificates, 
in  addition  to  an  amount  at  least  equal 
to  its  net  indebtedness  to  all  Federal 
Reserve  Banks. 

The  Treasury  Department  under- 
took to  advise  the  Federal  Reserve 
Banks  of  the  receipt  of  the  funds  and 
undertook  further  to  deliver  to  the 
Federal  Reserve  Board  gold  certificates 
payable  to  the  order  of  the  Federal 
Reserve  Board  ia  denominations  of 
ten  thousand  dollars,  covering  the  sum 
so  deposited.  Each  Federal  Reserve 
Bank  was  required  to  make  such 
payment  into  the  Gold  Fund  from 
time  to  time  as  might  be  necessary  to 
maintain  the  balance  to  its  credit  in  the 
Fund  at  one  million  dollars.  Federal 
Reserve  Banks  having  balances  in 
excess  of  one  million  dollars,  as  a 
result  of  clearing  operations,  were 
allowed  to  withdraw  the  excess  at  will, 
payment  to  be  made  by  shipment  of 
gold  order  certificates  to  the  said  bank 
by  the  Board,  or  payment  through  the 
nearest  subtreasury. 

The  Board  kept  a  set  of  books  in 
which  there  was  an  account  for  each 
Federal  Reserve  Bank,  showing  at  all 
times  the  amount  of  gold  held  for  each 
bank.  The  gold  order  certificates 
representing  the  gold  held  by  the 
Treasury  were  kept  in  a  safe  in  the 
Treasury  vaults  set  apart  for  the  ex- 
clusive use  of  the  Board,  to  be  opened 
only  in  the  presence  of  two  persons 


designated  by  the  Secretary  and  two 
designated  by  the  Board.  The  balance 
of  each  Federal  Reserve  Bank  in  the 
Gold  Fund  was  permitted  to  be 
counted  as  a  part  of  the  gold  reserve  of 
the  bank.  Each  Federal  Reserve 
Bank  was  required  to  keep  two  ac- 
counts with  every  other  Federal  Re- 
serve Bank,  one  showing  the  total 
amount  due  to  the  other  Federal 
Reserve  Bank  and  the  other,  the 
amount  due  from  the  other  Federal 
Reserve  Bank. 

The  first  settlement,  being  historic, 
will  be  described.  It  was  made  in  the 
following  manner.  At  the  close  of 
business,  Wednesday,  May  19,  1915, 
each  Federal  Reserve  Bank  advised 
the  Federal  Reserve  Board  by  wire  the 
amomit  in  even  thousands  due  by  it 
to  each  other  Federal  Reserve  Bank  as 
of  that  day.  On  Thursday,  May  20, 
the  settling  agent  appointed  by  the 
Board  telegraphed  each  Federal  Re- 
serve Bank  the  amount  of  credits  to 
its  settling  account,  giving  the  name 
of  each  bank  from  which  such  credits 
were  received,  also  the  net  debit  or 
credit  balance  in  the  settlement.  After 
the  receipt  of  these  advices,  but  not 
later  than  May  24,  each  Federal 
Reserve  Bank  was  required  to  put  into 
the  Gold  Fund  by  shipment  or  trans- 
fers of  gold  or  gold  certificates  of  the 
United  States,  directly  or  through  the 
nearest  subtreasury,  an  amount  suf- 
ficient to  cover  its  debit  balance,  if  any, 
and  to  establish  a  credit  balance  of  at 
least  one  million  dollars.  The  totals 
so  remitted  at  that  time  were  $18,450,- 
000.  The  Federal  Reserve  Banks 
made  appropriate  entries  in  their 
accounts  based  upon  the  report  of  the 
settling  agent.  Thus  the  Gold  Settle- 
ment Fund  was  launched.  Thereafter, 
settlements  were  made  weekly,  on 
Thursday,  upon  the  basis  of  figures  tele- 
graphed by  each  Federal  Reserve  Bank 
at  the  close  of  business  Wednesday. 


The  Gold  Settlement  Fund 


99 


The  Treasury  Department  had  not 
only  agreed  to  receive  remittances 
in  gold  and  to  issue  ten  thousand 
dollar  gold  order  certificates  to  the  Fed- 
eral Reserve  Board,  but  had  also  agreed 
to  allow  the  use  of  the  subtreasuries  in 
connection  with  remittances  and  with- 
drawals from  the  Gold  Fund  by 
Federal  Reserve  Banks.  It  was  under- 
stood and  agreed,  however,  that  if 
the  receipt  of  such  remittances  or  the 
making  of  such  payments  at  any  time 
involved  the  actual  shipment  of  gold 
from  the  Treasury  at  Washington  to  a 
subtreasury,  or  vice  versa,  the  expense 
of  such  shipments  should  be  borne  by 
the  Federal  Reserve  Banks. 

Commencement  of  an  Intra-District 

Clearing  Plan  by  Federal 

Reserve  Banks 

It  will  be  understood  that  the  bal- 
ances of  member  banks  with  their 
Federal  Reserve  Banks  were  affected 
chiefly  by  two  operations:  first,  by 
discount  operations,  and,  second,  by 
the  collection  of  checks  through  the 
Federal  Reserve  Bank.  Up  to  this 
time,  as  before  described,  the  collection 
of  checks  by  a  Federal  Reserve  Bank 
for  its  members,  even  within  its  own 
district,  had  been  very  limited.  In 
June,  1915,  most,  if  not  all,  of  the 
Federal  Reserve  Banks  put  into  opera- 
tion a  voluntary  plan  of  intra-district 
collections.  According  to  this  plan,  a 
Federal  Reserve  Bank  invited  all  of  its 
members  to  join  the  collection  plan, 
under  which  each  member  that  joined 
the  plan  could  send  to  the  Federal 
Reserve  Bank  checks  upon  every  other 
member  that  had  joined  the  plan  but 
upon  no  other  members  and  upon  no 
member  outside  of  its  own  district. 
The  Federal  Reserve  Bank  would  give 
the  sending  member  bank  immediate 
credit  for  such  checks  in  its  reserve 
account.  On  the  other  hand,  each  mem- 
ber bank  joining  the  plan  had  agreed 


that  upon  the  day  of  receipt  the 
Federal  Reserve  Bank  could  charge  its 
reserve  account  with  the  total  amount 
of  checks  drawn  upon  it. 

While  the  operations  of  this  plan 
did  not  primarily  involve  relations 
between  Federal  Reserve  Banks,  such 
relations  were  indirectly  involved. 
Clearings  under  the  plan  depleted  the 
reserve  accounts  of  some  members  and 
resulted  in  excess  balances  in  the  re- 
serve accounts  of  others.  The  member 
bank  whose  reserve  accounts  had  been 
depleted  had  to  remit  in  gold  or  lawful 
money  or  in  some  form  of  exchange 
acceptable  to  the  Reserve  Bank.  Other 
banks  whose  clearings  resulted  in 
excess  balances  had  the  right  to  check 
against  such  balances  and  checks  on 
one  Federal  Reserve  Bank  were  re- 
ceived for  credit  by  other  Federal 
Reserve  Banks.  These  transactions, 
in  so  far  as  they  affected  the  accounts 
between  Federal  Reserve  Banks,  tended 
to  increase  the  volume  of  the  weekly 
settlements  through  the  Gold  Settle- 
ment Fund.  It  is  because  of  this  fact 
that  a  description  is  given  of  the  early 
developments  of  a  collection  plan  by 
Federal  Reserve  Banks. 

In  addition  to  clearing  weekly. 
Federal  Reserve  Banks  had  the  privi- 
lege of  transferring  excess  balances  in 
the  Gold  Fund  to  other  Federal  Re- 
serve Banks  by  wire  or  letter  to  the 
Federal  Reserve  Board.  During  the 
week  ending  June  24,  1915,  the 
Federal  Reserve  Bank  of  San  Francisco 
transferred  in  this  way  to  the  Federal 
Reserve  Bank  of  Boston  two  hundred 
thousand  dollars.  During  the  week  end- 
ing July  1,  1915,  San  Francisco  made 
two  transfers,  four  hundred  and  fifty 
thousand  dollars  to  New  York  and  thirty 
thousand  dollars  to  Chicago.  These 
initial  transfers  are  mentioned  because 
they  are  historic.  After  that  time,  trans- 
fers between  Federal  Reserve  Banks 
became  more  and  more  frequent. 
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The  first  vtithdrawal  from  the  Gold 
Settlement  Fund  by  any  Federal  Re- 
serve Bank  was  made  on  July  14,  1915, 
by  the  Federal  Reserve  Bank  of 
Chicago.  Its  telegram  requesting  the 
payment  was  received  by  the  Board  at 
10.30  a.m.  and  at  2.00  p.m.  on  the 
same  day  the  Assistant  Treasurer  of 
the  United  States  at  Chicago  advised 
the  bank  of  his  readiness  to  make 
payment.  Although  in  a  number  of 
cases  thereafter  such  withdrawals 
occurred  from  time  to  time,  the  con- 
venience and  usefulness  of  the  Gold 
Settlement  Fund  became  more  and 
more  apparent,  and  there  developed 
a  tendency  to  allow  credit  balances  to 
accumulate,  so  that  the  Fund  passed 
the  one  hundred  million  dollar  mark 
on  November  18,   1915. 

Federal  Reserve  Agents' 
Gold  Fund 

In  the  latter  part  of  1915,  the  Board 
determined  to  enlarge  the  scope  of  the 
Gold  Settlement  Fund  by  opening 
accounts  with  the  Federal  Reserve 
agents  of  the  various  Federal  Reserve 
Banks.  While  very  little  discounting 
was  done  by  Federal  Reserve  Banks 
in  the  early  days  of  the  System,  the 
volume  of  Federal  Reserve  notes  put 
out  was  very  considerable.  Therefore, 
almost  from  the  beginning,  each  Fed- 
eral Reserve  agent  had  the  custody  of 
and  the  responsibility  for  a  consider- 
able amount  of  gold,  all  of  which, 
except  5  per  cent  deposited  with  the 
Treasurer  of  the  United  States  as 
redemption  fund,  remained  in  his 
possession.  Transactions  involved  in 
the  issue  and  retirement  of  Federal 
Reserve  notes  necessitated  frequent 
payments  in  large  sums  from  the  bank 
to  the  agent  and  from  the  agent  to  the 
bank.  \Mien  these  pa>Tnents  were 
made  in  gold  or  gold  certificates,  much 
counting  and  recounting  was  necessary 
on   the  part   of  the  employes  of  the 


bank  and  the  representatives  of  the 
Federal  Reserve  agents. 

In  the  early  part  of  September,  1915, 
the  Federal  Reserve  Board  resolved 
that  a  Gold  Fund  should  be  established 
for  the  use  and  benefit  of  Federal 
Reserve  agents,  not  identical  \s-ith,  but 
in  close  relation  to  and  cooperation 
with  the  Gold  Settlement  Fund  of  the 
twelve  Federal  Reserve  Banks.  The 
settling  agent  of  the  Board  was  di- 
rected to  open  and  maintain  on  the 
books  a  distinct  and  separate  account 
for  each  Federal  Reserve  agent  and  to 
receive  from  the  said  agent,  or  from 
the  Federal  Reserve  Bank  for  the 
account  of  such  agent,  deposits  of  gold 
certificates,  subject  to  the  order  of  the 
Federal  Reserve  agent  for  whom  such 
deposits  had  been  made.  The  fmid  of 
the  Federal  Reserve  agents  was 
handled  and  operated  in  the  same 
manner  as  the  Gold  Settlement  Fund 
of  the  banks,  but,  as  before  mentioned, 
the  funds  were  handled  separately. 
As  a  consequence,  when  transfers 
were  made  from  an  agent  to  a  bank  or  a 
bank  to  an  agent,  it  was  necessary  for 
the  representative  of  the  Board  to 
make  an  actual  shift  of  gold  or  gold 
certificates  from  one  safe  to  another  or 
from  one  compartment  in  the  safe  to 
another  compartment. 

The  Federal  Reserve  Bank  of  At- 
lanta was  the  first  to  make  such  a 
transfer.  On  Septemljer  8,  1915,  $2,- 
500,000  was  passed  from  the  account 
of  the  bank  in  the  Gold  Settlement 
Fund  to  the  credit  of  the  Federal 
Reserve  agent.  Simultaneously,  the 
Federal  Reserve  agent  of  Atlanta 
released  to  the  Federal  Reserve  Bank 
of  Altanta  the  same  amount  in  gold  or 
gold  certificates.  The  second  bank  to 
make  use  of  this  facility  was  the 
Federal  Reserve  Bank  of  Richmond, 
the  amount  of  the  transfer  being  $2,- 
000,000  from  the  account  of  the  bank 
to  the  account  of  the  agent.     At  the 
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time  of  this  writing,  the  Federal  Re- 
serve agents  in  five  of  the  Federal 
Reserve  Banks  are  keeping  all  of  the 
gold  deposited  with  them  (except  the 
5  per  cent  redemption  fund  deposited 
with  the  Treasm-er  of  the  United 
States)  in  this  fund.  Of  the  remaining 
seven,  six  have  much  larger  amounts  to 
their  credit  in  the  fund  than  they  are 
holding  in  the  vaults  of  their  banks. 
The  amount  to  the  credit  of  all  Fed- 
eral Reserve  agents  in  the  fund  is 
$1,169,210,000,  while  the  total  amount 
of  gold  and  gold  certificates  held  by 
the  several  Federal  Reserve  agents  at 
their  respective  banks  is  $450,162,000. 
The  total  amount  in  the  funds  of  the 
Federal  Reserve  agents  and  Federal 
Reserve  Banks  is  $1,665,321,000. 

Scope  of  Clearing  Plan 

The  voluntary  intra -district  clearing 
plan,  established  by  nearly  all  of  the 
Federal  Reserve  Banks  in  June,  1915, 
did  not  prove  successful  because  it 
embraced  only  a  comparatively  small 
percentage  of  member  banks  whose 
operations  through  the  Federal  Re- 
serve Banks  were  confined  to  the 
exchange  of  checks  upon  one  another. 
As  a  matter  of  fact,  the  plan  was 
devised  and  operated  partly  as  an 
experiment  to  develop  experience  and 
data  necessary  to  the  intelligent  plan- 
ning of  a  more  comprehensive  system. 
The  Federal  Reserve  Board  and  the 
officers  of  all  the  Federal  Reserve 
Banks  had  given  a  great  deal  of  time 
and  study  to  the  situation,  both  in 
conferences  with  the  Board  and  other- 
wise. On  July  15,  1916,  the  present 
clearing  plan  between  Federal  Reserve 
Banks  and  their  members  and  between 
the  Federal  Reserve  Banks  themselves 
was  put  in  operation.  The  plan  is  now 
too  well  known  to  need  description. 
The  plan  has  been  modified  and  im- 
proved to  some  extent  since  its 
inauguration.     At  the  time  the  plan 


was  inaugurated,  the  total  number  of 
member  and  non-member  banks  em- 
braced in  its  operation  was  approxi- 
mately fifteen  thousand.  At  the 
present  time  the  number  is  28,191, 
or  92.8  per  cent  of  all  banks  in  the 
country,  embracing  more  then  98  per 
cant  of  all  banking  resources.  The 
number  of  items  handled  by  the 
System  in  1920  was  503,728,000, 
amounting  to  $179,459,351,000. 

The  operation  of  the  new  collection 
plan  very  greatly  increased  the  number 
of  transactions  between  Federal  Re- 
serve Banks.  At  the  same  time,  the 
increasing  issues  of  Federal  Reserve 
notes  made  necessary  an  increasing 
number  of  transfers  between  each  bank 
and  its  Federal  Reserve  agent  and 
between  the  banks  themselves  and  the 
Treasurer  of  the  United  States  in 
transactions  relating  to  the  5  per  cent 
redemption  fund  for  Federal  Reserve 
notes. 

In  its  Second  Annual  Report  cover- 
ing the  operations  of  the  Fund,  the 
Federal  Reserve  Board,  page  79, 
stated:  "The  Federal  Reserve  Board 
has,  up  to  the  close  of  the  year  1915, 
settled  through  the  Gold  Settlement 
Fund  for  the  twelve  Federal  Reserve 
Banks  indebtedness  aggregating  $1,- 
052,649,000  with  a  net  change  of  only 
$95,697,000  in  ownership  of  gold  held 
in  the  Fund,  or  8.14  per  cent  of  the 
total  amount  cleared.  The  direct 
expense  incident  to  the  Gold  Settlement 
Fund  in  handling  these  transactions 
has  been  approximately  $1,150,  prin- 
cipally for  equipment  and  telegraph 
services." 

In  its  Third  Annual  Report  covering 
the  year  1916,  the  Federal  Reserve 
Board  stated  that  the  total  clearings 
for  the  year  had  been  $5,533,966,000. 
The  cost  of  handling  the  Fund  was 
$1,343.37,  or  $0.002-|  per  $1,000.  The 
net  amount  of  change  of  ownership 
among    Federal     Reserve    Banks    as 
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a  result  of  these  clearings  was  only 
$223,870,000.  The  Board  remarked, 
"It  may  be  estimated  conservatively 
that  the  shipment  of  coin  and  currency 
of  at  least  that  amoimt  was  thus 
avoided."  This  statement  merits  care- 
ful attention. 

Amendment  of  June  21,  1917 

The  next  step  in  the  evolution  of  the 
Gold  Fund  was  as  follows:  It  will  be 
remembered  that  the  Gold  Funds  of 
the  Federal  Reserve  Banks  and  the 
Federal  Reserve  agents  were  kept 
separately  and  that  this  arrangement 
made  it  necessary  for  the  two  represen- 
tatives of  the  Federal  Reserve  Board 
and  the  representative  of  the  Treasury 
Department  to  open  the  safe  in  which 
the  Fund  was  held  in  ten  thousand 
dollar  gold  order  certificates  and  make 
actual  transfers  of  such  certificates 
from  one  fund  to  the  other  whenever 
transfers  were  rendered  necessary. 
Continued  increases  in  the  issue  of 
Federal  Reserve  notes  and  in  the 
number  and  amounts  of  transactions 
between  Federal  Reserve  Banks,  in- 
volving large  increases  in  both  gold 
funds  and  a  greatly  enlarged  number 
of  transactions,  made  the  duties  of  the 
custodians  of  the  Gold  Fund  very 
burdensome.  Therefore,  the  Board 
recommended  to  Congress  an  amend- 
ment to  the  Act,  which  became  a  law  on 
June  21,  1917,  for  the  purpose  of 
simplifying  the  operation  of  the  Fund, 
which  had  grown  from  $18,450,000  in 
iSIay,  191.5,  to  considerably  more  than 
$500,000,000. 

Under  the  new  plan,  made  possible 
by  the  amendment  of  Section  16  of  the 
Federal  Reserve  Act,  the  Treasurer  of 
the  United  States  opened  an  account 
with  the  Federal  Reserve  Board, 
giving  credit  to  the  Board  for  the  sum 
of  deposits  of  Federal  Reserve  Banks 
and  Federal  Reserve  agents  combined. 
Individual    accounts    were    kept    as 


formerly  by  the  Federal  Reserve  Board. 
The  Fund  was  transferred  to  the  keep- 
ing of  the  Treasurer  of  the  United 
States,  and  the  Board,  in  its  bulletin 
for  July,  1917,  in  describing  the  trans- 
fer, said:  "Some  idea  of  the  magnitude 
of  the  Fund  may  be  had  from  the  fact 
that  a  truck  load  of  gold  order  certifi- 
cates (in  ten  thousand  dollar  denomi- 
nation) was  transferred  from  the 
Federal  Reserve  Board  to  the  Treas- 
urer of  the  United  States.  It  took 
three  men  over  two  days  to  place  a 
stamped  endorsement  on  the  certifi- 
cates. Had  the  amount  represented 
been  in  the  form  of  gold  coin,  it  would 
have  weighed  963  short  tons.  The 
Treasury  of  the  United  States,  of 
course,  issued  its  receipt  to  the  Board 
for  the  money." 

In  its  Fourth  Annual  Report  cover- 
ing the  year  1917,  the  Federal  Reserve 
Board  stated  that  the  operation  of  the 
Fund,  which  was,  in  effect,  a  clearing 
house  for  the  twelve  Federal  Reserve 
Banks,  had  been  particularly  useful 
during  the  year  by  reason  of  the 
continuous  transfers  of  very  large 
amounts,  which  had  grown  out  of  the 
sale  of  government  bonds  and  Treas- 
ury certificates  and  redistribution  and 
disbursement  of  the  funds  realized. 
The  total  volume  of  clearings  and 
transfers  through  the  Fund  during  the 
year  amounted  to  $26,962,000,000,  as 
compared  with  $5,575,000,000  during 
1916.  The  net  balances  representing 
the  change  of  ownership  between  the 
Federal  Reserve  Banks  of  gold  held  in 
the  fund  were  $272,000,000.  The 
Board  stated:  "Without  such  an 
arrangement,  actual  settlings  between 
Federal  Reserve  Banks  would  have 
been  accompanied  with  great  expense 
and  loss  of  time,  but  by  its  aid  these 
enormous  transfers  have  been  made 
automatic  and  instantaneous  and  have 
been  made  without  the  inconvenience 
and  expense  which  would  have  been 
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unavoidable  had  a  physical  transfer 
and  shipment  of  money  been  neces- 
sary." 

It  is  not  only  the  expense  and  delay 
of  the  physical  transfer  and  shipment 
of  money  which  was  avoided.  It  is  to 
be  doubted  whether  such  transfers 
would  have  been  possible  at  all  under 
the  old  banking  plan  without  creating 
financial  disturbances  which  would 
have  unsettled  the  business  of  the 
nation. 

Up  to  this  time  Federal  Reserve 
Banks  were  still  making  weekly  settle- 
ments on  a  basis  of  figures  shown  by 
their  books  at  the  close  of  business 
Wednesday.  Practically  all  communi- 
cations between  the  Federal  Reserve 
Banks  and  the  Federal  Reserve  Board 
with  reference  to  weekly  settlements 
and  transfers  had  been  made  by  wire, 
and  messages  had  necessarily  been  sent 
over  the  commercial  wires.  The 
necessity  for  private  wires  between  all 
Federal  Reserve  Banks  and  branches 
and  the  Federal  Reserve  Board  became 
too  urgent  to  be  postponed.  A  private 
or  leased  wire  system  was  put  in 
operation  on  June  4,  1918,  and  all 
Federal  Reserve  Banks  employed  tele- 
graph operators. 

Daily  Settlements  Through  the 
Gold  Fund 

The  next  step  in  the  evolution  of  the 
Gold  Fund  was  the  institution  of  daily 
instead  of  weekly  settlements.  On 
July  1,  1918,  a  daily  settlement  plan 
was  put  into  effect.  In  the  Bulletin 
for  July,  1918,  the  Board  said: 

The  plan  will  eliminate  a  great  deal 
of  work  at  the  Federal  Reserve  Banks, 
and  through  daily  instead  of  weekly  settle- 
ments will  provide  for  the  proper  adjust- 
ment of  the  gold  holdings  to  the  credit  of 
each  Federal  Reserve  Bank  in  the  Gold 
Settlement  Fmid  in  as  nearly  automatic  a 
way  as  possible.  At  the  present  time,  the 
Federal  Reserve  Banks,  in  addition  to  the 


weekly  settlement,  have  the  privilege  of 
demanding  transfers  at  any  time  upon  the 
net  debit  balance  as  shown  in  accounts 
with  other  Federal  Reserve  Banks.  It 
must  be  expected  that  if  the  present  plan  of 
weekly  settlement  were  to  be  maintained, 
such  transfers  would  become  more  numer- 
ous in  the  future  as  the  calls  upon  the 
Federal  Reserve  Banks  became  heavier. 
The  proposed  plan  (for  daily  settlement) 
would  do  away  with  the  greater  part  of 
such  transfers  and  will  release  for  the 
strengthening  of  their  reserves  the  funds 
now  carried  as  the  amounts  due  from  other 
Federal  Reserve  Banks.  Under  the  law, 
balances  due  from  other  Federal  Reserve 
Banks  could  not  be  counted  as  a  part  of  the 
reserve  of  any  Federal  Reserve  Bank,  but 
under  the  regulations  of  the  Board,  which 
then  existed,  such  balances  due  from  other 
Federal  Reserve  Banks  were  allowed  as 
deductions  from  net  deposits  in  making 
reserve  calculations. 

Growth  in  Clearing  Transactions 

Combined  clearings  and  transfers 
through  the  Fund  during  the  year  1918 
aggregated  $50,^42,000,000.  Thus,  by 
gradual  development,  what  seemed, 
and  was  indeed,  a  formidable  under- 
taking was  worked  out.  The  internal 
accounting  operations  of  the  Federal 
Reserve  Banks  were  readjusted  and 
improved,  but  no  change  was  made 
in  the  plan  of  settlement  during 
the  year  1919.  Clearings  and  trans- 
fers through  the  Fund  for  the  year 
1919  aggregated  practically  74  billion 
dollars.  The  Board,  in  its  annual 
report  for  the  year  1919,  made  the 
following  statement: 

\Vlien  it  is  considered  that  these  enor- 
mous transfers  are  made  almost  instan- 
taneously by  means  of  the  leased  wire 
system  without  involving  the  physical 
movement  of  a  dollar,  it  will  be  seen  that 
the  arrangement  has  been  of  incalculable 
value  to  the  government,  the  banks  and  the 
public.  The  total  expense  of  operation, 
including  the  cost  of  the  leased  wires  and 
the  salaries  of  accountants,  was  approxi- 
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mately  $250,000.  This  represents  the 
basic  cost  of  effecting  domestic  exchanges 
between  tlie  several  reserve  districts.  A 
charge  of  ten  cents  per  one  luindred  dollars, 
if  generally  imposed,  would  have  imposed 
an  expense  on  the  commerce  of  the  country 
of  $73,984,252. 

The  leased  wire  system  had  been 
extended  to  all  branches  of  Federal 
Reserve  Banks,  and  in  many  cases 
these  branches  participated  in  the 
Gold  Settlement  Fund. 

The  last  refinement  in  the  evolution 
of  the  Gold  Settlement  Fund  was  made 
when  all  transactions  between  Federal 
Reserve  Banks  which  are  settled 
through  the  Gold  Fund  were  made 
effective  on  the  day  on  which  they 
occurred.  This  was  made  possible  by 
the  introduction  of  a  plan  or  practice 
under  which  all  transactions  to  be 
settled  through  the  Gold  Fund  were 
wired  to  the  Board  from  the  banks  and 
the  branches,  and  the  Board  made  the 
settlement  upon  its  books  as  of  that 
day  at  the  earliest  possible  hour  on  the 
following  morning,  and  wired  the 
settlement  figures  to  each  Federal 
Reserve  Bank.  The  Federal  Reserve 
Banks  kept  their  books  open  until 
such  wires  were  received  from  the 
Federal  Reserve  Board,  and  then 
made  the  few  entries  necessary  and 
closed  their  books  as  of  the  pre- 
vious day.  This  plan  has  worked  ad- 
mirably and  has  eliminated  all  the 
float  which  had  to  be  carried  by 
those  Reserve  Banks  with  credit  bal- 
ances in  the  settlement  under  the 
previous  plan,  by  which  the  daily 
settlement  payments  were  not  re- 
ceived until  the  day  following  that 
on  which  the  settlement  figures  were 
made  up.  The  volume  of  clearing 
through  the  Gold  Fund  for  the  year 
1920  was  $92,625,000,000.  The  aver- 
age weekly  volume  of  clearings  in- 
creased from  $31,898,000  in  1915  to 
$1,793,584,000  in  1920. 


"Behold,  how  great  a  matter  a 
little  fire  kindleth!"  Thus,  from 
cautious  beginnings,  feeling  the  way, 
but  nevertheless  with  unexpected  rapid- 
ity of  progress,  the  Federal  Reserve 
System  has  developed  the  most  ef- 
fective, the  most  comprehensive  and 
the  most  economically  administered 
exchange  system  in  the  world  of  bank- 
ing. ^Vlien  all  the  banks  of  the  country 
are  on  a  par  clearing  basis,  the  system 
can  be  made  still  more  effective  and 
useful. 

At  the  present  time,  a  member  bank 
may  obtain  from  its  own  Federal  Re- 
serve Bank,  free  of  expense  to  itself,  a 
telegraphic  transfer  of  funds,  in  any 
amount,  to  any  point  in  the  country 
where  a  member  bank  is  located. 
These  transactions  are  effected  between 
Federal  Reserve  Banks  and  are  settled 
through  the  Gold  Fund. 

The  Gold  Fund  has  been  of  inesti- 
mable value  to  the  Treasury,  and  has 
rendered  easy  of  accomplishment  the 
most  stupendous  financial  operations 
ever  undertaken.  During  the  past 
two  years,  the  government  has  col- 
lected taxes  from  every  nook  and 
corner  of  the  country,  amounting  to 
about  one  billion  dollars  quarterly. 
Certificates  of  indebtedness  have  been 
issued,  have  matured  and  been  paid, 
and  the  receipts  and  disbursements 
of  the  Treasury  for  a  single  day,  on 
occasions,  have  amounted  to  approxi- 
mately a  billion  dollars  each  way. 
All  of  these  funds  passed  through 
the  Federal  Reserve  Banks;  they  were 
adjusted  and  redistributed  through 
the  Gold  Fund  without  disturbance 
of  the  financial  equilibrium  and 
so  smoothly  as  to  occasion  hardly 
a  comment.  It  has  become  a  routine 
matter. 

Lord  Byron  makes  the  Prisoner  of 
Chillon  say: 

"  So  much  a  long  communion  tends 
To  make  us  what  we  are." 
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So  we  say  that  the  public  from  long 
communion  with  these  huge  trans- 
actions now  takes  them  as  a  matter  of 
course,  but  without  fully  understand- 


ing that  it  is  the  wonderful  working 
of  the  Federal  Reserve  System  which 
makes  us  commercially  and  finan- 
cially what  we  are. 


Eligibility  for  Discount 

By  Charles  L.  Powell 

Counsel  for  Federal  Reserve  Bank  of  Chicago 


THE  kind  and  character  of  paper 
which  the  Federal  Reserve  Banks 
may  discount  for  member  banks  is 
in  broad  general  terms  defined  in  Sec- 
tion 13  of  the  Federal  Reserve  Act. 
It  is  there  provided  that  the  Federal 
Reserve  Banks,  upon  the  endorsement 
of  member  banks,  may  discount  for 
them:  (1)  notes,  drafts  and  bills  of  ex- 
change issued  or  drawn  for  agricultural, 
industrial  or  commercial  purposes,  or 
the  proceeds  of  which  have  been  used 
or  are  to  be  used  for  such  purposes; 
(2)  acceptances  of  banks  of  the  charac- 
ter and  kind  described  in  the  Act. 

The  Federal  Reserve  Board,  by  the 
same  section  of  the  Act,  is  given  the 
right  to  determine  or  define  the  char- 
acter of  paper  made  eligible  for  dis- 
count within  the  meaning  of  the 
Act;  and,  the  Board  in  the  exer- 
cise of  this  statutory  right  has,  from 
time  to  time,  promulgated  a  series  of 
regulations  for  the  guidance  of  the 
Federal  Reserve  Banks  and  member 
banks.  These  regulations,  while  not  a 
part  of  the  statute,  having  been  made 
and  promulgated  by  a  lawfully  consti- 
tuted body,  have  the  force  and  effect  of 
law.^  As  is  said  by  the  Supreme  Court 
of  the  United  States,  in  United  States 
V.  Clark,  "the  Legislature  cannot  dele- 
gate its  powers  to  make  a  law,  but  it 
can  make  a  law  to  delegate  a  power  to 

1  UnHed  States  v.  Grimaud,  220  U.  S.  506; 
Dasterbignes  Case,  122  Fed.  30;  United  States  v. 
Clark,  143  TJ.  S.  664. 


determine  some  fact  or  state  of  things, 
upon  which  the  law  makes,  or  intends 
to  make,  its  own  action  depend."  Ac- 
cordingly, the  regulations  made  by  the 
Federal  Reserve  Board  defining,  apply- 
ing and  limiting  the  character  of  paper 
eligible  for  rediscount  must  be  read  as 
part  of  the  Act. 

General  Limitations  on  Eligibility 

The  limitations  on  eligibility  for  dis- 
count, as  provided  by  the  Act  and  the 
regulations  of  the  Board,  are  directed 
to  (1)  the  maturity  of  the  paper  and 
(2)  its  source  of  origin,  or  the  purposes 
for  which  it  is  to  be  used.  The  lan- 
guage used  by  the  Act  in  respect  to  the 
latter  is  modeled  upon  many  prior  pro- 
posals for  legislation  and  was  mani- 
festly for  the  purpose  of  avoiding  the 
use  of  bank  funds  in  two  general 
classes  of  transactions,  that  is  to  say,  in 
speculative  transactions  and  in  trans- 
actions involving  capital  investments. 

The  reason  for  these  two  provisions 
of  the  Act — the  one  relating  to  the 
origin  or  purpose  of  the  note  or  bill  and 
the  other  to  its  short  maturity — is 
found  in  the  recognized  necessity  of 
keeping  the  assets  of  the  bank  liquid  at 
all  times  and  thus  readily  available  to 
meet  the  demands  of  commerce  and 
trade. 

It  was  expected,  and  the  operation  of 
the  Act  has  proved  it  to  be  the  case,  that 
a  large  part  of  the  banking  resources  of 
the  nation  would  find  its  way  into  the 
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Reserve  Banks.  It  was,  and  is,  un- 
thinkable, from  a  scientific  standpoint, 
that  these  resources  should  be  tied  up 
in  long-time  investments,  or  in  invest- 
ments permanent  in  their  nature.  It 
is  the  very  essence  of  the  Federal  Re- 
serve System  that  its  funds  must  be  in- 
vested in  short-time  securities,  which, 
in  theorj'  at  least,  are  self-liquidating. 

Board  Definitions  of  Eligible 
Paper 

Regulations  of  the  Federal  Reserve 
^oard  have  been  promulgated  and  put 
into  effect,  clarifying,  amplifying  and 
explaining  the  language  of  the  Act, 
keeping  in  view  at  all  times  the  broad 
general  provision  of  the  Act"  that  in- 
vestments must  be  of  short  maturity 
and  must  have  arisen  out  of  commer- 
cial transactions.  These  regulations 
have  been  revised  from  time  to  time. 
The  last  revision  was  put  out  under 
date  of  October  6,  1920.2  -phis  revi- 
sion was  amended  May  6,  1921.^ 

The  Board's  regulations  define  with 
particularity  promissory  notes,  drafts, 
bills  of  exchange,  trade  acceptances, 
six  months'  agricultural  paper  and- 
bankers'  acceptances  eligible  for  dis- 
count, but  the  definitions  thus  pro- 
mulgated by  the  Board  are  well  within 
the  usual  definitions  found  in  the  Ne- 
gotiable Instruments  Acts  of  the  vari- 
ous states,  so  far  as  such  acts  deal  with 
similar  instrumentalities  of  commerce. 

In  addition  to  definitions  of  such 
ordinary  instruments,  a  trade  accept- 
ance is  defined  as  "a  draft  or  bill  of 
exchange,  drawn  by  the  seller  on  the 
purchaser  of  goods  sold,  and  accepted 
by  such  purchaser." 

Six  months'  agricultural  paper  is  de- 
fined as  "a  note,  draft,  bill  of  exchange 
or  trade  acceptance,  the  proceeds  of 
which  have  been  used,  or  are  to  be 
used,    for    agricultural    purposes,    in- 

*  Federal  Resrrre  Bulletin,  fi:  1179 
^  IhuL,  7:. 54.11. 


eluding  the  breeding,  raising,  fattening 
or  marketing  of  live  stock,  and  which 
has  a  maturity  at  the  time  of  discount 
of  not  more  than  six  months,  exclusive 
of  days  of  grace." 

Commercial  and  Agricultural 
Purposes  Defined 

Under  the  regulations,  paper  may 
l)e  eligible  because  issued  or  drawn  for 
an  agricultural  or  commercial  purpose, 
or  it  may  be  eligible  because  the  pro- 
ceeds have  l)een,  or  are  to  be,  used  for 
an  agricultural  or  commercial  purpose. 
The  purchase  and  sale  of  goods  of  any 
character  is  a  commercial  transaction 
from  the  standpoint  of  the  seller,  and 
the  note  of  a  buyer  given  to  the  seller 
in  payment  for  articles  purchased  is  a 
note  which  has  been  "issued  or  drawn 
for  a  commercial  purpose." 

The  use  of  the  proceeds  of  a  note  to 
purchase  goods  for  re-sale  is  a  com- 
mercial purpose,  even  though  the  ar- 
ticles purchased  will  be  permanent 
investments  in  the  hands  of  the  final 
purchaser;  and,  accordingly,  the  note  of 
a  dealer,  discounted  by  him  at  a  local 
bank,  to  provide  funds  to  purchase 
articles  for  re-sale,  may  be  eligible  for 
discount  as  commercial  paper,  irre- 
spective of  the  character  of  the  arti- 
cles purchased;  but  a  note  of  a  farmer 
discounted  by  him  at  his  local  bank  to 
provide  funds  with  which  to  purchase 
articles  for  agricultural  uses,  is  eligible 
or  ineligible  for  discount  according  to 
the  character  of  the  articles.  If  the 
articles  are  in  the  nature  of  permanent 
or  fixed  investments,  then  it  is  not 
eligible;  but  if,  on  the  other  hand,  they 
are  articles  for  agricultural  uses  and 
have  to  be  replaced  from  time  to  time, 
the  farmer's  note  is  eligible  for  dis- 
count as  agricultural  paper. 

The  distinction  between  agricul- 
tural paper  and  commercial  paper  is 
important  in  several  respects:  Agri- 
cultural paper  having  a  maturity  of 
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six  months  may  be  eligible,  while 
commercial  paper  to  be  eligible  can 
have  a  maturity  of  but  three  months; 
a  farmer's  note  given  in  payment  for 
articles  or  commodities  to  be  used  by 
the  farmer  for  agricultural  purposes  is 
agricultural  paper;  but  the  purchase 
and  sale  of  agricultural  products  is  a 
commercial  and  not  an  agricultural 
transaction,  and  a  note  given  to  a 
farmer  for  agricultural  products  grown 
by  him,  is  eligible,  if  at  all,  as  com- 
mercial paper,* 

LoNG-TiME  Funds  and  Government 
Bonds 

The  Board's  regulations,  following 
the  provisions  of  the  Act,  provide  for 
the  discount  by  Federal  Reserve 
Banks  of  such  notes,  drafts,  bills  of 
exchange,  trade  acceptances,  six 
months'  agricultural  paper  and  bank- 
ers' acceptances  of  short  maturity  and 
of  commercial  origin  referred  to  there- 
in, but  such  regulations,  following  and 
expressing  the  spirit  of  the  Act,  pro- 
vide that  a  note,  draft,  or  bill  of  ex- 
change, the  proceeds  of  which  have 
been  used  for  permanent  or  fixed  in- 
vestments, such  as  lands,  buildings, 
machinery  and  other  capital  purposes, 
or  which  have  been  used,  or  are  to  be 
used,  for  investments  of  purely  specu- 
lative character,  or  for  the  lending  to 
some  other  borrower,  shall  not  be  eli- 
gible for  discount. 

Both  the  provisions  of  the  Act  and 
the  regulations  of  the  Board  make 
eligible  for  discount  obligations  issued 
or  drawn  for  the  purpose  of  carrying 
or  trading  in  bonds  and  notes  of  the 
government  of  the  United  States, 
when  such  obligations  are  of  proper 
maturity.  Further,  the  Federal  Re- 
serve Act  was,  in  effect,  amended  by 
the  War  Finance  Corporation  Act,  ap- 
proved April  5th,  1918,  whereby  ob- 
ligations of  appropriate  maturity,  as 
*  Ibid.,  6:1302. 


defined  by  the  Federal  Reserve  Act, 
when  secured  by  bonds  of  the  War 
Finance  Corporation,  are  made  eligible 
for  discount.  However,  notes,  drafts 
or  bills  issued  or  drawn  for  the  purpose 
of  carrying  or  trading  in  other  stocks 
and  bonds  are  not  eligible  for  discount. 

Strict  negotiability  of  instruments  of 
commerce  is  one  of  the  prime  requisites 
of  paper  eligible  for  discount  by  a 
Federal  Reserve  Bank,  This  is  for  the 
reason  that  a  member  bank  must  en- 
dorse paper  tendered  for  discount,  not 
only  for  the  purpose  of  placing  the  title 
thereof  in  the  Federal  Reserve  Bank, 
but  also  for  the  purpose  of  assuming  all 
the  responsibilities  of  an  endorser  upon 
negotiable  paper.  To  the  end  that  such 
liability  of  member  banks,  as  endorser, 
be  preserved,  the  instrument  tendered 
for  rediscount  must  be  strictly  nego- 
tiable within  the  meaning  of  the  law 
applicable  to  commercial  paper  in  the 
particular  jurisdiction. 

The  Federal  Reserve  Board  has  pro- 
mulgated rules  for  the  determination 
of  the  eligibility  of  paper  for  discount, 
which  rules  have  to  do  merely  with  the 
method  to  be  pursued  by  the  Federal 
Reserve  Banks  in  ascertaining  the  ulti- 
mate facts  as  to  whether  or  not  the 
paper  is  eligible  under  the  provisions  of 
the  Act  and  the  regulations  of  the 
Board;  but  such  regulations  are  evi- 
denciary  in  effect  and  have  to  do,  not 
with  the  eligibility  of  the  paper,  but 
merely  with  the  method  of  procedure 
in  ascertaining  its  eligibility. 

Commercial  and  Agricultural 
Paper  Eligible  for  Discount 

Notes  secured  by  mortgage,  if  other- 
wise eligible,  may  be  discounted,^  In- 
asmuch as  notes  payable  "on  or  be- 
fore" a  given  date  are  negotiable 
within  the  meaning  of  the  Negotiable 
Instruments  Act,  in  force  in  most  of 

5  Ilrid.,  2:  679. 
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the  states,  and  under  the  Law  Mer- 
chant, such  notes  are  ehgible  for  dis- 
count.^ The  assignment  of  an  open 
account  is  not  negotiable,  and  is  not 
ehgible  for  rediscount. '^ 

A  bill  of  exchange  dra^Ti  by  the 
seller  on  the  purchaser  of  advertising 
space  and  accepted  by  such  purchaser 
is  a  trade  acceptance  and  is  eligible  for 
discount.^  The  note  of  a  farmer  held 
by  a  member  bank,  given  for  the  pur- 
pose of  assisting  the  farmer  to  produce 
a  crop  or  to  fatten  his  cattle,  is  eligible 
for  discount  if  of  proper  maturity, 
whether  or  not  secured  by  mortgage.^ 
A  note  drawn  for  commercial  purposes, 
otherwise  eligible  for  rediscount,  is  not 
ineligible  because  it  is  secured  by  a 
mortgage  on  real  estate.^''  The  notes 
of  a  water  works  company,  the  pro- 
ceeds of  which  have  been,  or  are  to  be 
used  to  provide  funds  for  the  pay  roll, 
purchase  of  coal  and  the  like,  are  eligi- 
ble for  discount."  The  note  of  a  pack- 
ing company,  the  proceeds  of  which  are 
used  for  the  purchase  of  live  stock  for 
slaughter  is  not  "based  on  live  stock" 
within  the  meaning  of  Section  13  and 
is  not  eligible  for  discount  if  it  has  a 
maturity  in  excess  of  90  days.^^  A 
certificate  of  participation  in  a  note, 
which,  itself,  is  eligible  for  discount,  is 
not  eligible. ^^  Water  sold  by  an  irriga- 
tion company  to  farmers  and  delivered 
through  the  company's  ditches  may  be 
classed  as  "goods  sold,"  within  the 
meaning  of  the  Board's  regulations  and 
a  note  representing  the  agreed  pur- 
chase price  thereof  is  eligible  for  dis- 
count." Natural  gas  actually  sold  and 
delivered  is  "goods  sold"  and  a  trade 
acceptance  covering  such  is  eligible  for 
discount. ^^ 

The  note  of  the  owner  of  property 

•  Federal  Reserve  Bulletin,  2:  394. 

T  Ibid.,  i:  111.  'm/id.,3:5i7. 

» Ibid.,  3:  U6.  ^' Ibid.,  3:  616. 

•  Ibid.,  3:  378.  "  Ibid.,  3:  949. 
>"  Ibid.,  3:  4.58.  '<  Ibid.,  6:  949. 

^'-  Ibid.,  4:435. 


which  is  to  be  developed  or  built 
up,  the  proceeds  of  which  note  have 
been,  or  are  to  be  used  by  him  to  pay 
for  the  work  of  developing  or  building, 
is  not  eligible  for  discount,  but  the  note 
of  an  owiier  given  in  good  faith  to  the 
contractor  in  actual  payment  of  mate- 
rial and  services  furnished  by  him  for 
the  owner,  may  be  considered  tech- 
nically eligible  for  discount  as  paper, 
the  proceeds  of  which  have  been  or  are 
to  be  used  for  commercial  or  industrial 
purposes. ^^ 

Collateral  notes  of  Federal  Farm 
Loan  Banks,  secured  by  farm  loan 
bonds  or  the  note  of  a  Joint  Stock 
Land  Bank,  secured  by  its  own  bonds, 
are  not  eligible  for  discount. ^^  Federal 
Farm  Loan  Bank  bonds  are  not  eligible 
for  discount,  and  are  not,  accordingly, 
eligible  as  collateral  for  member 
banks. ^^  A  note,  secured  by  paper  eli- 
gible for  discount,  is  not  itself  eligible 
for  discount  unless  its  proceeds  have 
been  used,  or  are  to  be  used,  for  indus- 
trial, agricultm-al  or  commercial  pur- 
poses.'^ Under  the  present  definitions 
of  a  trade  acceptance,  it  seems  that  a 
draft  drawn  for  an  insurance  premium 
would  not  be  eligible  for  discount.'^" 
The  note  of  a  farmer  given  for  a  tractor 
to  be  used  on  his  farm  may  be  dis- 
counted as  agricultural  paper.^'  A 
note  given  by  a  farmer  for  the  purchase 
price  of  a  commodity  can  be  classed  as 
agricultural  paper  eligible  for  redis- 
count when  having  a  maturity  in  excess 
of  ninety  days,  if  the  maker  is  to  use 
the  commodity  for  agricultural  pur- 
poses, regardless  of  whether  the  note  is 
discounted  l)y  the  maker  or  the  en- 
dorser; but  if  not  intended  for  such  use, 
then  the  paper  is  eligible  for  discount 
as  commercial  paper,  if  having  a  matu- 
rity not  in  excess  of  ninety  days.^^ 


"  Ibid.,  6:  699. 
'^  Ibid.,  6:  009. 
'8/W(f..  4:33. 


"  Ibid.,  4:  108. 
"  Ibid.,  4:  309. 
2'  Ibid.,  4:  309. 


■^  Ibid.,  4:312. 
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A  member  bank  having  acquired 
eligible  paper  in  due  course  from  a 
non-member  bank  may  discount  such 
paper  with  a  Federal  Reserve  Bank." 
A  note,  the  proceeds  of  which  is  used 
for  tilling  or  draining  farms,  may  be 
classed  as  agricultural  paper  and  is 
eligible  for  discount  .^^  A  note  of  a  non- 
member  bank,  secured  by  notes  of  the 
government  of  the  United  States,  and 
given  for  the  purpose  of  carrying  or 
trading  in  such  notes  of  the  United 
States,  is  eligible  for  discount  when 
presented  by  a  member  bank.^^  A 
member  bank  may  obtain  the  discount 
of  its  paper  secured  by  government 
bonds  for  a  period  as  long  as  ninety 
days,  by  acting  through  another  mem- 
ber bank,  although  a  member  bank, 
acting  alone,  may  not  tender  its  col- 
lateral note  to  the  Federal  Reserve 
Bank  for  a  longer  period  than  fifteen 
days.^®  Silos  are  permanent  improve- 
ments, and  notes  given  for  their  piu*- 
chase  are  not  eligible  for  discount .^^ 
Where  a  railroad  company  purchases 
supplies  and  accepts  the  draft  of  the 
seller  and  the  seller  discounts  the  draft 
with  a  member  bank,  such  draft  is 
eligible  for  discount.^*  The  six  months' 
maturity  privilege  as  applied  to  agri- 
cultural paper  does  not  apply  to  the 
sales  a  manufacturer  of  implements 
makes  to  a  dealer  for  re-sale  to  a 
farmer .^^  The  actual  sale  of  goods,  and 
not  what  is  generally  termed  a  con- 
ditional sale,  must  be  the  basis  of  a 
trade  acceptance.^'' 

A  draft  drawn  to  cover  the  purchase 
price  of  goods  sold,  plus  the  cost  of 
installing  those  goods,  is  eligible  for 
discount .^^  A  note  is  not  eligible  for 
discount  as  commercial  paper  unless 
made  and  endorsed  by  a  party  to  the 

23  Ibid.,  4:  520.  "  Ibid.,  4 :  971. 

^*  Ibid.,  4 :  743.  ^^  Ibid.,  4 :  974. 

25  76id.,  4:  743.  ^'^  Ibid., 'i-.UlS. 

2«  Ibid.,  4:  863.  ^o  7^^  5.  954, 

^  Ibid.. 'i:  310. 


commercial  transaction,  out  of  which 
it  arises.^^  This  is  but  another  way  of 
saying  that  the  proceeds  must  be  used 
in  the  first  instance  for  a  commercial 
purpose  by  the  borrower.  It  is  merely 
emphasizing  the  thought  that  paper  to 
be  eligible,  must  be  issued  or  drawn  un- 
der such  circumstances  that,  in  the 
normal  course  of  business,  there  will 
automatically  come  into  existence  a 
fund  available  to  liquidate  each  piece 
of  paper,  that  fund  being  the  final 
proceeds  of  the  transaction  out  of 
which  the  paper  arose. 

A  note  of  a  grain  dealer  or  other  pur- 
chaser of  grain,  given  to  a  grower  for 
grain  purchased  for  re-sale,  is  commer- 
cial paper  and  is  to  be  discounted  as 
such,  even  though  the  grower  subse- 
quently discounts  the  note  and  uses 
the  proceeds  for  an  agricultural  pur- 
pose. The  same  principle  applies  to  a 
draft  drawn  by  the  grower,  and  ac- 
cepted by  the  purchaser,  in  whole  or  in 
part  payment  for  grain  purchased  for 
re-sale.^^  Here  is  brought  into  play  the 
rule  that  the  transaction  out  of  which 
an  instrument  arises  in  the  first  in- 
stance determines  its  classification,  irre- 
spective of  any  transaction  in  which 
the  instrument  may  be  subsequently 
negotiated. 

A  note  given  for  the  purchase  of  a 
motor  truck  by  a  farmer  is  clearly  held 
to  be  eligible  for  discount,  as  agricul- 
tm-al  paper,  but  notes  or  trade  accept- 
ances given  in  the  purchase  of  motor 
trucks  of  a  corporation  engaged  in  the 
business  of  furnishing  motor  trans- 
portation are  not  eligible  for  discount, 
as  such  trucks  represent  in  a  large  ex- 
tent the  corporation's  capital  invest- 
ment.^^ 

Paper,  the  proceeds  of  which  are  to 
be  used  to  make  loans  to  third  parties, 
is  finance  paper  rather  than  commercial 
or  agricultural  paper  and  is  not  eligible 

32  Ibid.,  7:  1079.  »  Ibid..  7: 1199. 
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for  discount.^^  Where  a  cold  storage 
company  uses  the  proceeds  of  its  notes 
to  make  advances  to  customers  who 
have  phiced  their  goods  in  the  com- 
pany's warehouse  to  be  sold  by  the 
company  for  the  accomit  of  the  cus- 
tomers, and  the  customers  give  the 
storage  company  their  notes  for  the 
amount  of  these  advances,  and  as  se- 
curity for  such  notes,  pledge  the  ware- 
house receipts,  and  the  storage  com- 
pany pledges  the  customers'  notes  and 
the  warehouse  receipts  as  collateral  for 
their  ovm  notes,  such  notes  are  not 
eligible  for  discount.^^  Growers'  drafts 
accepted  by  cooperative  marketing  as- 
sociations are  eligible  for  discount  with 
Federal  Reserve  Banks,  as  agricultural 
paper,  and  may  have  a  maturity  not  in 
excess  of  six  months.^^  The  note  of  an 
irrigation  company  cannot  be  classed 
as  agricultural  paper,  but  a  farmer's 
note,  given  to  an  irrigation  company  in 
payment  for  a  supply  of  water,  may  be 
regarded  as  agricultural  paper .^^ 

Notes  of  corporations  or  associations 
engaged  in  packing  and  marketing 
fruits  should  not  be  classed  as  agricul- 
tural paper,  but  as  commercial  paper, 
and  such  notes  are  eligible  when  their 
maturities  do  not  exceed  ninety  days. 
The  business  of  such  corporations  or 
associations  in  the  marketing  of  fruits 
is  a  commercial  business  rather  than 
an  agricultural  business.^^ 

The  Function  of  Bankers' 
Acceptances 

As  already  noted,  Federal  Reserve 
Banks  may  discount,  for  their  member 
banks,  bankers'  acceptances.  A  bank- 
ers' acceptance  is  defined  by  the  regu- 
lations of  the  Federal  Reserve  Board  as 
"a  draft  or  bill  of  exchange,  whether 
payable  in  the  United  States  or  abroad, 
and  whether  payable  in  dollars  or  some 

^Federal  Reserve  Bulletin,  C:  1176. 

»  Ibid.,  7:  308.  '^  Ibid.,  7:  9G4. 
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other  money,  of  which  the  acceptor  is  a 
bank  or  trust  company,  or  a  firm,  per- 
son, company  or  corporation  engaged 
generally  in  the  business  of  granting 
bankers'  acceptance  credits." 

The  practice  of  banks  to  make  ac- 
ceptances is  practically  as  old  as  the 
business  of  banking,  but  the  practice 
never  came  into  modern  use  in  the 
United  States  until  after  the  enact- 
ment of  the  Federal  Reserve  Act. 
Prior  to  that  Act  the  average  American 
bank  merely  collected  the  idle  funds  of 
the  community  and  loaned  them  and 
its  o^vTi  funds  to  its  customers.  The 
bank  loaned  capital  and  not  credit. 
On  the  other  hand,  the  chief  merit  and 
the  distinguishing  feature  of  European 
banking  systems,  especially  in  England, 
France  and  Germany,  was  found  in  the 
bank  acceptances  by  which  those  banks 
loaned  their  credit.  They  standard- 
ized bills  of  exchange  and  added  new 
power  to  them,  so  that  by  virtue  of 
their  credit  quality  these  bills  became, 
part  of  the  circulating  credit  of  the 
country.  The  European  banks  found 
the  acceptance  to  be  the  cheapest  form 
of  credit  instrument.  It  did  not  de- 
plete cash  holdings  of  the  accepting 
bank  and  no  reserve  was  needed  to 
safeguard  the  risk.  This  acceptance 
power  of  European  banks  enabled 
them  cheaply  to  finance  export  and 
import  transactions  and,  doubtless,  to 
a  large  extent  explains  why,  prior  to 
the  Great  War,  all  such  financing  was 
done  by  European  banks  to  the  utter 
exclusion  of  the  American  banks. 

This  salutary  method  of  financing 
transactions  was  grafted  on  our  system 
by  the  Federal  Reserve  Act  and  follow- 
ing that  Act  most  of  the  states  have 
conferred  the  acceptance  power  upon 
their  state  banks  by  specific  provision, 
so  that  the  granting  of  acceptances 
by  banks  has  come  to  be  a  part  of 
the  general  banking  business  in  this 
country. 
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The  Discount  and  Purchase  of 
Bankers'  Acceptances 

The  Federal  Reserve  Act  and  the 
regulations  of  the  Federal  Reserve 
Board  made  pursuant  thereto,  and  the 
Acts  of  the  various  states,  have  safe- 
guarded the  granting  of  acceptances  by 
member  banks.  Indeed  it  may  be  said 
in  broad  general  terms  that  bankers' 
acceptances,  which  have  had  their  ori- 
gin in  accordance  with  the  limitations 
of  the  Act  and  regulations,  if  not  of 
more  than  three  months'  matiu"ity,  ex- 
clusive of  days  of  grace,  are  eligible  for 
discount  by  Federal  Reserve  Banks. 

Federal  Reserve  Banks  may  dis- 
count any  bill  drawn  by  a  bank  or 
banker  in  a  foreign  country  or  depend- 
encies or  insular  possessions  of  the 
United  States  for  the  purpose  of  fur- 
nishing dollar  exchange  as  provided  in 
the  Act  and  regulations  of  the  Board, 
provided  such  draft  has  not  more  than 
three  months'  maturity,  exclusive  of 
days  of  grace. 

Bankers'  acceptances,  to  be  eligible 
for  discount,  may  involve:  (1)  the  ship- 
ment of  goods  between  the  United 
States  and  any  foreign  country,  or  be- 
tween the  United  States  and  any  of  its 
dependencies  or  insular  possessions,  or 
between  foreign  countries;  (2)  a  ship- 
ment of  goods  within  the  United 
States;  or  (3)  the  storage  of  readily 
marketable  staples. 

When  the  acceptance  is  based  on  a 
shipment  of  goods  between  the  United 
States  and  any  foreign  country,  or 
between  the  United  States  and  any  of 
its  dependencies  or  insular  possessions 
or  between  foreign  countries,  shipping 
documents  covering  goods  in  process 
of  shipment  need  not  be  attached  to 
the  draft  drawn  for  financing  the 
transaction.  Neither  is  it  essential 
that  each  draft  cover  specific  goods 
actually  in  existence  at  the  time  of  the 
acceptance,  but,  in  order  that  said 
drafts  be  eligible  for  discount,  it  is 


necessary  either,  (1)  that  shipping  doc- 
uments or  documentary  export  draft 
be  attached  at  the  time  the  draft  is 
presented  for  acceptance,  or  (2)  if  the 
goods  have  not  been  shipped,  that 
there  be  in  existence  a  bona  fide  con- 
tract providing  for  the  exportation  or 
importation  of  such  goods  and  that 
the  customer  agree  that  the  accepting 
bank  will  be  furnished  in  due  course 
with  shipping  documents  or  with  ex- 
change arising  out  of  the  transaction. 
A  contract  between  principal  and  agent 
will  not  be  considered  such  bona  fide 
contract. 

In  the  case  of  shipment  of  goods 
within  the  United  States,  the  regula- 
tions provide  that  shipping  documents 
conveying  security  title  should  be  at- 
tached to  the  draft  at  the  time  of  its 
acceptance. 

A  bankers'  acceptance  based  upon 
the  storage  of  readily  marketable 
staples  must  be  secured  at  the  time  of 
acceptance  by  a  warehouse,  terminal  or 
other  similar  receipt,  conveying  secu- 
rity title  to  such  staples,  and  the  ac- 
ceptor must  remain  secured  throughout 
the  life  of  the  acceptance. 

The  discretion  of  the  Board  vAih.  ref- 
erence to  bankers'  acceptances  and  the 
investment  therein  of  the  Federal  Re- 
serv^e  Bank  funds  is  probably  broader 
than  its  discretion  with  reference  to 
notes,  drafts,  trade  acceptances,  and 
other  bills  of  exchange.^" 

The  rule  of  the  Board  with  reference 
to  furnishing  shipping  documents  in 
export  or  import  transactions  is  not  met 
by  the  furnishing  of  freight  receipts  or 
non-negotiable  copies  of  bills  of  lading.'*^ 

Shipping  documents  are  legally  in 
the  possession  of  an  accepting  bank 
when  they  are  held  by  its  correspond- 
ent or  by  some  other  independent 
party,  as  its  agent,  both  in  domestic 
and  foreign  transactions.^^    The  period 

"7Wd.,  7:70.  «  7^.,  7:191. 
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for  which  drafts  may  be  accepted  in  the 
first  instance  should  be  a])proximately 
the  same  as  that  required  to  complete 
the  shipment  and  finance  the  transac- 
tion involved.'*^  A  draft  drawn  by  an 
American  exporter,  covering  cotton 
consigned  to  his  European  agent,  may 
be  eligible  for  discount,  when  shipping 
documents  covering  goods  actually 
shipped  are  attached  at  the  time  the 
draft  is  presented  for  acceptance,  al- 
though the  goods  covered  by  the  doc- 
uments have  not  been  sold,  but  are 
merely  shipped  on  consignment  to  the 
agent  abroad.'** 

A  Federal  Reserve  Bank  may  pur- 
chase a  bankers'  acceptance  from  the 
drawer  or  even  from  the  accepting 
bank,  but  there  is  no  obligation  upon 
4  Federal  Reserve  Bank  to  purchase 
paper  offered  it,  even  though  the  paper 
is  technically  eligible.*^  WTiere  a 
farmer  draws  a  draft  on  his  local  bank 
for  three  or  four  months,  secured  by 
bills  of  lading  covering  the  shipment  of 
cattle  to  the  farmer  for  feeding,  and  the 
local  bank  accepts  the  draft  and  the 
farmer  then  discounts  it  with  another 
bank,  such  draft  is  eligible  for  dis- 
count if  it  has  a  maturity  not  in  excess 
of  three  months.*® 

Bankers'  acceptances,  growing  out  of 
export  or  import  transactions,  having 
a  maturity  of  not  more  than  six 
months  may  be  purchased  in  the  open 
market  by  Federal  Reserve  Banks.*'' 
The  "shipping  documents"  to  be  fur- 
nished banks  accepting  drafts  growing 
out  of  export  or  import  transactions 
mean  an  order  bill  of  lading,  or  a 
straight  bill  of  lading,  whichever  is  is- 
sued by  the  carrier  in  the  particular 
case.  They  do  not  include  freight  re- 
ceipts or  mere  copies  of  original  bills  of 
lading,  but  these  documents  may  be 
held  by  a  correspondent  or  agent. *^    A 

«  Federal  Reserve  Bulletin,  7:  308. 
**  Ibid.,  7:  il9.  **  Ibid..7:8U. 

«  Ibid..  7:  699.  "  Ibid..  7:  545. 

*^  Ibid..  7:  191. 


bankers'  acceptance  drawn  by  a  coop- 
erative marketing  association,  secured 
by  warehouse  receipt  covering  non- 
perishable  agricultural  commodities 
stored  in  warehouses  independent  of 
the  association,  is  eligible  for  discount. 
The  acceptance  of  drafts,  secured  by 
bills  of  lading,  for  the  primary  purpose 
of  providing  the  borrower  with  work- 
ing capital  during  the  period  required 
to  manufacture  and  re-sell  the  goods 
covered  by  the  bills  of  lading,  is  an 
abuse  of  a  domestic  acceptance  privi- 
lege.*' Drafts  drawn  by  the  purchaser 
of  goods  and  secured  at  the  time  of 
acceptance  by  bills  of  lading  covering 
the  goods  bought  are  not  eligible  un- 
less the  proceeds  are  to  be  used  to  pay 
for  the  goods. ^° 

A  bankers'  acceptance  secured  by  a 
warehouse  receipt  covering  an  auto- 
mobile or  automobile  tires  is  not  se- 
cured by  "readily  marketable  staples" 
and  is  not  eligible  for  discount,  but  an 
acceptance  secured  by  a  bill  of  lading 
covering  an  automobile  or  automobile 
tires  in  the  process  of  shipment,  pro- 
viding the  acceptance  otherwise  com- 
plies with  the  terms  of  the  law  or  the 
regulations  of  the  Board,  is  eligible  for 
discount.^^  A  bankers'  acceptance  is 
not  eligible  for  discount  if,  at  the  time 
of  its  acceptance,  the  period  required 
for  a  conclusion  of  the  transaction  out 
of  which  the  original  draft  was  drawn, 
shall  have  elapsed. ^^  A  draft  drawn 
abroad,  payable  in  the  United  States  in 
dollars,  and  secured  by  a  warehouse 
receipt  covering  readily  marketable 
staples  stored  in  a  warehouse  in  a  for- 
eign country,  is  eligible  for  acceptance 
by  a  member  bank  and  for  discount  by 
a  Federal  Reserve  Bank,  if  of  appro- 
priate maturity.^ 

The  Federal  Reserve  Board  has  de- 
fined a  "readily  marketable  staple"  as 

"  Ibid.,  6:  1.301.  5'  Ibid..  6:  65. 
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an  article  of  commerce,  agriculture  or 
industry,  of  such  uses  as  to  make  it  the 
subject  of  constant  dealings  in  ready 
markets,  with  such  frequent  quota- 
tions of  prices  as  to  make  the  price 
easily  and  definitely  ascertainable,  an(J 
the  staple  itself  easy  to  realize  upon  by 
sale  at  any  time." 

Under  the  terms  of  Section  13  of  the 
Act,  any  draft  or  bill  of  exchange, 
which  a  member  bank  has  the  power 
to  accept  under  the  provisions  of  that 
section,  is  technically  eligible  for  re- 
discount by  a  Federal  Reserve  Bank.^^ 

An  accepting  bank,  secured  in  a  do- 
mestic transaction  by  shipping  docu- 
ments or  warehouse  receipts,  at  the  time 
of  acceptance  may  release  the  shipping 
documents  or  warehouse  receipts  prior 
to  payment,  providing  the  draft  or 
drafts  accepted  for  one  person  do  not 
exceed  10  per  cent  of  the  capital  and 
surplus  of  the  accepting  bank.^^  Mem- 
ber banks  may  legally  accept  drafts 
dra^Ti  against  them,  secured  by  sugar 
placed  in  bond  under  transit  entry  and 
warehouse  receipt  issued  by  the  col- 
lector in  negotiable  form.^"^  National 
banks  may  not  accept  a  draft  which  is 
secured  by  a  chattel  mortgage  on  cat- 
tle.^ Where  a  dealer  is  engaged  in 
purchasing  the  same  character  of  goods 
for  export  and  domestic  use,  a  member 
bank  accepting  his  draft  drawn  to 
finance  an  export  transaction  should 
require  proper  assurance  that  the  pro- 
ceeds of  such  draft  will  be  used  for  the 
purchase  of  goods  for  export  and  that 
the  acceptance  will  be  paid  out  of  the 
proceeds  of  sales  of  goods  exported. ^^ 

A  trust  receipt  in  the  hands  of  an 
accepting  bank  which  permits  the  pur- 
chaser of  the  goods  to  procure  control 
of  the  goods  is  not  actual  security, 
within  the  meaning  of  the  Act.^''  One 
in  the  possession  of  a  bill  of  lading  cov- 

"  Ibid.,  5 :  652.  "  Ibid.,  4 :  520. 

"  Ibid.,  5:  255.  ^s  /^^^  4.  437, 
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ering  a  domestic  shipment  of  goods 
may  not  procure  an  acceptance  thereon 
by  a  member  bank  without  regard  to 
the  use  to  which  the  proceeds  of  the 
draft  are  to  be  put.  There  must  be 
more  than  a  casual  connection  between 
the  drawing  of  the  draft  and  the  trans- 
action involved."  A  warehouse  re- 
ceipt, to  be  appropriate  security  for  an 
acceptance,  should  be  issued  by  a  ware- 
house which  is  independent  of  the  bor- 
rower.®^ Gold  bars  may  be  properly 
considered  as  "goods"  and,  accord- 
ingly, sixty  day  bills,  when  accepted 
by  banks  against  such  a  shipment, 
would  be  eligible  for  discount.  Ex- 
change drawTi  to  finance  a  shipment  of 
gold  coin  from  the  United  States  to 
Europe  or  Canada,  is  eligible  for  pur- 
chase when  otherwise  in  conformity 
with  the  Act  and  regulations.^ 

A  bankers'  acceptance  secured  by  a 
bill  of  sale  of  stock  on  hand  is  not  eligi- 
ble for  discount.^  A  bankers'  accept- 
ance secured  by  chattel  mortgage  on 
cattle  is  eligible  for  discount  ^^  but  the 
Board  has  ruled  that  a  national  bank 
may  not  accept  a  draft  so  secured.^® 

Paper  Must  Be  Kept  Liquid 

The  conservation  of  the  strength  of 
the  Federal  Reserve  System  is  depend- 
ent upon  the  strict  adherence  of  the 
Federal  Reserve  Banks  to  the  rules 
governing  the  eligibility  of  paper  for 
discount.  If  those  rules  are  adhered 
to,  the  portfolios  of  the  Reserve  Banks 
will  be  filled  with  liquid  securities  ma- 
turing from  day  to  day,  thus  bringing 
into  the  banks  a  continuous  flow  of 
money  to  meet  the  demands  of  com- 
merce and  trade.  On  the  other  hand, 
if  those  rules  are  departed  from,  the 
portfolios  of  the  banks  will  become 
clogged  with  "frozen  credits,"  and  the 
purpose  for  which  the  Reserve  Banks 
were  organized  will  be  defeated. 

«i  Ibid.,  3:  380.  "  Ibid.,  2:  684. 
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Amendments  to  the  Federal  Reserve  Act 

By  Walter  S.  Logan 

General  Counsel,  Federal  Reserve  Board 


THE  Federal  Reserve  Act  has  been 
amended  a  number  of  times  since 
it  became  a  law  on  December  23,  1913, 
but  none  of  the  amendments  can  be 
said  to  have  affected  any  fundamental 
change  in  the  structure  or  operation  of 
the  Federal  Reserve  System.  Experi- 
ence has  indicated  how  the  purposes  of 
the  framers  of  the  Act  could  be  ad- 
vanced by  further  legislation,  and  how 
the  Federal  Reserve  System  could  best 
serve  the  banks  and  the  business  of  the 
country;  Congress  in  the  light  of  this 
experience  has  modified  many  of  the 
provisions  of  the  original  Act.  But  the 
principles  upon  which  the  Act  was 
based,  the  functions  of  the  Federal 
Reserve  Banks  and  their  relation  to  the 
member  banks  and  to  business  and  com- 
merce, remain  essentially  unchanged. 
It  will  not  be  attempted  in  this 
chapter  to  discuss  every  amendment, 
for  many  of  them  are  not  considered  of 
sufficient  general  interest  to  warrant 
mention  in  a  work  of  this  character;  in 
many  cases  they  relate  solely  to  the 
internal  administration  of  the  Federal 
Reserve  Banks.^ 

Acceptance    Powers   of   National 
Banks 

The  first  important  amendment  was 
the  Act  of  September  7, 1916.  Probably 
the  most  far  reaching  change  effected 
by  this  amendment  was  with  respect 
to  the  acceptance  powers  of  national 
banks.  The  Act,  as  originally  passed, 
authorized  member  banks  to  accept 
only  drafts  and  bills  of  exchange 
"gro^nng  out  of  transactions  involving 

^  For  a  complete  list  of  amendments  prior 
to  January  1,  1921,  see  the  Annual  Report  of 
the  Federal  Reserve  Board  for  the  year  1920, 
pages  316-326. 


the  importation  or  exportation  of 
goods."  National  banks  were  without 
authority  to  accept  drafts  in  domestic  , 
transactions  until,  by  the  Act  of 
September  7,  1916,  they  were  given 
authority  to  accept  drafts  or  bills  in 
transactions  involving  the  domestic 
shipment  of  goods  or  the  storage  of 
readily  marketable  staples,  subject  to 
certain  prescribed  conditions. 

These  conditions  were  that  the  bank 
issuing  acceptances  in  such  domestic 
transactions  must  be  secured  at  the 
time  of  acceptance  by  shipping  docu- 
ments covering  the  goods  in  process  of 
shipment,  or  by  warehouse  receipts  or 
other  similar  documents  covering  the 
readily  marketable  staples  in  storage. 
There  never  has  been  any  similar 
requirement  of  law  with  respect  to 
acceptances  in  foreign  transactions  and 
it  is  important  to  note  this  distinction, 
for  it  is  the  basis  for  a  more  liberal 
practice  in  connection  with  the  issue 
of  foreign  acceptances  than  has  been 
adopted  with  respect  to  domestic 
acceptances. 

Because  of  the  requirement  that 
documents  representing  the  goods  or 
staples  must  be  in  the  possession  of  the 
accepting  bank  at  the  time  of  accept- 
ance, it  is  obviously  impossible  that 
domestic  acceptances  be  issued  except 
when  the  goods  or  staples  are  identified 
and  in  process  of  shipment  or  in 
storage.  The  issuance  of  acceptances 
to  finance  foreign  transactions  has, 
however,  been  authorized  prior  to  the 
commencement  of  the  actual  export  or 
import  shipment,  in  cases  where  the 
customer  for  whom  the  acceptances 
are  issued  is  under  a  definite  contract 
to  export  or  import  goods  in  the  future. 
This  has  been   authorized    upon    the 
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theory  that  the  export  or  import 
transaction  commences  with  the  execu- 
tion of  the  contract  and  that  the  sub- 
sequent acts  in  fulfilment  of  that 
contract  are  inherent  parts  of  that 
transaction,  and  may,  therefore,  be 
financed  by  means  of  acceptances. 

The  Act  of  September  7,  1916, 
further  broadened  the  authority  of 
national  banks  to  issue  bankers'  ac- 
ceptances by  permitting  them,  under 
regulations  of  the  Federal  Reserve 
Board,  to  accept  ninety  day  drafts  or 
bills  drawn  by  banks  or  bankers  in 
foreign  countries  or  dependencies  or 
insular  possessions  of  the  United 
States  for  the  purpose  of  furnishing 
dollar  exchange  as  required  by  the 
usages  of  trade  in  those  places.  Under 
the  authority  of  this  amendment  the 
Federal  Reserve  Board  has  granted 
permission  to  member  banks  applying 
therefor  to  accept  ninety  day  dollar 
exchange  drafts  drawn  by  banks  or 
bankers  in  South  American  countries 
and  in  dependencies  and  insular  pos- 
sessions of  the  United  States. 

Other  Provisions  of  the  Amend- 
ment OF  September  7,  1916 

Another  important  feature  of  the 
Act  of  September  7,  1916,  was  that  it 
authorized  Federal  Reserve  Banks  to 
make  advances  for  fifteen  days  to 
member  banks  on  the  promissory  notes 
of  the  member  banks  when  such  notes 
are  secured  by  paper  which  is  eligible 
for  rediscount  or  purchase  or  by  bonds 
or  notes  of  the  United  States.  The 
provisions  of  the  original  Act  did  not 
permit  Federal  Reserve  Banks  to 
make  advances  or  loans  but  permitted 
them  only  to  rediscount  eligible  paper 
previously  discounted  by  member 
banks. 

The  Act  of  September  7,  1916, 
amended  Section  25  of  the  Federal 
Reserve  Act  so  as  to  authorize  national 
banks  with  a  capital  and  surplus  of  not 


less  than  $1,000,000  to  invest  in  the 
stock  of  foreign  corporations.  This 
amendment  will  be  referred  to  in 
connection  with  the  amendments  of 
September  17,  1919,  and  December  24, 
1919,  which  deal  with  the  same  general 
subject  matter. 

Amendment  of  June  21,  1917 

The  second  important  amendment 
to  the  Act  was  that  of  June  21,  1917. 
Up  to  this  time  few  state  banks  had 
joined  the  Federal  Reserve  System, 
largely  because,  by  becoming  members 
under  the  provisions  of  Section  9  of  the 
original  Act,  they  were  made  subject 
to  the  provisions  of  the  National  Bank 
Act,  which  prohibit  national  banks 
from  making  loans  to  any  one  person 
in  excess  of  10  per  cent  of  the  bank's 
capital  and  surplus,  and  were  required 
to  make  reports  of  condition  to  the 
Comptroller  of  the  Currency;  also 
because  Section  21  of  the  original  Act 
required  the  Comptroller  to  examine 
state  member  banks  at  least  twice  a 
year.  The  argument  was  also  made 
that  under  the  terms  of  the  original 
Act  a  state  bank  once  having  joined 
the  Federal  Reserve  System  had  no 
right  to  withdraw.  In  order  to  make 
membership  in  the  System  more 
attractive  to  state  banks  and  trust 
companies.  Section  9  was  rewritten. 
This  section  as  it  now  reads  exempts 
state  bank  and  trust  company  members 
from  supervision  or  examination  by  the 
Comptroller  of  the  Currency  and  pro- 
vides that  "subject  to  the  provisions  of 
this  Act  and  to  the  regulations  of  the 
board  made  pursuant  thereto,  any 
bank  becoming  a  member  of  the 
Federal  Reserve  System  shall  retain 
its  full  charter  and  statutory  rights  as 
a  State  bank  or  trust  company,  and 
may  continue  to  exercise  all  corporate 
powers  granted  it  by  the  state  in 
which  it  was  created."  It  also  contains 
a    provision    specifically    authorizing 
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withdrawal  from  membership  upon  six 
months'  notice. 

The  Act  of  June  21,  1917,  also 
amended  the  first  paragraph  of  Section 
13  of  the  Act  so  as  to  authorize  non- 
member  banks,  irrespective  of  whether 
their  capital  is  sufficient  to  make  them 
eligible  for  full  membership,  to  clear 
through  the  Federal  Reserve  Banks  of 
their  districts  checks  deposited  with 
them,  provided  that  they  maintain 
balances  with  such  Federal  Reserve 
Banks  sufBcient  to  offset  the  items  in 
transit  held  for  their  accounts.  While 
this  privilege  has  not  been  availed  of 
by  non-member  banks  to  any  material 
extent,  apparently  because  non-mem- 
ber banks  are  able  to  obtain  the  full 
benefits  of  the  Federal  Reserve  check 
clearing  facilities  by  sending  checks 
deposited  with  them  to  correspondent 
member  banks  which  in  turn  clear 
such  checks  through  their  Federal 
Reserve  Banks,  and  while  from  a 
strictly  legal  standpoint  the  Act  of 
June  21,  1917,  in  the  form  in  which  it 
was  finally  enacted,  did  not  have  any 
important  bearing  upon  the  check 
clearing  and  collection  functions  of. 
Federal  Reserve  Banks,  nevertheless 
a  brief  discussion  of  the  subject  of 
check  clearing  and  collection  seems 
appropriate  at  this  point  because  it 
was  discussed  at  length  in  both  the 
Senate  and  the  House  of  Representa- 
tives when  Congress  had  the  pre- 
liminary drafts  of  the  bill  under 
consideration,  and  because  the  provi- 
sion added  by  this  Act  at  the  end  of  the 
first  paragraph  of  Section  13  is  fre- 
quently referred  to  in  discussions 
relative  to  this  general  subject. 

Legal  Aspect  of  the  Federal 
Reserve  Clearing  System 

In  July,  191G,  a  country  wide  Federal 
Reserve  check  clearing  and  collection 
system  was  instituted,  each  member 
bank  being  required  to  remit  at  par  for 


all  checks  drawn  upon  it  cleared  through 
the  Federal  Reserve  Banks.  This  was 
an  inter-district  as  well  as  an  intra- 
district  system,  the  exclusively  intra- 
district  clearing  systems,  which  had 
previously  been  established  but  mem- 
bership in  which  had  been  optional 
w^th  each  member  bank,  having  proved 
unsatisfactory.  Simultaneously  with 
the  establishment  of  the  country 
wide  clearing  system,  the  Federal 
Reserve  Bank  of  Boston  took  over 
the  country  collection  department  of 
the  Boston  Clearing  House  and  was 
able  to  collect  checks  on  all  banks  in 
New  England  at  par,  that  is,  at  the  full 
face  amount  without  the  deduction  of 
any  exchange  charge  by  the  drawee 
banks.  In  the  other  districts  it  was 
not  possible  to  collect  at  par  checks 
drawTi  on  all  non-member  banks  be- 
cause many  of  them  desired  to  continue 
their  past  practice  of  charging  exchange 
when  remitting  for  their  checks.  From 
the  first,  however,  it  was  contemplated 
that  the  Federal  Reserve  check  clear- 
ing and  collection  system  should  be 
extended  gradually  until  it  furnished 
facilities  for  collecting  at  par  checks  on 
all  banks  in  the  country,  thus  elimi- 
nating the  enormous  tax  with  which 
business  and  commerce  has  been 
burdened  by  reason  of  the  practice  of 
making  exchange  charges. 

In  their  origin  there  was  some  justi- 
fication for  exchange  charges  because 
such  a  charge  then  represented  an 
actual  expense  which  the  remitting 
bank  incurred  in  having  currency 
transported  from  where  the  bank  was 
located  to  the  place  of  business  of  the 
holder  of  the  check  who  had  received 
it  in  payment  of  a  debt.  At  the 
present  time,  however,  there  is  no 
necessity  for  the  actual  transportation 
of  currency  between  Federal  Reserve 
districts,  since  the  Federal  Reserve 
System,  through  its  leased  wires  con- 
necting all  Federal  Reserve  Banks  and 


Amendments  to  the  Federal  Reserve  Act 


117 


branches  and  through  its  Gold  Settle- 
ment Fund  at  Washington,  offers 
facilities  for  the  instantaneous  transfer 
of  available  funds  by  mere  book  entry. 
The  Federal  Reserve  System  pays  the 
entire  cost  of  maintaining  these  leased 
vsdres  and  the  Gold  Settlement  Fund, 
and  the  Federal  Reserve  Banks  pay  the 
cost  of  transporting  currency  from 
member  and  non-member  banks  in 
their  districts  if  such  member  or 
non-member  banks  desire  to  make 
remittances  for  their  checks  in  this 
manner.  Consequently,  the  justifica- 
tion for  exchange  charges  has  ceased  to 
exist  and  to  the  extent  that  such 
charges  are  still  made  they  constitute 
a  tax  paid  by  business  and  commerce 
for  which  no  compensating  service  is 
received. 

Following  the  policy  of  extending 
the  Federal  Reserve  check  clearing  and 
collection  system  the  Federal  Reserve 
Banks  undertook  to  induce  non-mem- 
ber banks  to  remit  to  them  at  par,  and 
when  able  to  make  satisfactory  ar- 
rangements, they  also  undertook  to 
collect  checks  drawn  on  non-member 
banks  which  did  not  remit  at  par  by 
having  such  checks  presented  at  the 
counters  of  the  drawee  banks. 

This  practice  caused  some  opposition 
on  the  part  of  the  non-member  banks 
which  still  desired  to  charge  exchange 
and  as  a  result  of  this  opposition  a 
provision  was  inserted  in  the  bill 
pending  in  Congress  in  the  spring  of 
1917  to  the  effect  that  nothing  in  the 
Federal  Reserve  Act  should  be  con- 
strued as  prohibiting  a  member  or 
non-member  bank  from  making  reason- 
able exchange  charges.  The  Senate 
passed  the  bill  with  this  provision  in  it, 
but  the  sentiment  in  favor  of  par 
collection  finally  prevailed  and  in  the 
bill  as  agreed  to  in  conference  between 
the  committees  of  the  Senate  and  the 
House,  and  in  the  Act  as  finally  ap- 
proved, this  particular  provision  was 


in  effect  nullified  by  the  addition  at  the 
end  of  the  paragraph  in  question,  the 
first  paragraph  of  Section  13,  of  the 
following  clause:  "but  no  such  charges 
shall  be  made  against  the  Federal 
Reserve  Banks." 

The  policy  of  extending  the  Federal 
Reserve  check  clearing  and  collection 
system  has  been  continued  until  now 
Federal  Reserve  Banks  are  able  to 
collect  checks  drawn  on  about  28,000 
out  of  a  total  of  approximately  30,000 
banks  in  the  United  States.  The 
claim  is  made  by  some  non-member 
banks  which  still  persist  in  their  desire 
to  charge  exchange  when  remitting 
for  checks,  that  the  final  clause  of 
Section  13  of  the  Federal  Reserve  Act 
should  be  construed  as  prohibiting 
Federal  Reserve  Banks  from  under- 
taking to  make  counter  presentation 
of  checks  drawn  on  non-member  banks 
which  have  not  agreed  to  remit  at  par 
to  the  Federal  Reserve  Banks  and  this 
issue  is  involved  in  suits  which  have 
been  instituted  by  such  non-member 
banks  against  several  of  the  Federal 
Reserve  Banks. 

Amendment  of  Reserve 
Requirements 

Another  important  amendment  ac- 
complished by  the  Act  of  June  21, 1917, 
was  the  amendment  to  Section  19  of 
the  Act  changing  the  character  and 
amount  of  the  required  reserves  of 
member  banks. 

Section  19  of  the  Federal  Reserve 
Act  as  amended  by  the  Act  approved 
August  15,  1914,  before  the  Federal 
Reserve  System  was  put  into  actual 
operation  in  November,  1914,  provided 
that  member  banks  in  central  reserve 
cities  should  maintain  reserves  equal  to 
18  per  cent  of  their  demand  deposits 
and  5  per  cent  of  their  time  deposits, 
and  that  member  banks  in  reserve  cities 
should  maintain  reserves  equal  to  15 
per    cent    of    their    demand    deposits 
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and  5  per  cent  of  their  time  deposits, 
and  that  other  member  banks  should 
maintain  reserves  equal  to  12  per  cent 
of  their  demand  deposits  and  5  per  cent 
of  their  time  deposits.  Each  class  of 
member  banks  was  required  to  keep 
only  a  part  of  its  reserves  in  the  form 
of  balances  with  Federal  Reserve 
Banks,  another  part  being  kept  in  the 
vaults  of  the  member  banks,  and  the 
member  banks  being  given  the  option 
to  carry  the  remainder  either  in  their 
o'WTi  vaults  or  as  balances.  This  being 
the  state  of  the  law,  a  large  proportion 
of  the  gold  supply  of  the  country 
remained  in  the  vaults  of  member 
banks,  where  it  constituted  a  part  of 
the  banks'  lawful  reserves. 

The  purchases  in  this  country  by  the 
belligerent  nations  resulted  in  rapid 
accretions  to  this  nation's  gold  supply 
and  made  it  seem  desirable  to  have  a 
more  effective  means  of  controlling  a 
possible  over-extension  of  loans  based 
upon  these  new  accretions.  On  the 
other  hand,  the  possibility  of  the 
rapid  outflow  of  this  gold  at  some  time 
in  the  future  made  it  necessary  to 
provide  for  the  most  effective  use  of  the 
gold  supply,  so  that  withdrawals 
might  be  arranged  without  forcing  any 
violent  contraction  of  loans  and  with- 
out causing  any  undue  disturbance  to 
legitimate  business.  For  the  accom- 
plishment of  these  ends  the  mobiliza- 
tion and  concentration  of  gold  in  the 
Federal  Reserve  Banks  seemed  the 
most  effective  means. 

The  first  legislative  move  in  this 
direction  was  the  addition  by  the  Act 
of  September  7,  1916,  of  subsection 
ll(m)  of  the  Federal  Reserve  Act 
providing  that  the  Federal  Reserve 
Board  may  permit  member  banks  to 
carry  in  their  Federal  Reserve  Banks 
any  portion  of  their  reserves  theretofore 
required  by  Section  19  of  the  Federal 
Reserve  Act  to  be  carried  in  their 
vaults.      WTien    this   country   became 


directly  involved  in  the  War  the 
question  of  the  mobilization  of  the 
gold  reserves  of  the  country  became 
still  more  important  and  was  the 
primary  cause  of  the  enactment  of  the 
Act  of  June  21,  1917.  By  this  Act 
member  banks  were  required  to  main- 
tain the  entire  amount  of  their  re- 
serves in  the  form  of  balances  with 
Federal  Reserve  Banks,  the  total 
reserves  required  against  demand  de- 
posits being  reduced  to  13,  10  and  7 
per  cent  for  member  banks  in  central 
reserve  cities,  reserve  cities,  and  coun- 
try districts,  respectively,  and  the 
total  reserves  required  against  time 
deposits  being  reduced  to  3  per  cent 
for  all  member  banks. 

Trust  Powers  of  National  Banks 

After  June,  1917,  the  Federal  Re- 
serve Act  was  not  amended  until 
September  26,  1918.  This  Act  effected 
changes  in  a  number  of  sections  but 
the  only  one  of  general  importance  was 
the  revision  of  Section  11  (k)  relative  to 
trust  powers  by  national  banks. 

Under  this  section  in  its  original 
form  the  Federal  Reserve  Board  was 
authorized  merely  to  grant  to  national 
banks  "when  not  in  contravention  of 
state  or  local  law,  the  right  to  act  as 
trustee,  executor,  administrator,  or 
registrar  of  stocks  and  bonds."  Na- 
tional banks  opening  up  trust  depart- 
ments, in  accordance  with  authority 
granted  to  them  pursuant  to  this  sec- 
tion, were  limited  to  the  exercise  of  the 
four  powers  specifically  enumerated, 
although  competing  state  banks  and 
trust  companies  might  be  permitted  to 
exercise  other  fiduciary  powers.  Fur- 
thermore, the  laws  of  some  states  spe- 
cifically, or  by  necessary  implication, 
prohibited  the  exercise  of  any  fiduciary 
powers  by  national  banks,  so  that  it 
was  "in  contravention"  of  state  law 
for  national  banks  to  exercise  such 
powers,     although     competing     state 
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banks  might  do  so  under  the  laws  of  the 
state.  It  became  more  and  more  appar- 
ent that  national  banks  were  laboring 
under  a  serious  handicap  in  their  com- 
petition with  state  institutions  in  the 
exercise  of  trust  powers,  and  the  amend- 
ment of  September  26, 19 18,  was  designed 
to  put  national  banks  upon  equal  terms 
with  competing  state  institutions. 

To  this  end  the  section  was  amended 
so  as  to  include  among  the  powers 
which  the  Federal  Reserve  Board 
could  grant,  the  power  to  act  as  guard- 
ian of  estates,  assignee,  receiver, 
committee  of  estates  of  lunatics,  or  in 
any  other  fiduciary  capacity  in  which 
competing  state  banks  are  permitted 
to  act.  A  provision  was  also  inserted 
to  the  effect  that  whenever  the  laws  of 
a  state  permit  the  exercise  of  fiduciary 
powers  by  competing  state  corpora- 
tions, it  shall  not  be  deemed  to  be  in 
contravention  of  state  law  for  national 
banks  to  exercise  such  powers.  Various 
other  provisions  were  inserted  to  insure 
competition  upon  equal  terms  between 
national  banks  and  competing  state 
corporations,  including  that  contained 
in  the  final  paragraph  of  the  section  as 
amended  to  the  effect  that  no  permit 
shall  be  issued  to  any  national  bank 
having  a  capital  and  surplus  less  than 
the  capital  and  surplus  required  by 
state  law  of  state  institutions  exercising 
fiduciary  powers. 

The  constitutionality  of  the  original 
Section  11  (k)  was  upheld  by  the 
Supreme  Court  of  the  United  States  in 
the  case  of  First  National  Bank  v. 
Union  Trust  Company,  244  U.  S.  416, 
in  which  it  was  held  that  Congress  had 
power  to  grant  to  national  banks 
authority  to  act  in  fiduciary  capacities. 
The  construction  of  Section  11  (k)  as 
amended  has  been  involved  in  a  number 
of  more  recent  suits.  These  suits  have 
established  that  it  is  beyond  the  power 
of  any  state  legislature  to  discriminate 
against  national  banks  by  prohibiting 


such  banks  from  exercising  fiduciary 
powers  and  that  it  makes  no  difference 
whether  such  discrimination  is  at- 
tempted by  an  affirmative  prohibition 
against  the  exercise  of  fiduciary  power 
by  national  banks  or  by  wnthliolding 
from  the  courts  the  powers  to  appoint 
national  banks  in  fiduciary  capacities. 

DiscouNl"  Limitation  on  Single 
Borrower 

The  Act  of  March  3,  1919,  amending 
the  Federal  Reserve  Act,  was  of  im- 
portance to  member  banks  because 
it  substituted  for  the  then  existing 
Section  11  (m),  which  had  become 
obsolete,  a  new  Section  11  (m),  author- 
izing the  Federal  Reserve  Board  to 
permit  Federal  Reserve  Banks  to 
discount  for  member  banks  the  paper 
of  a  single  borrower  up  to  20  per  cent 
of  the  member  bank's  capital  and  sur- 
plus, provided  that  the  paper  is 
secured  by  United  States  bonds  or  notes 
issued  since  April  24, 1917,  or  by  United 
States  certificates  of  indebtedness. 
Under  the  terms  of  Sections  9  and  13  the 
amount  of  paper  of  any  one  borrower 
which  a  Federal  Reserve  Bank  may 
discount  for  any  one  member  bank  is 
limited  generally  to  10  per  cent  of  the 
member  bank's  capital  and  surplus. 

Section  11  (m)  was  intended  as  a 
temporary  measure  to  assist  in  the 
absorption  by  the  investing  public  of 
the  securities  issued  by  the  government 
during  the  War,  and  according  to  its 
terms  the  section  ceased  to  be  effective 
after  December  31,  1920.  This  process 
of  absorption  was  not  deemed  to  have 
been  completed  by  that  date,  however, 
and  section  1 1  (m)  was  re-enacted  with 
a  slight  modification  by  an  Act  of  Con- 
gress approved  February  27,  1921,  to 
be  effective  until  October  31,  1921. 

Foreign  Banking  Amendments 

Acts  were  approved  September  17, 
1919,  December  24,   1919,   and  June 
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14, 1921,  all  relating  to  the  same  general 
subject  matter,  namely,  the  investment 
by  national  banks  in  stock  of  corpora- 
tions engaged  in  foreign  banking  and 
other  international  financial  operations, 
and  the  organization  and  operation  of 
such  corporations  under  Federal  law 
and  subject  to  Federal  supervision. 
After  the  close  of  the  War  it  became 
apparent  that  the  adequate  financing 
of  foreign  trade  would  require  credit 
facilities  of  a  kind  which  could  not 
properly  be  furnished  by  banks  doing  a 
strictly  commercial  banking  business, 
and  that  such  special  facilities  could  be 
furnished  in  a  large  way  only  by  cor- 
porations with  authority  to  purchase 
foreign  securities  and  paper  represent- 
ing long  term  credits,  and  with  authority 
to  issue  and  sell  to  the  public  their 
own  debentures  secured  by  such  securi- 
ties and  long-term  paper. 

The  Act  of  September  7,  1916,  had 
amended  Section  25  of  the  Federal 
Reserve  Act  so  as  to  authorize  the 
larger  national  banks,  that  is  banks 
with  capital  and  surplus  of  not  less  than 
$1,000,000,  to  invest  in  the  stock  of 
"banks  or  corporations  .  .  .  prin- 
cipally engaged  in  international  or 
foreign  banking."  There  seemed  to  be 
some  doubt,  however,  whether  this 
authority  to  invest  in  stock  of  banks  or 
corporations  engaged  in  banking  gave 
the  right  to  invest  in  stock  of  these 
debenture-issuing  or  investment  cor- 
porations. Furthermore,  it  seemed 
desirable  for  the  encouragement  of 
such  corporations  to  authorize  invest- 
ments in  their  stock  l)y  all  national 
banks,  })oth  large  and  small.  Conse- 
quently, the  Act  of  September  17, 
1919,  was  passed  authorizing  national 
banks  until  January  1,  1921,  and 
without  regard  to  the  amount  of  their 
capital  and  surplus,  to  invest  in  the 
stock  of  corporations  "principally  en- 
gaged in  such  phases  of  international 
or  foreign  financial  operations  as  may 


be  necessary  to  facilitate  the  export  of 
goods,  wares  or  merchandise  from  the 
United  States  or  any  of  its  dependencies 
or  insular  possessions  to  any  foreign 
country." 

Section  25,  as  thus  amended,  in 
terms  authorizes  national  banks,  upon 
the  conditions  and  subject  to  the 
limitations  therein  stated,  to  invest  in 
the  stock  of  ])anks  or  corporations,  of 
the  specified  kinds,  which  are  "char- 
tered or  incorporated  under  the  laws 
of  the  United  States  or  any  State 
thereof";  but,  as  a  matter  of  fact,  no 
provision  was  made  for  the  incorpora- 
tion under  Federal  law  of  such  banks 
and  corporations  until  the  enactment 
of  the  so-called  Edge  Act,  approved 
December  24,  1919. 

This  Act  added  to  the  Federal  Re- 
serve Act  a  section,  designated  Section 
25  (a),  which  authorizes  the  organiza- 
tion of  corporations  "for  the  purpose 
of  engaging  in  international  or  foreign 
banking  or  other  international  or 
foreign  financial  operations,"  thus 
permitting  the  Federal  incorporation 
of  both  types  of  corporations  referred 
to  in  Section  25,  that  is,  banks  doing  a 
commercial  banking  business,  and 
corporations  issuing  debentures  and 
doing  an  investment  business.  The 
Act  also  describes  the  powers  of  such 
banks  and  corporations  and  gives  to 
the  Federal  Reserve  Board  full  power 
to  examine,  supervise  and  regulate 
their  operations. 

Section  25  (a)  as  originally  enacted 
required  that  corporations  organized 
under  it  should  have  a  capital  of  not 
less  than  $2,000,000,  one-quarter  of 
which  must  be  paid  in  l)cfore  the 
corporation  is  authorized  to  commence 
business,  and  the  balance  in  ten  per 
cent  installments  at  the  rate  of  one 
every  two  months.  This  requirement 
was  modified  by  the  Act  approved 
June  14,  1921,  which  provides,  in 
effect,    that    a    corporation    with    an 
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authorized  capital  in  excess  of  $2,000,- 
000  may  apply  for  the  consent  of  the 
Federal  Reserve  Board  that  such 
excess  be  paid  in  on  call  of  the  board 
of  directors,  provided,  that  in  all 
events  25  per  cent  of  the  total  au- 
thorized capital  must  be  paid  in 
before  the  corporation  commences 
business. 

The  Sliding  Scale  Amendment 

Finally,  the  Act  of  April  13,  1920, 
should  be  mentioned.  Subsection  (d) 
of  Section  14  of  the  Federal  Reserve 
Act  authorized  every  Federal  Re- 
serve Bank  to  establish,  subject  to 
review     and     determination     by     the 


Federal  Reserve  Board,  rates  of  dis- 
count for  each  class  of  paper.  The 
Act  of  April  13,  1920,  added  to  this 
section  language  specifically  providing 
that  such  rates  "may  be  graduated  or 
progressed  on  the  basis  of  the  amount 
of  the  advances  and  discount  accom- 
modations extended  by  the  Federal 
Reserve  Bank  to  the  borrowing  bank." 
The  purpose  of  this  amendment  was, 
of  course,  to  give  to  the  Federal  Re- 
serve Banks  and  the  Federal  Reserve 
Board  clear  authority  to  require  mem- 
ber banks  habitually  borrowing  in 
excess  of  their  legitimate  requirements 
to  pay  higher  discount  rates  for  their 
excess  borrowings. 


Preparation  for  War  and  the  Liberty  Loans 

By  J.  Herbert  Case 

Deputy  Governor,  Federal  Reserve  Bank  of  New  York 


AT  the  entrance  of  the  United 
States  into  the  World  War  in 
1917  the  readjustment  of  our  credit  and 
financial  system  to  meet  the  unusual 
demands  of  the  Public  Treasury  de- 
volved in  a  large  measure  upon  the 
Federal  Reserve  Banks.  The  financial 
activities  of  the  government  were  soon 
to  be  extended  upon  a  scale  never 
before  equalled  by  any  country  and  the 
financial  resources  of  the  country  were 
to  be  assembled  and  directed  toward 
one  purpose,  winning  the  War.  To 
accomplish  this  purpose  would  require 
highly  developed  sales  organizations 
which  would  extend  to  every  county 
and  village  in  the  country,  and  elab- 
orate machinery  for  distributing  the 
securities  and  collecting  and  disbursing 
the  funds  according  to  the  Treasury's 
needs.  More  fundamental,  however, 
was  the  necessity  that  our  banking 
system  should  be  able  to  meet  the 
enlarged  demands  for  credit  incident 


to  war  financing,  without  unduly  cur- 
tailing the  credit  needs  of  commerce 
and  industry. 

Preparation  for  War  by  Reserve 
Banks 

The  announcement  of  the  entrance 
of  the  United  States  into  the  War, 
however,  did  not  find  the  Federal 
Reserve  Banks  wholly  unprepared  to 
meet  the  new  responsibilities.  Pre- 
cautions had  been  taken  early  in  the 
year  to  maintain  the  Federal  Reserve 
Banks  in  a  strong  condition  with  re- 
gard for  the  disturbed  conditions  of  the 
world  and  the  changing  economic  con- 
ditions in  this  country.  This  country, 
heretofore  a  debtor  country,  had  be- 
come a  creditor  nation;  gold  was 
flowing  in,  and  foreign  securities  were 
being  marketed  here  in  increased 
amounts  so  as  better  to  permit  bellig- 
erent countries  to  pay  for  heavy  pur- 
chases of  goods,  purchases  so  heavy,  in 
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fact,  that  there  had  already  developed 
a  feverish  business  activity.  A  change 
in  affairs  was  foreseen  and  heavy  credit 
demands  anticipated  in  the  eventuality 
of  either  our  participation  in  the  War 
or  the  conclusion  of  peace,  and  the 
opportunity  was  taken  to  fortify  and 
strengthen  the  position  of  the  Federal 
Reserve  Banks. 

Unnecessary  expansion  of  credits 
was  checked  and  a  reduction  was 
effected  in  the  holding  of  such  bonds 
and  warrants  as  had  previously  been 
acquired  primarily  for  the  sake  of 
income.  The  beginning  of  April,  1917, 
found  the  Federal  Reserve  Banks  in  a 
very  strong  position;  the  holdings  of 
municipal  warrants  had  been  reduced 
to  small  proportions,  the  total  earning 
assets  of  the  Federal  Reserve  Banks 
had  gradually  been  reduced  from 
$221,896,000  to  $167,994,000  since  the 
beginning  of  the  year  and  the  reserve 
ratio  of  the  twelve  Federal  Reserve 
Banks  was  about  85  per  cent.  ]\Iore- 
over,  the  report  of  the  Comptroller  of 
the  Currency  and  of  state  banking 
authorities  showed  the  banks  of  the 
country  to  be  in  a  strong  condition. 

Impounding  Gold 

In  order  that  they  might  be  prepared 
for  any  emergency,  the  Federal  Reserve 
Banks,  realizing  their  responsibilities 
as  the  guardians  of  the  country's  re- 
serves, had  adopted  the  policy  of 
gradually  building  up  their  gold  hold- 
ings in  order  that  they  might  be  used 
as  a  basis  of  credit  expansion.  There 
was  a  demand  from  the  banks  and  the 
public  for  the  new  clean  notes  being 
issued  by  the  Federal  Reserve  Banks, 
and  the  opportunity  was  taken  to  ex- 
change these  notes  for  gold  and  gold 
certificates.  In  issuing  Federal  Reserve 
notes,  however,  it  was  necessary  to 
deposit  as  collateral  with  the  Federal 
Reserve  agent  eligible  commercial 
paper  equal  to   100  per  cent  of  the 


notes  issued;  biit  in  the  early  days  of 
the  System  the  available  volume  of 
eligible  paper  was  limited.  Therefore, 
in  order  to  make  the  exchange,  it  was 
necessary  to  adopt  a  circuitous  method 
which  may  be  described  as  follows :  The 
Federal  Reserve  Bank  of  New  York, 
for  example,  would  pledge  $100,000  of 
commercial  paper,  obtaining  in  ex- 
change Federal  Reserve  notes,  and 
would  then,  as  the  Act  authorized  it  to 
do,  deposit  gold  to  retire  its  liability 
for  the  notes  and  withdraw  the  paper. 
This  operation  would  be  repeated  over 
and  over  again  until  enough  Federal 
Reserve  notes  had  been  obtained  to 
meet  the  demands  for  new  currency. 
Moreover,  the  gold  held  as  security 
for  notes  could  not  be  used  except  as  a 
100  per  cent  fund  to  provide  for  their 
redemption  and  was  held  by  the  Fed- 
eral Reserve  agent  specifically  for  that 
purpose. 

For  the  purpose  of  further  strength- 
ening the  System,  the  Federal  Reserve 
Board  in  January,  1917,  recommended 
a  number  of  amendments  to  the  Fed- 
eral Reserve  Act,  and  they  were  again 
transmitted  to  Congress  during  April 
and  were  adopted  on  June  21,  1917, 
substantially  as  recommended  by  the 
Board.  One  object  sought  by  these 
amendments  was  to  enable  the  Federal 
Reserve  Banks  more  effectively  to  con- 
trol the  country's  gold  supply,  and 
therefore  the  process  of  issuing  notes 
was  simplified  by  permitting  their 
issuance  either  against  gold  or  eligible 
paper,  or  both,  as  collateral.  The  Act 
as  amended  not  only  permitted  gold  to 
be  pledged  directly  for  notes,  but  al- 
lowed this  gold  to  serve  as  the  reserve 
required  against  the  notes.  The  effec- 
tiveness of  the  gold  reserves  held  by 
the  Federal  Reserve  Banks  was  greatly 
increased  and  the  adaptability  of  the 
System  to  the  changing  requirements 
of  the  public  enhanced.  After  the 
passage  of  this  amendment  and  our 
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entrance  into  the  War,  as  a  part  of  the 
redoubled  efforts  to  impound  the 
country's  gold  where  it  would  serve 
its  most  useful  purposes,  both  member 
and  non-member  banks  were  repeatedly 
urged  to  transfer  their  gold  as  it  ac- 
cumulated to  the  Federal  Reserve 
Banks,  and  the  appeal  met  with  a 
hearty  response. 

The  provisions  concerning  member 


accounts  with  them  for  the  clearing 
and  collecting  of  their  checks. 

The  success  of  the  movement  to 
accumulate  gold  is  shown  in  Table  I 
which  gives  for  three  years  the  country's 
monetary  stock  of  gold,  the  gold  hold- 
ings of  the  Federal  Reserve  Banks  and 
the  gold  in  general  circulation,  i.e., 
outside  the  Treasury  and  the  holdings 
of  the  Federal  Reserve  Banks: 


TABLE  I 

Total  Monetary  Stock  of  Gold,  Gold  Holdings  of  Federal  Reserve  Banks,  Gold  in 

Circulation,  1917,  1918,  1919 


Date 

Total  monetary 

stock  of  gold  in 

the  country 

Gold  held  in 
U.  S.  Treasury 

Gold  holdings  of 

Federal  Reserve 

Banks 

Gold  in 
Circulation 

January  1,  1917 

January  1,  1918 

January  1,  1919 

$2,864,842,000 
3,040,439,000 
3,080,510,000 

$233,945,000 
212,231,000 
327,239,000 

$737,787,000 
1,558,116,000 
1,916,656,000 

$1,893,110,000 

1,270,092,000 

836,615,000 

banks  reserves  were  likewise  changed, 
first  by  reducing  their  required  reserves 
to  13,  10  and  7  per  cent  for  central 
reserve  city,  reserve  city  and  country 
banks,  respectively,  and  second,  by 
requiring  that  their  entire  reserves 
should  be  carried  as  cash  balances  with 
the  Federal  Reserve  Banks.  These 
changes  both  augmented  the  gold 
holdings  and  increased  their  efficiency 
with  a  commensurate  increase  in  the 
discount  power  of  the  Federal  Reserve 
Banks.  Member  banks  could  no  longer 
count  as  a  part  of  their  legal  reserves, 
cash  in  their  own  vaults,  and  the  priv- 
ilege of  country  banks  to  keep  a  part 
of  their  reserves  with  reserve  city 
banks  was  discontinued  several  months 
prior  to  the  date  originally  fixed  for 
such  discontinuance.  These  changes 
increased  the  cash  holdings  of  the 
Federal  Reserve  Banks  by  about 
$250,000,000.  At  the  same  time  non- 
member  banks  were  encouraged  to 
deposit  their  cash  reserves  -^-ith  the 
Federal  Reserve  Banks  and  to  carry 


Movement  for  a  Greater  Member- 
ship 

As  originally  provided  in  the  Act,  all 
national  banks  are  necessarily  members 
of  the  Federal  Reserve  System  but  prior 
to  the  entrance  of  the  United  States 
into  the  War,  the  membership  of  the 
Federal  Reserve  Banks  included  less 
than  fifty  state  banks  and  trust  com- 
panies, and  the  combined  resources  of 
member  banks  were  approximately 
one-half  of  the  total  banking  resources 
of  the  country.  Obviously  this  was  a 
weak  point  in  the  System.  In  meeting 
a  great  credit  strain  or  unusual  financial 
problems,  it  was  believed  that  the 
Federal  Reserve  Banks  would  be  called 
upon  to  support  indirectly  the  non- 
member  banks  through  credits  granted 
to  member  banks,  which,  in  turn,  would 
aid  the  state  institutions. 

In  view  of  the  country's  needs  and 
the  part  played  by  the  Federal  Reserve 
Banks  in  carrying  on  the  War,  it  was 
soon  generally  recognized  that  a  moral 
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and  patriotic  obligation  rested  upon 
state  bankers  to  support  the  system. 
Immediately  following  the  declaration 
of  war  there  was  a  decided  movement 
among  the  stronger  state  institutions 
toward  obtaining  membership,  a  move- 
ment accompanied  by  some  pressure 
on  the  part  of  the  larger  member  banks 
which  were  desirous  of  being  relieved 
from  the  duty  of  financing  these  non- 
member  institutions  in  case  of  emer- 
gency. The  Federal  Reserve  Board 
had  adopted  a  liberal  policy  in  its 
regulations  both  as  to  terms  of  admis- 
sion of  state  banks  and  as  to  their 
rights  to  withdraw  at  their  discretion, 
but  there  existed  among  these  institu- 
tions a  feeling  of  uncertainty  and  a  lack 
of  assurance"  that  these  rulings  would 
be  permanent  without  legislative  sanc- 
tion. The  action  of  Congress,  there- 
fore, in  passing  the  amendment  ap- 
proved June  21,  1917,  giving  to  state 
institutions  the  assurance  that  they 
might  become  members  of  the  System 
and  carry  on  their  activities  substan- 
tially as  before  and,  in  addition,  giving 
them  the  definite  right  to  withdraw 
from  the  System  on  six  months'  notice, 
accelerated  the  movement  to  obtain 
membership. 

The  climax  to  this  movement  for  a 
greater  membership  was  a  letter  from 
the  President  on  October  13,  1917,  to 
state  banks  and  trust  companies,  in 
which  he  urged  a  complete  mobiliza- 
tion of  the  banking  reserves  of  the 
United  States  in  order  to  meet  the 
great  financial  requirements  imposed 
upon  the  country  by  the  War.  In  this 
appeal  the  President  said  in  part:  "I 
believe  that  cooperation  on  the  part  of 
banks  is  a  patriotic  duty  at  this  time, 
and  that  membership  in  the  Federal 
Reserve  System  is  a  distinct  and  signif- 
icant evidence  of  patriotism."  Under 
these  various  incentives  and  influences 
many  of  the  stronger  state  institutions 
filed  applications  and  were  admitted 


to  membership.  The  progress  of  the 
movement  towards  greater  unification 
of  the  banking  system  is  shown  by  the 
fact  that  at  the  end  of  1917  the  mem- 
bership of  state  banks  and  trust  com- 
panies had  increased  to  250  and  the 
Board  in  its  Annual  Report  for  that 
year  estimated  that  the  member  banks 
represented  approximately  75  per  cent 
of  the  commercial  banking  assets  of  the 
country. 

The   Liberty   Loans 

While  the  President  and  Congress 
were  wrestling  with  the  problem  of 
reorganizing  our  banking  system,  it 
had  become  generally  recognized  that 
the  method  of  handling  the  govern- 
ment's finances  through  the  Independ- 
ent Treasury  System  was  antiquated 
and  the  framers  of  the  Federal  Reserve 
Act  happily  inserted  a  clause  authoriz- 
ing the  Secretary  of  the  Treasury  to 
require  the  Federal  Reserve  Banks  to 
act  as  fiscal  agents.  At  the  beginning 
of  1916  the  Reserve  Banks  began  to  act 
as  fiscal  agents  of  the  government,  but 
prior  to  our  entrance  into  the  War,  their 
services  had  been  limited  to  receiving 
deposits  of  receipts  from  customs  and 
internal  revenue  and  paying  checks  and 
warrants  drawn  by  and  on  the  Treas- 
urer of  the  United  States.  But  when 
the  Treasury  was  confronted  with  the 
problem  of  raising  and  disbursing  the 
huge  sums  necessary  to  carry  on  the 
War,  the  Reserve  Banks  became  the 
chief  agencies  through  which  it  oper- 
ated; they  became  the  administrative 
centers  of  the  various  Liberty  Loan 
committees  in  addition  to  performing 
the  minor  fiscal  agency  functions. 
Floating  the  Liberty  Loans  was  the 
paramount  financial  undertaking  of 
the  War;  it  was  a  task,  the  accomplish- 
ment of  which  necessitated  arousing 
public  opinion  to  a  realization  of  the 
needs  of  the  government  and  enlisting 
the  support  of  every  American. 
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Selling  Liberty  Bonds 

Perhaps  I  can  best  explain  the 
methods  used  in  seUing  government 
bonds  by  a  brief  description  of  the 
organization  and  work  of  the  Liberty 
Loan  committees  in  the  Second  Dis- 
trict, with  which  I  am  most  famiUar. 
During  the  First  and  Second  Liberty 
Loans,  the  responsibihty  for  selhng 
bonds  in  the  second  district  rested 
largely  upon  volunteers  from  the  vari- 
ous bond  houses,  banks  and  corpora- 
tions which  generously  and  patrioti- 
cally contributed  the  services  of  their 
staffs.  It  was  soon  seen,  however,  that 
one  loan  was  hardly  completed  before 
preparations  for  another  one  were  be- 
ing made,  and  it  was  realized  that  with 
each  successive  loan,  as  the  novelty 
wore  off,  a  more  intensive  campaign 
and  more  unified  organization  would  be 
requisite  in  order  to  induce  the  public 
to  do  the  necessary  amount  of  saving 
and  investing.  Consequently  a  fixed 
establishment  of  paid  employes  was 
built  up. 

The  central  Liberty  Loan  Committee 
was  the  center  and  directing  force 
around  which  the  whole  organization 
revolved.  As  finally  perfected,  it  con- 
sisted of  fifteen  members,  many  of 
whom  were  heads  of  some  of  the  largest 
banks  and  banking  houses  in  New  York. 
The  chairman  of  the  Committee  was 
the  Governor  of  the  Federal  Reserve 
Bank  of  New  York.  The  Committee 
met  frequently  during  the  progress  of 
the  loans  and  determined  the  policies 
to  be  followed  and  the  nature  of  the 
appeals  to  be  made  to  the  public. 

One  of  the  members  of  the  Liberty 
Loan  Committee  was  chairman  of  the 
distribution  organization  which  had 
direct  charge  of  sales  and  which  was 
made  up  of  bankers  or  partners  in 
bond  houses.  The  permanent  staff 
of  the  distribution  committee  was 
headed  by  the  director  of  distribution, 


who  was  the  executive  in  charge  of  the 
immense  and  very  active  bond-selling 
organization. 

This  district,  with  the  exception  of 
three  boroughs  of  New  York  City,  was 
divided  into  eight  subdistricts  and  a 
member  of  the  distribution  organiza- 
tion was  chairman  of  each  subdistrict. 
These  subdistrict  chairmen  formed  the 
connection  between  their  local  Liberty 
Loan  committees  and  the  central 
organization.  They  acted  as  advisers 
to  the  local  chairmen  and  transmitted 
to  them  the^  plans  and  material  pre- 
pared at  headquarters.  The  number 
of  committees  and  subcommittees  ran 
into  the  thousands.  In  every  com- 
munity an  extensive  volunteer  organi- 
zation was  formed  which  carried  the 
campaign  direct  to  the  individual  in 
every  branch  of  human  activity. 

To  the  army  of  Liberty  Loan  workers, 
men  and  women  through  whose  energy 
and  patriotism  the  millions  of  subscrip- 
tions were  actually  obtained,  is  due  a 
large  part  of  the  credit  for  the  complete 
success  of  the  greatest  financial  opera- 
tion of  all  time. 

A  publicity  organization  was  estab- 
lished as  a  necessary  part  of  the  selling 
campaign.  Its  mission  was  to  carry  to 
every  citizen  in  the  district  the  message 
of  the  Liberty  Loans  and  of  America. 
This  message  was  carried  in  a  great 
variety  of  ways  in  the  effort  to  dissemi- 
nate the  ideals  for  which  America 
entered  the  War  and  to  point  out  the 
financial  needs  of  the  government  for 
winning  the  War.  In  the  new^spapers 
and  magazines,  on  the  billboards,  houses, 
lamp-posts,  vehicles,  flagstaffs,  and  in 
the  store  and  householder's  window, 
the  appeal  appeared,  showing  the 
obligation  of  every  American  to  partic- 
ipate in  the  work  of  winning  the  War. 
Frequent  Liberty  Loan  meetings  were 
held  and  many  hundred  men  and  women 
delivered  the  message  in  public  ad- 
dresses. 
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Partial  Payments 

One  of  the  most  difficult  problems 
from  the  standpoint  of  the  physical 
handling  of  subscriptions  in  New  York 
City  grew  out  of  the  enormous  number 
of  applications  for  $50  and  $100  bonds 
from  persons  who  of  necessity  could 
purchase  only  on  the  partial  payment 
plan. 

The  fact  that  there  were  but  a  rela- 
tively small  number  of  banks  located 
in  the  metropolitan  area  to  handle  the 
growing  volume  of  these  transactions 
threatened  serious  congestion  in  the 
banks.  This  situation,  however,  was 
successfully  met  by  the  formation  of 
the  Liberty  Loan  Association  of  Banks 
and  Trust  Companies  of  New  York, 
which  handled,  through  a  coupon  book 
system,  approximately  2,400,000  sepa- 
rate partial  payment  accounts  in  con- 
nection with  the  Third,  Fourth  and 
Victory  Liberty  Loans.  Under  this 
plan,  subscribers  were  allowed  to  make 
payments  at  any  of  about  1,400  pay- 
ment stations  designated  throughout 
the  metropolitan  district  as  a  conven- 
ience to  subscribers  and  as  a  measure 
of  relief  to  the  banks. 

The  Liberty  Loan  Association,  under 
the  direction  of  the  Federal  Reserve 
Bank  of  New  York,  with  a  staff  of  ap- 
proximately 450  clerks  operated  the 
system  through  which  over  90,000,000 
individual  payments  were  received  and 
over  2,000,000  separate  bonds  were 
delivered.  As  many  as  17,500  people 
called  at  the  office  of  the  Liberty  Loan 
Association  at  19  West  44th  Street, 
New  York  City,  during  a  single  day. 

The  importance  of  this  undertaking 
is  not  to  be  measured  merely  by  the 
number  of  bonds  distributed.  Count- 
less individuals  could  not  have  pur- 
chased these  securities  on  any  other 
than  the  instalment  plan,  and  much 
credit  is  due  the  banking  institutions 
and  the  hundreds  of  other  cooperating 


agencies  that  made  possible  this  great 
undertaking. 

Handling    the    Loans 

Up  to  the  time  of  the  First  Liberty 
Loan,  the  Federal  Reserve  Banks  had 
been  operating  with  a  comparatively 
small  force  of  clerks,  sufficient  only  to 
take  care  of  the  comparatively  moderate 
volume  of  business  which  the  banks  had 
yet  been  called  upon  to  do.  It  was 
not  until  after  the  First  Liberty  Loan 
campaign  was  actually  under  way  that 
the  officials  in  charge  of  the  Federal  Re- 
serve Banks  began  to  realize  that  their 
forces  were  totally  inadequate  to  the 
magnitude  of  the  task  for  the  govern- 
ment which  lay  before  them.  The  lead- 
ing banks  and  investment  houses  were 
then  appealed  to  for  help  and  responded 
most  effectively,  willingly  lending  clerks, 
stenographers  and  even  heads  of  depart- 
ments and  officers.  In  the  Second  Dis- 
trict the  force  so  loaned  consisted  of 
about  350  men  who  stayed  with  the 
Federal  Reserve  Bank  until  they  were 
gradually  replaced  by  a  permanent  staff 
just  prior  to  the  Second  Liberty  Loan. 

It  became  necessary  to  develop 
special  accounting  systems,  and  control 
records  in  order  properly  and  success- 
fully to  handle  the  issue,  exchange  and 
redemption  of  billions  of  dollars  in 
government  securities.  Three  separate 
departments  were  created  to  perform 
this  work.  One  was  organized  to 
handle  all  operations  in  connection 
with  the  issue  of  bonds;  another,  to 
manage  the  sale  and  issue  of  certificates 
of  indebtedness;  and  a  third,  to  handle 
the  collateral  pledged  by  banks  to 
secure  government  deposits.  Some- 
thing of  the  magnitude  of  the  task 
performed  by  the  government  bond 
departments  of  the  twelve  Federal  Re- 
serve Banks  may  be  seen  from  Table  II 
which  gives  for  the  five  Liberty  Loans 
the  record  of  subscriptions,  allotments, 
exchanges  and  conversions. 
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TABLE  n 

Subscriptions,  Allotments,  Exchanges  and  Conversions  for  the  Five  Liberty  Loans 


Loan 

Number  of 
subscribers 

Amount 
subscribed 

Amount 
allotted 

Number  of 
pieces  is- 
sued on 
allotments 

Number  of 
temporary 

bonds  ex- 
changed for 
permanent 
bonds.  (Aug. 

31,  1921) 

Number  of 

conversions 

(Aug.  31, 

1921) 

First..  .• 

Second 

Third 

Fourth 

Victory 

4,000,000 

9,400,000 

18,308,325 

22,777,680 

11,803,895 

3,035,226,850 
4,617,532,300 
4,176,516,850 
6,993,073,250 
5,249,908,300 

1.989,455,550 
3,807,865,000 
4,175,650,050 
6,964,581,250 
4,497,818,750 

7,513,627 
14,938,073 
24,406,982 
33,024,445 
17,498,172 

1,322,834 

5,610,948 

14,459,383 

17,405,606 

3,717,955 
12,317,448 

636.960 

Total 

66,289,900 

24,072,257,550 

21,435,370,550 

97.381,299 

38,798,771 

16,672,363 

Other  services  of  magnitude  per- 
formed by  the  bond  departments  of  the 
Federal  Reserve  Banks  were  exchanges 
of  bonds  of  one  denomination  for  bonds 
of  another  denomination,  payment  of 
coupons  from  all  issues  of  Liberty 
Bonds  and  assistance  rendered  the 
Treasury  Department  in  the  register- 
ing of  government  bonds  by  receiving 
coupon  bonds  for  registration  and 
registered  bonds  for  exchange  into 
coupon  bonds. 

The  current  needs  of  the  Treasury 
between  the  periods  of  bond  issues  and 
tax  receipts  were  met  by  frequent 
issues  of  certificates  of  indebtedness  of 
short  maturities,  which  were  also 
handled  by  the  Federal  Reserve  Bank. 
These  short  credits  proved  to  be  a 
popular  investment  for  our  banking 
institutions  and  were  periodically  con- 
verted into  long-time  credits  through 
the  Liberty  Loan  bond  drive  and  thus 
were  distributed  among  individual 
investors.  The  issuance  of  certificates 
not  only  supplied  a  means  of  securing 
current  funds  but  afforded  a  protection 
to  the  money  market  by  distributing 
the  receipts  from  loans  and  taxes  over 
periods  of  time,  thus  avoiding  periodic 
heavy  withdrawals  of  funds  from  the 


market.  On  October  31,  1921  there 
had  been  eighty-eight  issues  of  certif- 
icates of  indebtedness,  both  loan  and 
tax,  aggregating  $32,881,000,000  of 
which  $30,235,000,000  had  matured 
and  had  been  redeemed. 

Payivient  by  Book  Credit 

In  order  further  to  minimize  possi- 
ble disturbances  in  the  money  market 
the  Federal  Reserve  Banks  at  the 
request  of  the  Secretary  of  the  Treas- 
ury extended  to  banks  the  privilege 
of  paying  for  their  subscriptions  to 
Liberty  Bonds  and  certificates  of  in- 
debtedness by  book  credit,  which  sim- 
ply means  creating  a  deposit  in  favor 
of  the  government  to  the  amount  of 
the  subscriptions.  These  deposits  were 
withdrawn  gradually  from  the  banks 
on  a  pro  rata  basis  as  needed  by  the 
government.  The  Federal  Reserve 
banks  as  fiscal  agents  were  required  not 
only  to  keep  records  of  these  deposits 
and  withdrawals,  but  also  to  receive 
and  hold  collateral  against  them;  at 
times  these  deposits  amounted  to 
about  a  billion  dollars  and  the  Federal 
Reserve  Banks  were  required  to  handle 
many  billions  of  dollars  of  collateral  in 
connection  therewith. 
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Subcommittee  on  Money 

The  desirability  of  having  an  orderly 
money  market  was  generally  recognized 
and  on  September  5,  just  prior  to  the 
offering  of  the  Second  Liberty  Loan,  a 
subcommittee  of  the  Liberty  Loan 
Committee  of  the  Second  District  was 
appointed  for  the  purpose  of  securing 
the  most  complete  cooperation  with  the 
government  in  its  financial  program 
by  all  the  financial  interests  of  the  city. 
This  committee  was  composed  of  the 
Chairman  of  the  Liberty  Loan  Com- 
mittee, as  chairman,  and  the  presidents 
of  eight  of  the  largest  financial  institu- 
tions. 

The  policy  of  this  subcommittee  on 
money  was  to  prevent  the  absorption 
of  an  excess  amount  of  credit  by  the 
security  market  which  might  interfere 
with  the  orderly  marketing  of  the 
government's  loans,  and  at  the  same 
time  to  assure  that  sufficient  funds 
would  be  available  to  maintain  a  rea- 
sonably healthy  security  market  in 
order  to  facilitate  the  successful  placing 
of  Treasury  issues.  It  was  considered 
of  great  importance  that  reasonable 
and  necessary  control  be  exercised 
over  the  employment  of  credit  in  order 
to  insure  no  interference  with  the  finan- 
cial operations  of  the  government  in 
conducting  the  war. 

This  committee  enjoyed  the  fullest 
cooperation  of  the  governors  and  mem- 
bers of  the  New  York  Stock  Exchange 
who  unselfishly  placed  in  the  hands  of 
the  subcommittee  confidential  informa- 
tion which  would  enable  the  committee 
to  take  such  steps  as  were  calculated 
to  maintain  an  orderly  money  market. 

Meeting  the  Demand  for  Credit 

The  success  of  the  Liberty  Loans 
depended  in  large  measure  on  the  in- 
dividual banks  throughout  the  country. 
But  the  extent  of  their  cooperation  in 
turn  depended  upon  the  financial  sup- 


port which  they  felt  they  could  secure 
from  the  Federal  Reserve  Banks.  It 
soon  became  evident  that  the  savings 
of  the  people  in  spite  of  the  various 
thrift  campaigns  would  not  prove 
sufficient  to  meet  the  tremendous  de- 
mands of  the  government  and  that  a 
substantial  portion  of  its  borrowings 
would  have  to  be  met  through  bank 
credit.  The  banks  supplied  this  credit 
both  by  subscribing  to  the  loans  them- 
selves and  by  extending  credit  freely 
to  their  customers  who  borrowed  in 
order  to  buy  government  obligations. 

In  fact,  in  order  to  insure  the 
success  of  the  government's  financial 
measures,  banks,  life  insurance  com- 
panies, general  business  corporations 
and  individuals  were  urged  to  subscribe 
heavily  to  the  Liberty  Loans  without 
regard  to  their  immediate  ability  to  pay 
for  them.  Preferential  discount  rates 
were  established  by  the  Federal  Reserve 
Banks  in  favor  of  paper  secured  by 
United  States  Government  obligations 
and  easy  terms  of  payment  promised 
by  the  individual  bank  to  induce  a 
sufficient  flow  of  funds  from  the  banks 
and  the  people  to  the  government. 
With  the  cooperation  of  and  by  the 
support  they  gave  to  the  individual 
banks  of  the  country,  the  Federal 
Reserve  Banks  expanded  the  credit 
structure  sufficiently  to  meet  the  needs 
of  the  great  emergency. 

The  "borrow  and  buy"  method  of 
securing  funds  leads  to  inflation,  to  be 
sure,  with  all  its  consequent  ills,  but 
any  method  of  financing  a  war,  except 
solely  out  of  the  savings  of  the  people, 
would  have  the  same  result.  War 
financing  always  involves  credit  ex- 
pansion unless  private  savings  increase 
commensurate  with  government  re- 
quirements. Try  as  we  may,  we  can- 
not get  away  from  this  fact.  We  may 
safely  say  that  the  difference  between 
the  government's  requirements  for 
funds,  as  expressed  in  the  securities 


The  Assumption  of  Treasury  Functions 


129 


sold,  and  the  volume  paid  for  out  of 
savings,  represents  a  good  part  of  the 
recent  credit  expansion.  But  it  could 
hardly  be  expected  that  private  savings 
would  keep  pace  with  the  phenomenal 
demands  of  the  government  during  the 
World  War.  Certainly  no  opportunity 
was  neglected  to  impress  upon  the 
public  the  fact  that  they  should  save 
to  the  hmit.  While  the  Federal  Re- 
serve Banks  were  conducting  a  cam- 
paign urging  increased  borrowing  as 
one  means  of  selling  Liberty  Bonds, 
an  equally  intensive  campaign  urging 
upon  the  people  the  necessity  for  thrift 
and  rigid  economy  was  being  conducted 
by  the  same  banks  under  the  direction 
of  the  Liberty  Loan  and  War  Savings 
committees,  as  well  as  by  various  other 
government  agencies.  The  Food  Ad- 
ministration, for  instance,  was  active 
in  this  regard. 

Furthermore,  a  campaign  was  carried 
on  under  the  direction  of  the  Capital 
Issues  Committee  for  the  purpose  of 
conserving  capital,  labor,  materials  and 
transportation  facilities  for  their  most 
effective  use  in  the  prosecution  of  the 
War.  There  was  a  local  capital  issues 
committee  in  each  district  which  re- 
ported to  the  central  committee  on  all 
applications  for  permission  to  issue 
securities  for  the  purpose  of  financing 
public  or  private  corporate  expenditure. 


The  Capital  Issues  Committee  of  the 
Second  District,  although  in  existence 
less  than  a  year,  considered  formal 
applications  for  issues  amounting  to 
$^2,009,000,000,  besides  numberless 
cases  where  no  formal  applications 
were  filed  notwithstanding  the  fact 
that  when  the  Committee  was  first 
appointed,  the  submitting  of  applica- 
tions covering  private  issues  was 
largely  voluntary. 

The  record  of  the  Federal  Reserve 
Banks  during  the  War,  in  my  judgment, 
is  one  of  splendid  achievements.  They 
not  only  organized  and  directed  the 
sales  campaigns  and  handled  the  de- 
tails of  every  loan,  but  also  by  the 
support  given  to  the  individual  banks 
of  the  country  made  possible  their 
hearty  cooperation  and  guaranteed  the 
success  of  every  loan.  It  is  a  cause  for 
deep  gratification  that  the  banks  and 
the  people  through  efficient  methods 
and  organization  were  able  to  supply 
the  government  with  such  unprece- 
dented sums  to  meet  its  needs  in 
carrjnng  on  the  War.  That  five  great 
loans,  aggregating  more  than  $21,000,- 
000,000,  were  rapidly  and  successfully 
distributed  with  hardly  a  ripple  in 
the  financial  markets,  is  of  itself  a  great 
testimonial  to  the  new  banking  system 
which  has  now  been  thoroughly  tried 
and  has  successfully  met  the  test. 
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THE  Independent  Treasury  as  it 
functioned  for  three  quarters  of  a 
century  was  an  institution  unique  in 
the  field  of  public  finance.  It  grew 
out  of  the  general  demoralization  of  the 
banks  which  followed  the  panic  of  1837 


and  the  downfall  of  the  Second  Bank  of 
the  United  States.  TMien  the  Act  of 
1841  was  passed,  followed  by  the  more 
adequate  Act  of  1846,  the  need  for  such 
legislation  was  real  and  urgent.  On 
the  theory  that  the  establishment  and 
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regulation  of  banks  was  a  duty  of  the 
states,  tlie  care  of  Federal  funds  called 
for  a  Federal  agency.  When  in  18(53 
that  theory  was  abandoned,  the  justifi- 
cation for  the  subtreasuries  passed 
away  with  it ;  but  in  twenty  years  these 
institutions  had  become  rooted  in  our 
political  system. 

An   Outgroavn  and   Objectionable 
System 

As  long  as  a  government  agency  is 
merely  useless  it  may  be  left  alone. 
The  subtreasury  buildings  are  sub- 
stantial and  impressive  features  of  our 
cities;  they  housed  several  hundred 
officials  and  clerks,  some  of  whom  were 
devoted  aids  of  the  administration 
which  they  served,  and  it  was  not 
enough  to  show  that  the  maintenance 
of  this  establishment  involved  a  waste 
of  money.  Before  the  Independent 
Treasury  could  be  abolished  it  must 
be  shown  as  responsible  for  positive 
harm. 

The  important  ground  of  objection 
to  the  subtreasuries  was  their  evil  in- 
fluence in  the  money  market.  The 
harm  that  they  did  was  real  and  sub- 
stantial, although  it  was  obscure.  The 
great  hoard  of  coin  and  bullion  and 
legal  tender  notes,  which  was  kept 
behind  massive  steel  bars  and  ap- 
proached through  dismal  passages  be- 
tween granite  walls,  while  it  impressed 
the  tourist,  would  have  brought  dis- 
may to  the  borrower  of  funds  if  he  had 
been  fully  alive  to  his  interest.  It  was 
not  merely  the  impounding  of  cash 
that  called  for  condemnation  of  the 
system  but  the  recurrence  of  large  pay- 
ments as  well.  The  alternate  collec- 
tion and  disbursement  of  the  revenues 
brought  alternate  contraction  and  ex- 
pansion of  the  bank  reserves  and  con- 
sequent changes  in  discount  rates, 
which,  in  turn,  disturbed  the  markets 
for  staple  products  and  securities. 

The  establishment  of  the  national 


banking  system  during  the  Civil  War 
should  have  been  followed  promptly 
by  the  abandonment  of  the  Independ- 
ent Treasury,  but  at  that  particular 
period  the  banking  business  was  not 
popular.  The  needed  reform  must 
wait  for  another  time  of  great  financial 
stress,  and  for  a  reorganization  of  the 
banking  system  on  the  principle  of  a 
single  national  cash  reserve  under 
Federal  control. 

The  New  Policy 

The  legislative  acts  which  make 
definite  provision  for  the  new  policy 
are  two.  Section  15  of  the  Federal  Re- 
serve Act  of  December  23,  1913,  pro- 
vided that  "the  moneys  held  in  the 
general  fund  of  the  Treasury  .  .  . 
may  be  deposited  in  Federal  Reserve 
Banks,  which  banks  .  .  .  shall  act 
as  fiscal  agents  of  the  United  States 
.  .  .  and  disbursements  may  be 
made  by  checks  dra\Mi  against  such 
deposits." 

The  other  measure  is  found  in  the 
General  Appropriation  Act  of  May 
29,  1920,  which  repealed  the  Act  of 
1846  in  so  far  as  it  provided  for  sub- 
treasuries,  and  required  the  Secretary 
of  the  Treasury  to  transfer  the  duties 
of  the  Assistant  Treasurers  of  the 
United  States  to  the  Treasurer,  the 
mints  and  assay  offices  and  to  the  Fed- 
eral Reserve  Banks. 

This  Act  of  1920  was  belated.  As 
intimated  above,  the  officers  and  the 
employes  of  the  subtreasuries  owed 
their  appointments  to  political  in- 
fluences. The  original  intention  of  the 
f  ramers  of  the  Federal  Reserve  Act  was 
to  have  the  subtreasuries  taken  over 
by  the  Reserve  Banks.  But,  as  the 
bill  developed  out  of  the  economic  and 
into  the  political  stage  in  Congress,  dis- 
cussion arose  and  political  force  was 
asserted.  "The  moneys  held  in  the 
general  fund  of  the  Treasury  shall  be 
deposited"  in  Section  13  became  "may 
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be  deposited"  and  the  Secretary  of  the 
Treasury  held  the  power  of  decision. 

After  the  Reserve  Banks  were  opened 
and  had  been  officially  designated  as 
fiscal  agents  of  the  government,  the 
Treasury  made  comparati\"cly  little 
use  of  them.  Other  bank  depositaries 
were  retained  and  treasury  funds  were 
placed  for  "crop-moving  purposes"  as 
in  the  past. 

There  was  naturally  adverse  criti- 
cism. From  official  sources  came  pleas 
and  explanations  that  the  subtreasuries 
were  convenient  to  the  public,  if  not 
indispensable  to  the  government,  and 
the  cities  where  they  were  located  had 
their  fears  aroused  that  they  were  to 
be  deprived  of  something  of  value  to 
them.  The  criticism  persisted, however. 
In  the  end  the  matter  was  referred,  in 
March,  1917,  to  the  Bureau  of  Efficiency 
for  investigation  and  report  to  Congress. 

The  investigation  was  thorough  and 
the  report,  made  January  26,  1918, 
was  most  competent.  The  report 
concluded  as  follows: 

The  Bureau  of  EflBciency  recommends 
the  ultimate  abolition  of  the  whole  sub- 
treasury  system.  It  believes  not  only  that 
tlie  government  will  save  money  by  this 
change,  but  also  that  the  public  will  in  the 
end  be  better  served.  It  will  be  appre- 
ciated that  in  making  this  recommendation 
the  Bureau  of  Efficiency  seeks  only  to 
serve  the  public  interest.  If,  however, 
the  subtreasuries  are  to  be  continued,  the 
Bureau  of  Efficiency  suggests  the  following 
as  a  minimum  program: 

The  elimination  of  the  three  subtreasur- 
ies— Baltimore,  Philadelphia  and  Cincin- 
nati— which  are  of  no  essential  value  to  the 
system ; 

The  abolition  of  the  post  of  assistant 
treasurer  everywhere  and  the  transfer  of 
responsibility  to  the  cashiers; 

A  reduction  in  the  amount  of  coin-ex- 
change business  undertaken  at  the  sub- 
treasuries  and  by  the  cash  room  of  the 
Treasury  in  Washington  through  the  charg- 
ing of  a  fee  for  receiving  or  paying  out  cur- 
rent coin; 


The  concentration  of  all  the  redemptions 
of  paper  currency  in  Washington; 

Scarcely  less  than  this  can  be  done  for 
the  good  of  the  Treasury  and  the  people. 

The  effect  of  the  legislation  of  1920 
was  to  make  mandatory  what  had  hith- 
erto been  permissive  only.  But  the 
change  of  policy  which  these  acts  re- 
veal had  been  slowly  evolved  out  of  a 
long  and  unhappy  experience  in  the 
management  of  both  public  and  private 
funds.  The  realization  of  the  proper 
relation  between  Treasury  and  banks 
has  been  growing  through  a  period  of 
many  years  of  nominal  independence. 
It  was  made  clearer  by  every  financial 
crisis  through  which  the  country  passed 
that  real  independence  was  impossible. 
Points  of  contact  between  Treasury 
and  banks  were  established  for  greater 
convenience  and  economy  in  the  hand- 
ling of  funds,  and  a  relation  of  mutual 
dependence  was  tacitly  recognized. 

Relation  of  Treasurer  to  Banks 
1865-1913 

In  order  to  save  labor  to  both  offi- 
cials and  the  public,  the  subtreasury 
at  New  York  was  made  a  member  of 
the  clearing  house  on  the  resumption 
of  specie  payments,  January  1,  1879. 
In  the  latter  months  of  the  Civil  War 
and  for  several  years  thereafter  the  ex- 
tensive collection  of  internal  revenue  as 
well  as  the  necessities  of  postmasters 
led  to  the  designation  of  certain  na- 
tional banks  as  United  States  deposita- 
ries. When  a  few  years  later  depleted 
bank  reserves  coincided  with  surplus 
revenues  in  the  Treasury,  aggravating 
the  stringency  of  the  money  market, 
the  government  adopted  the  policy  of 
designating  other  national  banks  as 
special  depositaries  of  public  funds. 
Large  sums  were  paid  into  these  banks 
for  the  single  purpose  of  putting  idle 
cash  to  commercial  use. 

From  the  point  of  view  of  economical 
use  of  funds,  bank  depositors  may  be 
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dhnded  Into  two  groups :  those  who  use 
banks  for  the  safe-keeping  of  money, 
and  those  who  use  banks  as  agencies 
for  the  collection  and  payment  of  bills. 
The  first  class  is  typified  by  the  savings 
depositor;  the  second,  by  the  commer- 
cial depositor.  The  customary  opera- 
tions of  the  savings  bank  involve  the 
receipt  and  payment  of  cash  while  the 
customary  operations  of  the  commer- 
cial bank  involve  the  receipt  and  pay- 
ment of  credit  instruments.  In  the 
latter  case,  cash  is  required  only  for  a 
reserve,  and  this  reserve  is  only  occa- 
sionally brought  into  use.  The  result 
is  that  payments  in  and  out  of  the  com- 
mercial bank  may  vastly  exceed  the 
amount  of  cash  employed.  The  public 
advantage  in  the  use  of  this  bank  lies 
in  the  fact  that  a  given  amount  of  cash, 
when  used  as  a  reserve  against  deposits 
or  notes,  will  accomplish  much  more 
than  when  used  in  payment  directly. 

In  its  use  of  national  or  state  banks 
as  public  depositaries  the  Treasury 
never  assumed  the  role  of  a  commercial 
depositor  in  the  sense  here  described. 
Funds  were  placed  in  the  custody  of 
the  banks  and  in  due  course  were 
ordered  to  be  remitted  to  the  Treasury. 
Ordinary  disbursements  were  made  by 
warrants  drawn  on  the  Treasurer  and 
not  by  checks  drawn  on  the  banks. 
These  so-called  deposits  were  in  reality 
loans  to  the  banks  in  so  far  as  the  spe- 
cial depositaries  were  concerned.  The 
banks  held  the  funds  for  a  definite 
period,  paid  interest  on  them  and  gave 
security  for  them.  The  term  "de- 
posit "  was  a  misnomer  and  the  practice 
of  placing  funds  with  the  special  de- 
positaries could  not  be  carried  out 
without  calling  forth  the  charge  of 
favoritism.  The  attitude  of  the  public 
toward  the  banks  selected  to  act  as 
regular  depositaries  was  somewhat 
different.  These  were  chosen  to  serve 
the  convenience  of  the  government, 
but  even  here  special  collateral  security 


was  exacted  and  the  relation  of  bank 
and  depositor  was  not  a  normal  one. 
There  were  no  true  active  checking 
accounts  maintained  by  the  Treasury. 

Situation  1913-1916 

When  the  Federal  Reserve  Act  was 
passed  in  1913  there  were  850  regular 
depositaries  and  685  special  deposita- 
ries, together  holding  $76,000,000,  and 
all  of  the  subtreasuries  except  the  one 
at  Philadelpiiia  were  members  of  the 
clearing  houses  of  the  cities  in  which 
they  were  located.  To  that  extent  the 
independence  of  the  Treasury  had  been 
abandoned.  From  the  establishment 
of  the  Federal  Reserve  Banks  there 
was  a  rapid  evolution  of  a  new  policy 
on  the  part  of  the  Treasury.  The 
twelve  Reserve  Banks  were  designated 
public  depositaries  some  time  after 
they  were  ready  for  business.  In  the 
twelve  cities  in  which  these  banks  were  ^ 
established  all  other  government  de-  « 
posits  were  discontinued,  except  that 
in  some  cases  Federal  court  funds  and 
postmasters'  funds  remained  where 
they  had  been  previously  kept. 

But  the  use  of  the  Federal  Reserve 
Bank  as  a  depositary  involved  an  im- 
portant change  in  the  attitude  of  the 
Treasury  in  that  these  banks  gave  no 
collateral  security  for  the  funds  held. 
Moreover,  the  funds  were  used  by  the 
Treasury  as  checking  accounts;  indeed, 
in  some  cases  tlie  Treasury  received 
temporary  advances  of  funds  against 
an  approaching  issue  of  loan  certifi- 
cates, and  so,  for  the  first  time  since 
1846,  the  Treasury  became  a  bank  de- 
positor and  borrower  in  the  common 
acceptation  of  these  terms.  But  this 
change  of  attitude  in  1914  was  cautious 
and  incomplete.  The  major  part  of 
the  public  revenue  and  expenditure 
continued  as  before  to  pass  through 
the  subtreasuries.  At  the  close  of  the 
fiscal  year,  June  30,  1916,  the  distribu- 
tion of  the  general  fund  was  as  follows: 
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In  Treasury  offices $130,534,179.97 

In  Federal  Reserve  Banks     113,480,576 .  00 
In  national  bank  deposi- 
taries        62,833,774.43 

In  Philippine  Treasury.  .         3,968,122.73 

The  foregoing  statement  takes  no  ac- 
count of  the  great  trust  funds  held  and 
administered  by  the  treasury. 

Effect  of  the  War 

The  event  which  established  the 
necessity  of  the  new  policy  was  our 
own  entry  into  the  World  War  and  the 
great  financial  operations  which  en- 
sued. Soon  after  war  was  declared  it 
came  to  be  the  general  understanding 
that  our  chief  contribution  to  the  joint 
enterprise  would  be  in  the  field  of  fi- 
nance and  supply.  To  this  end  meas- 
ures were  adopted  for  the  handling  of 
funds  of  unprecedented  magnitude 
with  the  least  possible  friction.  Im- 
mediately on  the  passage  of  legislation 
providing  for  the  first  Liberty  Loan, 
steps  were  taken  to  correlate  the  banks 
of  the  country  with  the  Treasury  for 
most  effective  team  work.  By  the 
middle  of  November,  1917,  the  number 
of  national  banks  designated  as  public 
depositaries  was  raised  from  518  to 
1,903.  State  banks  and  trust  compa- 
nies were  pressed  into  service  and  1,843 
of  these  were  named  as  public  deposita- 
ries. In  the  Treasury  circular  of  May 
29  it  was  provided  not  only  that  banks 
so  designated  should  hold  on  deposit  to 
the  credit  of  the  government  the  funds 
received  by  them  in  the  sale  of  bonds, 
but  also  that,  when  the  funds  should  be 
required  from  the  banks,  the  transfer 
should  be  made  by  a  draft  against  the 
balance  carried  by  the  depositary  bank 
in  the  Federal  Reserve  Bank  in  favor  of 
the  account  of  the  Treasury  in  the  same 
Federal  Reserve  Bank.  That  is  to 
say,  payments  on  governemnt  account 
should  be  made  by  use  of  the  bank's 
credit  and  with  no  reduction  of  its 
stock  of  cash. 


Not  only  were  these  rules  applicable 
to  receipts  from  the  several  Liberty 
Loans  but  also  to  receipts  from  income 
taxes  and  excess  profits  taxes,  scs  well  as 
from  the  sale  of  certificates  of  indebted- 
ness which  succeeded  one  another  in 
rapid  succession  throughout  the  War 
and  the  following  year.  It  was  the 
custom  of  the  Treasury  to  leave  the 
credit  as  long  as  might  be  in  the  local 
depositary  banks  where  it  would  serve 
the  business  community  to  the  greatest 
possible  degree,  and  require  transfer  to 
government  account  in  the  Reserve 
Bank  only  as  it  was  actually  needed, 
thence  to  be  disbursed  by  government 
check.  These  transfers  of  credit  were 
made  ratably  throughout  the  country 
— a  certain  percentage  of  the  deposit 
on  a  specified  date.  The  result  of  this 
policy  was  to  make  the  depositary 
banks  collection  agencies  of  the  govern- 
ment, while  the  Reserve  Bank  of  each 
district  became  a  disbursing  agency  to 
a  degree  unknown  in  the  past.  The 
effect  of  these  operations  on  the  dis- 
tribution of  the  general  fund  at  the 
end  of  the  fiscal  year  1917  is  shown 
below: 

In  Treasury  offices $107,662,952.07 

In  Federal  Reserve  Banks  300,671,632 .  42 
In  special  depositaries.  .  .  783,922,959.51 
In  regular  depositaries .  . .  49,681,738 .  91 
In  Philippine  Treasury .  .         2,081,409 .  76 

In  order  to  appreciate  the  effect  of 
the  new  policy  upon  the  business  of  the 
Federal  Reserve  Banks  it  is  only  neces- 
sary to  remember  that  the  ordinary 
disbursements  of  the  Treasury  rose 
from  a  total  of  682  millions  in  1913  to 
15,365  millions  in  1919.  The  premises 
of  the  Reserve  Banks  became  scenes  of 
the  greatest  activity.  New  and  larger 
quarters  had  to  be  taken,  branch  banks 
were  established,  and  the  employed 
personnel  grew  from  920  at  the  end  of 
1916  to  9,459  at  the  end  of  1919.  In 
the  same  three  years  the  number  of 
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state  banks  admitted  to  membership 
grew  from  37  to  1,481,  and  the  gold 
reserve  from  738  millions  to  2,063 
millions. 

Changes  Under  Act  of  1920 

From  this  showing  it  may  properly 
be  inferred  that  the  expansion  involved 
in  the  transfer  of  the  duties  of  assistant 
treasurers  under  the  mandatory  act  of 
lO^O  had  already  taken  place  before 
the  act  was  passed.  By  the  terms  of 
the  law  a  period  of  thirteen  months  was 
allowed  for  making  the  change.  The 
Secretary  of  the  Treasury  was  permit- 
ted to  assign  the  duties  of  the  assist- 
ant treasurers  to  the  treasurer,  the 
mints  and  assay  offices  and  to  the 
Federal  Reserve  Banks,  in  such  man- 
ner as  might  in  his  opinion  best  pro- 
mote the  public  interest.  It  was  pro- 
vided further  that  the  Secretary  of  the 
Treasury  might  assign  to  the  Federal 
Reserve  Banks  such  rooms,  vaults  and 
equipment  as  might  be  needed,  and  the 
employes  of  the  various  subtreasuries 
should  have  preference  in  application 
for  positions  in  other  departments  of  the 
government.  However,  most  of  them 
were  taken  over  by  the  Reserve  Banks. 

In  order  that  the  transfer  of  business 
might  go  forward  with  the  least  disturb- 
ance of  routine  the  change  was  made 
by  degrees.  The  subtreasury  at  Bos- 
ton was  closed  on  October  25,  1920, 
that  at  Chicago,  November  3;  New 
York,  December  6;  San  Francisco, 
December  20;  New  Orleans,  January 
5,  1921;  St.  Louis,  January  8;  Balti- 
more, January  14;  Philadelphia,  Feb- 
ruary 3,  and  Cincinnati,  February  10. 

In  the  case  of  six  of  these  cities  the 
work  was  taken  over  by  the  Reserve 
Banks  located  there,  but  in  New  Or- 
leans, Baltimore  and  Cincinnati  the 
functions  of  the  subtreasury  were 
transferred  to  branches  of  Reserve 
Banks  located  in  those  cities.  But 
functions  of   the  Independent  Treas- 


ury were  not  confined  to  banks  and 
branches  in  the  nine  cities  in  which 
subtreasuries  were  to  be  found.  By 
Treasury  circulars  issued  August  30 
and  October  19,  all  the  Federal  Reserve 
Banks  and  their  branches  were  defi- 
nitely constituted  fiscal  agencies  of  the 
United  States  Treasury.  The  effect  of 
this  was  to  extend  the  facilities  for- 
merly available  in  only  nine  cities  to 
thirty-five  cities  at  the  outset  and  to  as 
many  more  as  might  be  favored  with  a 
branch  bank  in  the  future. 

One  important  duty  of  the  subtreas- 
uries had  been  to  account  for  the 
special  trust  funds  such  as  the  gold 
coin  held  against  United  States  notes, 
gold  coin  and  bullion  held  against  gold 
certificates,  and  the  silver  dollars  held 
against  silver  certificates.  The  care 
of  these  funds  was  transferred  to  the 
Treasurer  of  the  United  States  at 
Washington,  to  be  assisted  as  may  be 
desirable  by  the  mints  and  assay 
offices. 

Treasury  Duties  of  Reserve 
Banks 

The  new  duties  now  devolving  upon 
the  Reserve  Banks  are: 

The  receipt  of  gold  coin  and  silver 
dollars  for  exchange;  the  receipt  of 
United  States  notes.  Treasury  notes, 
gold  and  silver  certificates,  subsidiary 
and  minor  coin  for  redemption ;  the  ex- 
change of  various  forms  and  issues  of 
money  for  others;  the  cancellation  or 
cleaning  of  currency  unfit  for  circula- 
tion; the  receipt  from  depositary  banks 
of  internal  revenue,  customs,  postal 
and  other  funds;  the  receipt  of  depos- 
its from  other  than  depositary  banks 
for  money  payable  to  the  government 
from  many  sources;  the  payment  of 
United  States  interest  coupons;  the 
payment  of  checks  and  warrants  drawn 
against  the  Treasurer,  and  the  receipt 
of  government  funds  for  transfer  to 
other  points. 
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From  what  has  been  said  it  will  be 
clear  that  the  actual  abandonment  of 
the  Independent  Treasury  did  not 
greatly  augment  the  work  of  the  Re- 
serve Banks.  For  example,  on  the 
date  of  transfer  the  bank  at  New  York 
already  held  $11,298,000  of  govern- 
ment deposits,  while  the  subtreasury  in 
that  city,  whose  normal  business  was 
far  greater  than  that  of  any  other,  held 
only  $1,448,000.  This  sum  was  all  in 
coin.  The  building  was  turned  over  to 
the  use  of  the  bank  under  a  lease  but 
the  title  remains  in  the  government. 
In  Minneapolis,  where  there  was  no 
subtreasury,  the  assumption  of  the 
new  duties  was  not  so  easily  effected. 
The  vaults  of  the  bank  were  not 
adequate  to  meet  the  new  demands 
and  outside  vault  space  was  rented. 
Moreover,  the  clerical  staff  was  con- 
siderably enlarged.  In  San  Francisco 
the  entire  staff  employed  in  the  sub- 
treasury  was  taken  over  by  the  bank. 
The  building  was  occupied  under  a  lease 
and  is  used  as  a  place  of  storage  of  coin, 


currency  and  bonds,  and  for  the  housing 
of  such  employes  as  are  required  for  the 
custody  and  exchange  of  these  bonds. 

Significance  of  the  New  Policy 

The  importance  of  the  change  there- 
fore consists  not  in  the  magnitude  of 
the  new  enterprise  which  the  Reserve 
Banks  have  undertaken  but  in  the 
significance  of  it.  For  all  this  coin  and 
currency,  insofar  as  it  belongs  to  the 
general  fund,  now  becomes  a  part  of 
the  banking  reserve  of  the  country. 
Large  disbursements  of  government 
funds  will  never  again  stimulate  specu- 
lation on  the  stock  exchanges  nor  will 
the  collection  of  a  great  surplus  of 
revenue  cause  a  chill  in  the  markets 
of  staple  products.  By  adjustments 
through  the  Gold  Settlement  Fund 
maintained  by  the  Federal  Reserve 
Board  at  Washington  the  Reserve 
Banks  wall  be  able  to  make  the  largest 
payments,  collections  and  transfers 
without  affecting  the  magnitude  of  the 
reserves  at  any  point. 
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By  E.  R.  Fancher 

Governor,  Federal  Reserve  Bank  of  Cleveland 


THE  establishment  and  operation 
of  the  Federal  Reserve  Banks  and 
branches  is  the  direct  result  of  in- 
tensive research  and  study  on  the 
part  of  economists,  financiers  and 
statesmen  regarding  the  inadequacy 
of  the  banking  system  of  the  United 
States  as  developed  under  the  national 
banking  system,  established  in  1863, 
remodeled  by  enactment  of  Congress 
in  1864,  and  patched  up  from  time  to 
time  by  more  than  sixty  legislative 
amendments.  The  national  banking 
system  as  it  formerly  existed,  was  sup- 


plemented by  the  state  banks  and 
trust  companies  created  by  state  laws, 
all  functioning  independently  or  sepa- 
rately. The  entire  system  passed 
through  various  so-called  panics  up  to 
1907,  at  which  time  the  attention  of 
the  whole  country  was  brought  sharply 
to  the  inherent  weaknesses  of  our 
banking  and  credit  system,  while  the 
crisis  of  that  year  compelled  definite 
action  along  remedial  lines.  The  sys- 
tem had  proved  inadequate  to  cope 
with  modern  commercial  needs.  It 
failed   to    supply    commerce    and    in- 
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dustry  with  adequate  credit  facilities 
in  normal  times,  and  in  times  of  finan- 
cial stress  it  broke  dowii  completely, 
spreading  disaster  and  ruin  throughout 
the  land. 

The  Aldrich-Vreeland  Currency  Act, 
approved  by  the  President  May  30, 
1908,  in  providing  for  emergency 
currency  based  upon  certain  classes 
of  securities  other  than  government 
bonds,  authorized  the  uniting  of  ten  or 
more  national  banks  in  any  one  city  or 
community  into  a  "National  Currency 
Association."  It  may  be  stated  that 
that  law  was  the  beginning  of  the 
regional  idea,  and  of  its  later  develop- 
ment into  the  thought  of  additional 
.services  and  conveniences  to  areas,  com- 
munities or  centers,  which  has  brought 
about  establishment  of  branches  of 
Federal  Reserve  Banks.  The  National 
Monetary  Commission  was  also  au- 
thorized by  the  Aldrich-Vreeland  Act. 

Branches  of  First  and  Second 
Banks  of  the  United  States 

Alexander  Hamilton's  original  plan 
for  the  First  Bank  of  the  United 
States,  organized  in  Philadelphia  in 
December,  1791,  did  not  contem- 
j)late  the  establishment  of  branches; 
l)ut  early  in  1792  branches  were  opened 
in  New  York,  Boston,  Baltimore  and 
Charlestown,  and  later,  additional  ones 
were  opened  at  Norfolk,  Savannah, 
Washington  and  New  Orleans,  making 
in  all,  eight  branches. 

In  stating  the  advantages  derived 
from  the  bank  by  the  government. 
Secretary  of  the  Treasury  Gallatin 
laid  stress  upon  tlie  safe-keeping  and 
transmission  of  the  public  funds,  the 
economical  collection  of  the  revenue, 
and  the  aid  furnished  to  the  govern- 
ment in  the  matter  of  loans.  The 
punctuality  of  payments  introduced  by 
the  banking  system,  and  the  facilities 
afforded  by  the  bank  to  importers 
indebted    for    revenue    bonds,    were 


among  the  causes  which  had  enabled 
the  government  to  collect  with  such 
facility  and  with  so  few  losses,  the 
great  revenue  derived  from  imports. 
The  numerous  state  banks  might  afford 
considerable  assistance  to  the  govern- 
ment in  its  fiscal  operations,  but  they 
could  not  effect  the  transmission  of 
j)ublic  funds  with  the  same  facility  or 
to  the  same  extent  as  the  Bank  of  the 
United  States  through  its  several 
branches. 

The  Second  United  States  Bank, 
chartered  in  1816,  commenced  opera- 
tions in  January,  1817,  and  by  October, 
1817,  nineteen  branches  in  fourteen 
states  had  been  designated,  and, 
subsequently,  eight  other  branches  or 
agencies  were  established. 

The  establishment  of  branches  was 
the  most  characteristic  and  the  most 
essential  feature  of  the  plan  of  the 
First  and  Second  Banks  of  the  United 
States.  Without  them  they  would 
have  been  virtually  useless  to  the 
government,  unable  to  exercise  an 
efficient  control  over  the  state  banks, 
and  incapable  of  furnishing  accom- 
modations in  discounts  and  exchange 
throughout  a  country  unprovided  -sxath 
a  note  circulation  of  uniform  value, 
or  wntli  any  extended  currency. 

The  general  control  of  the  branches 
was  almost  wholly  in  the  power  of  the 
central  directorate  through  its  author- 
ity to  appoint  the  local  directors  and  to 
create  by-laws  for  the  branches,  the 
election  of  the  president  being  the  one 
important  privilege  left  to  the  un- 
controlled will  of  the  branch  direc- 
torates. It  was,  of  course,  essential 
to  the  safety  of  the  bank,  to  the 
security  of  its  operations  and  to  the 
unity  of  its  policy,  that  the  control  of 
the  central  board  over  the  branch 
officials  and  directors  should  be  real 
and  effective. 

Both  the  First  and  Second  Banks  of 
the  United  States  became  involved  in 
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political  strife  without  any  intention  of 
their  omi\  and  in  spite  of  their  earnest 
efforts  to  avoid  such  entanglements. 
These  two  central  banks  were  very 
largely  government  instrumentalities; 
out  of  them  grew  the  independent 
treasury  system  established  in  1846, 
and  from  that  time  until  the  Civil  War 
the  government  made  its  collections 
and  disbursements  entirely  in  specie 
and  kept  its  funds  in  the  Treasury  and 
its  branches,  called  subtreasuries.  Im- 
portant changes  were  made  in  this 
system  during  and  after  the  war, 
bringing  the  Treasury  into  close  rela- 
tions again  with  the  banking  and 
credit  system  of  the  country. 

The  Independent  Treasury 
AND  Its  Branches 

The  national  banking  system,  es- 
tablished in  1863,  grew  out  of  the 
financial  difficulties  of  the  Civil  War. 
After  the  adoption  of  the  independent 
treasury  system  in  1846,  the  govern- 
ment had  no  relation  with  the  banks 
of  the  country,  keeping  its  funds  with 
the  various  subtreasuries  established 
in  several  leading  cities.  When  the 
war  broke  out  the  government  was 
compelled  to  turn  to  the  banks  for 
help.  Instead  of  meeting  the  war 
expenses  by  taxation,  it  resorted  to 
loans,  which  could  be  obtained  quickly 
only  from  the  banks. 

The  policy  of  separating  the  fiscal 
activities  of  the  government  from  banks 
and  banking — which  was  adopted  with 
the  establishment  of  the  independ- 
ent treasury  system — was  discontinued 
when  the  national  banking  system 
came  into  existence,  and  thereafter  the 
subtreasuries  became  largely  deposi- 
taries of  surplus  coin,  distributers 
of  currency  and  coin,  and  redemption 
agencies. 

Under  the  Aldrich-Vreeland  Act 
there  were  formed  no  less  than  eighteen 
national  currency  associations,  and  in 


the  bill  suggested  by  the  National 
Monetary  Commission,  as  a  result  of 
its  investigations,  provision  was  in- 
cluded for  a  central  reserve  association, 
for  at  least  fifteen  branches  of  the 
parent  association  and  for  further  dis- 
tricts when  necessity  might  arise.  All 
through  the  studies  of  the  National 
Monetary  Commission  and  in  the 
various  important  T\Titings  of  financiers 
and  economists,  the  necessity  for 
adequate  accommodations  in  industrial 
communities  or  centers,  the  interest  of 
which  might  demand  direct  personal 
contact  with  properly  accredited  rep- 
resentatives of  the  parent  institution, 
was  recognized. 

Popular  Opposition  to  Central 
Banks 

Throughout  the  history  of  the 
country,  it  is  apparent  that  the  people 
have  been  opposed  to  placing  in  one 
single  institution  the  financial  power 
which  a  central  bank  might  exercise. 
This  was  manifest  in  the  failures  of 
both  the  First  Bank  of  the  United 
States  and  the  Second  United  States 
Bank  to  secure  charter  renewal;  and 
the  antagonism  which  was  most  ap- 
parent during  the  administrations  of 
President  Jackson  continued  and  as- 
serted itself  in  the  preparation  of  the 
legislation  that  finallj-  resulted  in  the 
enactment  of  the  Federal  Reserve  Act, 
approved  by  the  President,  December 
23,  1913. 

Division  of  the  United  States  into 
regions,  as  begun  in  the  formation  of 
the  Currency  Association,  prevailed  in 
the  Act;  and  the  establishment  of  not 
exceeding  twelve  independent  Federal 
Reserve  Banks  with  power  in  each  of 
the  banks  to  establish  and  operate 
branches  was  provided. 

The  original  law.  Section  3  of  the 
Act,  was  as  follows: 

Each  Federal  Reserve  Bank  shall  es- 
tablish branch  banks  within  the  Federal 
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Reserve  district  in  which  it  is  located  and 
may  do  so  in  the  district  of  any  Federal 
Reserve  Bank  which  may  have  been 
suspended.  Such  branches  shall  be  oper- 
ated by  a  board  of  directors  under  rules 
and  regulations  ai)])roved  by. the  Federal 
Reserve  Board.  Directors  of  branch  banks 
shall  possess  the  same  qualifications  as 
directors  of  the  Federal  Reserve  Banks. 
Four  of  said  directors  shall  be  selected  by 
the  Reserve  Bank  and  three  by  the  Federal 
Reserve  Board,  and  they  shall  hold  office 
during  the  pleasure,  respectively,  of  the 
parent  bank  and  the  Federal  Reserve 
Board.  The  Reserve  Bank  shall  designate 
one  of  the  directors  as  manager. 

The  Organization  Committee,  pro- 
vided in  the  Act,  gave  consideration 
to  these  provisions  and  reported  at 
length  regarding  the  development  of 
branches.  The  final  recommendations 
of  the  Committee,  in  part,  were  as 
follows : 

It  is  recommended  that  in  the  event  of 
the  establishment  of  such  branches  they 
be  assigned  a  proportionate  capitalization 
based  upon  the  capitalization  and  surjjlus 
of  the  member  banks  included  within  the 
territory  assigned  to  the  branch.  This, 
however,  should  be  only  a  tentative  matter, 
and  such  assignment  of  resources  should 
be  merely  to  bridge  over  the  period  during 
which  it  is  found  from  experience  about 
what  amount  of  paper  will  on  the  average 
be  presented  by  the  banks  in  each  branch 
district.  AMien  sufficient  experience  has 
been  had  to  determine  this  point  the  re- 
sources to  be  employed  should  be  distrib- 
uted among  the  branches  in  proportion  to 
the  quantity  of  paper  presented  on  the 
average  by  the  member  bank  in  each  such 
branch  district. 

It  is  recommended  further  that  the 
parent  bank  of  the  district  shall  in  every 
case  retain  for  itself  a  substantial  portion 
of  the  district  as  a  territory  from  which 
paper  shall  be  directly  presented  for  re- 
discount. Tliis  would  mean  simply  that 
the  branch  districts  would  be  established 
whenever  there  wtis  a  special  need  for  them 
in  a  particular  part  of  a  district  which 
presented  a  clear  cut,  independent  trading 


area,  whose  territory  was  an  economic 
unit  and  whose  member  banks  naturally 
stood  in  close  relationship  to  one  another. 
The  suggestion  also  amounts  to  a  rejection 
of  any  plan  for  subdividing  a  district  com- 
pletely into  branch  areas  while  the  District 
Reserve  Bank  itself  exercised  no  distinct 
banking  functions  except  those  of  over- 
sight. It  is  believed  that  this  latter  plan 
would  not  be  desirable,  but  that  in  every 
district  there  should  be  a  strong  independ- 
ent Reserve  Bank  organization  perform- 
ing actual  banking  functions  and  directly 
rediscounting  the  paper  of  a  considerable 
number  of  the  member  banks  included 
within  such  district. 

In  responding  to  criticism  of  the 
Organization  Committee  in  fixing  Fed- 
eral Reserve  districts  and  designating 
Federal  Reserve  cities,  the  Honorable 
Carter  Glass,  then  Chairman  of  the 
House  Committee  on  Banking  and 
Currency,  stated  early  in  1914: 

With  my  knowledge  of  facts  and  study  of 
the  situation,  covering  a  period  of  sixteen 
months,  I  would  not,  had  I  the  power, 
make  more  than  a  single  change  in  the 
districts  as  defined  by  the  Organization 
Committee,  and  that  change  I  do  not  care 
to  point  out,  as  no  good  could  be  expected 
from  any  suggestion  that  now  might  be 
made.  Referring  again  to  the  relative 
importance  of  tlie  branch  banks  and  the 
regional  Reserve  Banks,  in  the  practical 
operation  of  the  system,  no  business  center 
will  lose  its  identity  nor  have  its  business 
relations  seriously  interrupted.  The  bank- 
ing operations  and  the  commercial  trans- 
actions of  any  given  territorj"^  will  be  practi- 
cally maintained  as  they  exist  today,  for 
the  reason  that  such  territory  will  transact 
its  business  with  the  branch  bank,  if  more 
<-onvenient  than  with  the  regional  reserve 
bank,  so  that  there  is  no  earthly  reason 
why  any  large  financial  or  commercial 
community  should  be  in  the  least  degrtu; 
uneasy  over  the  prospect  of  losing  any 
business  which  it  now  commands. 

Early  Disadvantages 

In  the  original  Federal  Reserve  Act, 
the  mobilization  in  the  Federal  Reserve 


Scope  of  Branches  of  Federal  Reserve  Banks 


139 


Banks  of  reserves  of  member  banks 
extended  over  a  period  of  thirty-six 
months.  In  carrying  these  provisions 
of  the  law — as  long  as  they  existed — 
into  effect,  it  became  apparent  that 
the  cities  in  which  Federal  Reserve 
Banks  were  located  had  an  advantage 
over  cities  of  former  equal  standing, 
especially  in  regard  to  accounts  of 
country  banks,  and  the  advantage  of 
correspondent  banks  in  Federal  Re- 
serve cities  was  further  accentuated 
when  the  early  steps  in  the  par  collec- 
tion of  checks  were  taken.  At  first, 
banks  in  the  other  cities  endeavored 
to  offset  the  advantage  by  main- 
tenance of  excess  reserves  in  the 
Federal  Reserve  Banks  and  agreement 
for  immediate  charging  against  such 
reserves  of  their  checks  by  the  Federal 
Reserve  Banks.  This  proved  both 
burdensome  and  unsatisfactory. 

In  its  Second  Annual  Report  to 
Congress,  for  the  year  1915,  the 
Federal  Reserve  Board  states : 

The  question  of  branches  of  Federal 
Reserve  Banks  has  received  careful  at- 
tention during  the  past  year.  There  has 
been  intimation  from  several  quarters  that 
the  establishment  of  a  branch  at  a  given 
point  would  be  acceptable  to  the  banks  of 
that  place.  Only  in  one  instance — that  of 
New  Orleans — did  the  Board  receive  a  def- 
inite request  from  a  Federal  Reserve  Bank 
to  establish  a  branch.  Believing  that  New 
Orleans  and  the  adjacent  territory  could 
make  advantageous  use  of  this  additional 
banking  machinery,  the  Board  authorized 
the  establishment  of  a  branch  of  the 
Federal  Reserve  Bank  of  Atlanta  to  be 
located  in  New  Orleans,  and  this  branch 
was  opened  for  business  on  September  10, 
1915.  Operations  at  the  New  Orleans 
branch  have  proceeded  satisfactorily,  and 
the  institution  has  been  of  considerable  use 
to  the  local  banks.  The  branch  is  already 
more  than  self-supporting. 

Investigation  and  experience  have  seemed 
to  show  that,  at  least  for  some  years  to 
come,  the  organization  of  branches  with 
completely   equipped   oflBces,   vaults,   and 


the  like,  and  with  a  full  staff  of  salaried 
officials,  will  be  too  heavy  an  expense  for 
most  of  the  reserve  banks,  yet,  that  valu- 
able service  could  be  performed  by  local 
offices  of  the  several  banks  in  not  a  few 
places.  The  Board  has,  therefore,  had 
under  consideration  the  question  whether 
establishing  local  agencies  might  not  meet 
the  requirements  of  the  case  better  than 
the  more  fully  organized  branch  office. 
Competent  legal  opinion  is  to  the  effect 
that  the  creation  of  such  local  offices  is 
permissible  under  the  terms  of  the  law,  and 
the  Board  believes  that  it  may  prove 
practicable  to  meet  banking  necessities  in 
many  sections  of  the  country  by  this 
means. 

The  entrance  of  the  United  States 
into  the  Great  War  in  April,  1917, 
forced  upon  the  Federal  Reserve  Banks 
greatly  increased  responsibilities  and 
duties.  By  reason  of  the  govern- 
ment's financial  requirements  and  the 
assistance  rendered  to  member  banks 
to  enable  them  to  meet  obligations  and 
give  the  wonderful  support  accorded  by 
the  banks  to  the  nation's  demands,  the 
Federal  Reserve  Banks  were  enabled 
to  show  substantial  earnings,  and,  on 
account  of  the  favorable  position  thus 
attained,  the  early  establishment  of 
branches  was  possible. 

The  section  of  the  Act  relating  to 
branches  was  amended  in  June,  1917, 
and  in  its  Fourth  Annual  Report,  the 
Federal  Reserve  Board  made  the  fol- 
lowing statements: 

As  originally  enacted,  this  section  pro- 
vided that  each  Federal  Reserve  Bank 
"shall  establish  branch  banks  "  to  be  " oper- 
ated by  a  board  of  directors  under  rules 
and  regulations  approved  by  the  Federal 
Reserve  Board,"  and  provided  also  that 
there  be  seven  directors  having  the  same 
qualifications  as  directors  of  Federal  Re- 
serve Banks.  The  section  as  now  amended 
provides  that  the  Federal  Reserve  Board 
may  permit  or  require  any  Federal  Re- 
serve Bank  to  establish  branches  within  its 
district,  and  that  such  branches,  subject  to 
such  rules  and  regulations  as  the  Federal 
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Reserve  Board  may  prescribe,  shall  be 
operated  under  the  supervision  of  a  board 
of  directors  to  consist  of  not  more  than 
seven  or  less  than  three  directors,  of  whom 
a  majority  of  one  shall  be  appointed  by  the 
Federal  Reserve  Bank  of  the  district  and 
the  remaining  directors  by  the  Federal 
Reserve  Board. 

During  the  year  branches  have  been 
established  at  Omaha  by  the  Federal  Re- 
serve Bank  of  Kansas  City,  at  Louisville, 
by  the  Federal  Reserve  Bank  of  St.  Louis, 
and  at  Portland,  Seattle  and  Spokane,  by 
the  Federal  Reserve  Bank  of  San  Francisco, 
and  are  now  in  operation.  The  Board  has, 
in  addition,  autliorized  the  establishment 
of  branches  at  Pittsburgh  and  Cincinnati  by 
the  Federal  Reserve  Bank  of  Cleveland,  at 
Detroit,  by  the  Federal  Reserve  Bank  of 
Chicago,  at  Baltimore,  by  the  Federal  Re- 
serve Bank  of  Richmond,  and  at  Denver 
by  the  Federal  Reserve  Bank  of  Kansas 
City.  It  is  expected  that  all  of  these 
branches  will  begin  business  at  an  early 
date. 

The  policy  of  the  Board  in  the  establish- 
ment of  these  new  branches  has  been  to 
recognize  the  unity  and  paramount  re- 
sponsibility of  the  Federal  Reserve  Bank, 
while  extending  full  facilities  to  the  banks 
in  the  territory  served  by  the  branch.  By 
avoiding  duplications  in  bookkeeping,  and 
by  a  consolidated  control  of  accounts  at 
the  Federal  Reserve  Bank,  it  is  expected 
that  branches  can  be  operated  at  a  com- 
paratively small  expense. 

In  the  organization  of  the  branches 
in  the  various  Federal  Reserve  dis- 
tricts, the  parent  banks  have  retained 
definite  portions  of  their  districts  in 
which  they  exercise  distinct  banking 
functions  for  member  banks,  and  have 
delegated  to  the  branches  like  func- 
tions for  memVjer  banks  in  territories 
or  areas  assigned  to   such   branches. 

Branches  Are  Subsidiary 

There  are  now  in  operation  twenty- 
four  branches  of  the  twelve  Federal 
Reserve  Banks.  These  branches  have 
all  been  located  in  the  several  districts 
in  harmony  with  the  underlying  direc- 


tion of  the  Act  that  they  shall  exist 
"with  due  regard  to  the  convenience 
and  customary  course  of  business." 
The  actual  operation  of  all  the  branches 
in  the  final  results  is  subsidiary  to  the 
parent  banks  and  forms  part  of  their 
functions.  The  figures  of  the  branches 
are  embraced  in  the  reports  and  state- 
ments of  their  parent.  Matters  of 
policy  and  questions  of  operation  are 
determined  by  the  head  offices  in  the 
respective  districts. 

By  reason  of  remoteness  from  the 
head  office,  some  of  the  branches 
maintain  separate  books  and  perform 
practically  all  of  the  functions  of  the 
parent  bank  in  relations  with  member 
banks  in  their  assigned  zones  or  terri- 
tories. In  others,  a  method  prevails 
by  which  all  figures  and  accounts  are 
maintained  in  the  head  office  through 
private  telegraphic  connections  with 
the  branches  and  under  a  satisfac- 
tory system  of  communication  and 
accounting. 

Functions  of  Branch  Banks 

The  powers  and  functions  exercised 
by  the  branches  of  the  Federal  Reserve 
Banks  embrace: 

(1)  Receiving  deposits  of  member 
banks  and  the  government; 

(2)  Paying  out  currency  and  coin 
to  banks; 

(3)  Receiving  from  member  banks 
applications  for  loans  and  discounts 
and  tenders  of  bills  eligible  for  pur- 
chase by  Federal  Reserve  Banks,  and 
examining  all  paper  presented  for 
technical  defects,  generally  passing 
immediate  credit  for  proceeds  subject 
to  final  review  by  the  head  office; 

(4)  Operating  city  and  country  col- 
lection departments  for  handling  of 
bonds,  coupons,  notes,  trade  accept- 
ances, sight,  time,  and  documentary 
drafts,  insurance  and  railroad  vouchers, 
and  certificates  of  deposits; 

(5)  Operating  a  transit  department 
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for  handling  checks  and  bank  drafts 
and  other  cash  items  payable  on  de- 
mand; 

(6)  Clearing  of  checks  and  drafts 
and  other  clearable  items  payable 
through  clearing  houses  in  cities 
wherein  branches  are  located; 

(7)  Making  ware  transfers  to  and 
from  other  Federal  Reserve  and  branch 
cities  for  member  banks  in  branch 
territory ; 

(8)  Converting,  exchanging  and  in- 
terchanging all  issues  of  Liberty  Loan 
bonds,  Victory  Liberty  Loan  notes  and 
certificates  of  indebtedness; 

(9)  Redemption  of  United  States 
securities,  coupons.  War  Savings  Cer- 
tificates and  stamps. 

In  the  establishment  of  branches  of 
the  Federal  Reserve  Banks,  efforts 
were  made  to  give  to  those  communi- 
ties wherein  the  branches  are  located 
the  fullest  measure  of  Reserve  Bank 
service  demanded  by  banking  and 
business  conditions  within  limits  of 
reasonable  expenditure  and  avoiding 
unnecessary  duplication  of  work.  In 
each  branch  there  is  maintained  an 
adequate  currency  supply  to  meet  the 
needs  of  the  community.  The  sub- 
treasuries  were  discontinued,  prior  to 
July  1,  1921,  under  an  amendment  by 
Congress  to  the  organic  law,  and  the 
functions  and  duties  of  those  ofiices 
have  been  undertaken  also  by  the 
Federal  Reserve  Banks  and  branches. 

Branches  Aid  Collections 

The  branches  have  been  notably 
effective  in  the  collection  operations 
as  developed  in  the  Federal  Reserve 
System.  Checks  and  drafts  and  other 
collection  items  upon  banks  in  a  given 
branch  or  parent  bank  territory  are 
sent  directly  to  the  branch  or  bank 
serving  that  territory  by  all  other 
Federal  Reserve  Banks  and  branches, 
and  arrangements  have  been  perfected 
permitting  the  larger  member  banks 


in  the  centers  to  send  direct  to  the 
proper  Federal  Reserve  Bank  or 
branch  all  such  items  payable  in  its 
respectively  allotted  areas. 

It  is  apparent  that,  in  every  practi- 
cable way,  the  banks  in  cities  and  areas 
wherein  branches  of  Federal  Reserve 
Banks  are  located  are  accorded  all  the 
facilities  and  services  of  the  System  in 
like  manner  as  those  in  designated 
Federal  Reserve  cities.  Capital  stock 
adjustments  and  dividend  payments 
naturally  appertain  to  the  head  offices, 
and  these  functions  are  necessarily  re- 
served, but  other^ase  the  branches 
render  available  in  their  cities  and 
assigned  areas  all  Federal  Reserve 
banking  powers. 

A  notable  instance  of  the  use  to 
which  these  facilities  have  extended  is 
that,  in  one  of  the  leading  branches 
during  the  calendar  year,  1920,  over 
$510,000,000  in  currency  was  de- 
posited, and  approximately  $490,000,- 
000  paid  out  and  about  14,000,000 
checks,  aggregating  nearly  $9,000,- 
000,000,  were  handled  by  this  one 
branch. 

Branch  Banks  Growing  Rapidly 

In  many  of  the  locations  the  facili- 
ties demanded  and  accorded  have 
already  assumed  such  magnitude  and 
importance  as  to  require  the  services 
of  large  clerical  stafl:"s  occupjang  con- 
siderable office  space,  and  in  not  a  few 
instances,  already,  the  branches  have 
been  compelled  to  acquire  separate 
buildings  or  to  plan  independent 
quarters  in  order  to  secure  proper 
safeguards  and  efficient  handling  of  the 
volume  of  work  passing  through  their 
hands.  Some  of  the  Federal  Reserve 
Banks  now  have  under  consideration 
necessary  office  location  of  branches; 
some  branches  now  already  established 
are  being  placed  in  their  own  buildings, 
the  property  of  the  parent  banks.  It 
is  manifest  that  considerable  expendi- 
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ture  by  the  Federal  Reserve  Banks 
for  office  buildings  and  vaults  for 
branches  is  necessary  in  order  to  con- 
duct the  work  properly. 

It  is  not  improbable  that  in  the 
future  development  and  progress  of 
the  Federal  Reserve  System,  there  will 
arise  the  necessity  for  the  location  of 


other  branches  to  meet  the  demands 
or  requirements  of  business  com- 
munities or  industrial  centers.  These 
situations  will  be  met  and  provided  for 
and  any  additional  functions  which 
may  be  properly  assumed  by  the 
Federal  Reserve  Banks  will  likewise 
be  allotted  to  the  branches. 


Curves  of  Expansion  and  Contraction,  1919-1921 


By  A.  C.  Miller 

Federal  Reserve  Board,  Washington,  D.  C. 


THE  economic  vicissitudes  through 
which  the  country  has  passed  dur- 
ing the  past  year  have  brought  to 
everyone  a  vivid  and  memorable  ex- 
perience of  the  actualities  of  expansion 
and  contraction  and  have  made  the 
study  of  the  conditions  which  eventu- 
ate in  these  violent  alternations  of  the 
curves  of  business  and  credit,  a  matter 
of  profound  practical  importance. 

War,  and  its  immediate  aftermath  of 
business  inflations,  made  the  credit 
expansion.  After-war  readjustment, 
with  its  inevitable  liquidation,  has 
made  the  credit  contraction.  So  much 
is  already  clear  from  the  outside  point 
of  view  and  is  now  admitted  by  most 
fair-minded  people.  But  what  is  fur- 
ther revealed  and  how  does  the  matter 
look  when  the  operations  of  the  bank- 
ing system  are  viewed  from  the  nearby, 
or  Federal  Reserve,  point  of  view? 
For  this  whole  recent  experience  raises 
some  questions  of  great  moment  with 
regard  to  the  functioning  of  the  coun- 
try's new  credit  mechanism. 

It  is  not  the  purpose  of  this  discus- 
sion to  go  into  the  economics  of  the 
expansion  and  contraction  of  1919- 
1921.  It  is  not  at  all  concerned  with 
questions  of  economic  causation.  No 
attempt  will  be  made  to  determine 
whether  expansion  or  contraction  of 


credit  caused  expansion  or  contraction 
of  business  and  the  rise  and  fall  of 
prices,  or  whether  the  movement  of 
credit  was  determined  by  the  move- 
ments of  business  and  prices.  The 
correlation  of  the  business  and  finan- 
cial factors  involved  in  the  economic 
developments  of  the  past  three  years 
presents  too  complex  a  problem  to  be 
undertaken  within  the  limits  of  this 
paper.  For  the  assistance  of  any  who 
are  ambitious  to  penetrate  the  eco- 
nomic mysteries  of  recent  expansion 
and  contraction,  there  is,  nevertheless, 
appended  to  this  article  a  collection  of 
data  covering  most  of  the  determi- 
nable factors  involved  in  the  problem. 
In  order  to  make  the  fluctuations  in 
the  different  items  comparable,  they 
are  expressed  in  the  form  of  index 
numbers  based  on  the  1919  average. 
A  second  table  shows  the  absolute 
figures  upon  which  the  index  numbers 
of  banking  are  based. 

Measurement    of    Expansion    and 
Contraction 

The  object  of  the  present  discussion 
is  to  ascertain  what  light  recent  ex- 
perience throws  on  the  question  as  to 
whether  the  Reserve  System  possesses 
a  sensitive  and  accurate  indicator  of 
changes   in   the   credit   and   business 
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situation — or,  let  us  say,  of  expansion 
and  contraction. 

The  above  chart  brings  out  the 
essential  developments  for  this  pur- 
pose. The  two  curves  of  credit  on  the 
chart  show,  respectively,  changes  in  the 
bill  holdings  of  the  Federal  Reserve 
Banks  and  changes  in  the  loans  and 
investments  of  the  reporting  member 


banks.  ^  The  third  curve  shows 
changes  in  the  gold  holdings  of  the 
Federal  Reserve  Banks,  and  the  fourth, 

'  Consisting  of  some  800  of  the  largest  banks  of 
the  country  which  report  weekly  to  the  Federal 
Reserve  Board.  These  banks  represent  about 
40  per  cent  of  the  banking  resources  of  tlie 
country,  and  changes  in  their  condition  may  be 
taken  as  typical  of  changes  in  the  banking  situar 
tjon  in  general. 
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changes  in  the  volume  of  the  country's 
business.^ 

The  vohime  of  business  in  general 
depends  on  four  factors,  or,  in  mathe- 
matical language,  is  a  function  of  four 
variables:  (1)  physical  volume  of  pro- 
duction; (2)  price  level;  (3)  activity  of 
trade  (rapidity  of  turnover);  and  (4) 
speculative  and  other  transactions  in 
securities,  exchange,  etc.  A  change  in 
any  one  of  these  factors  affects  the  total 
volume  of  business,  and  this,  in  turn, 
affects  the  total  volume  of  credit  re- 
quired. In  any  exhaustive  analysis  of 
the  business  or  economic  situation  to 
ascertain  what  factors  are  affecting  the 
demand  for  credit  facilities,  or,  let  us 
say,  the  expansion  or  contraction  of 
credit,  careful  attention  must  always, 
of  course,  be  given  to  variations  in  any 
of  the  elements  affecting  the  volume  of 
business. 

Changes  in  the  Business  Situation, 
1919-1920 

Beginning  about  midyear,  1919,  and 
extending  to  the  end  of  the  year,  there 
was  a  pronounced  expansion  of  busi- 
ness accompanied  by  great  speculative 
activity  involving  commodities  as  well 
as  securities.  Increased  activity  of 
business  (rapidity  of  turnover)  and 
rise  of  prices  were  the  important  factors 
in  this  development.  The  index  of  the 
physical  volume  of  production  (for 
manufactures)  shows  no  noteworthy 
change  during  this  interval. 

Economic  reaction  set  in  early  in 
1920,   and  continued  throughout  the 

*  As  measured  by  debits  to  individual  accounts 
in  banks  in  about  150  leading  clearing-house 
centers.  In  order  to  eliminate  short-time 
fluctuations  due  to  the  difference  in  the  number 
of  business  days  in  a  month,  to  mid-month  and 
end  of  the  month  payments,  and  to  Treasury 
operations  in  connection  with  the  quarterly  in- 
stallment of  income  taxes,  the  volume  of  business 
curve  on  the  chart  has  been  smoothed  by  means 
of  a  moving  average  which  shows  for  each  month 
the  average  volume  of  business  for  the  month 
and  the  two  preceding  months. 


year.  Business  recession  was  much 
in  evidence  and  gained  in  momentum 
after  mid-summer,  1920.  In  the  first 
quarter  of  1921  the  reaction  reached 
the  stage  of  acute  liquidation.  There- 
after business  pursued  a  steadier 
course.  This  period  of  reaction  and 
liquidation  was  marked  by  dimin- 
ished physical  volume  of  production 
(for  manufactures)  after  mid-summer, 
1920,  and  by  the  drop  of  wholesale 
prices.  The  index  for  manufactures 
declined  from  102.3  in  July  to  77.9 
in  December,  1920,  and  to  68.5  in 
July,  1921.  The  price  index  declined 
from  123.6  in  July  to  89.2  in  December, 
1920,  and  69.8  in  July,  1921.  These 
changes  in  the  business  situation,  1919- 
1921 — that  is,  the  rise  and  the  fall  in 
the  volume  of  business  transactions — 
are  clearly  reflected  in  the  curve  of 
business.  Its  trends  are  unmistakable. 
How  well  are  these  changes  in  the 
business  situation— in  brief,  the  ex- 
pansion and  contraction  of  the  volume 
of  business — reflected  in  the  curves  of 
credit,  first,  that  of  the  member  banks, 
and  second,  that  of  the  Federal  Re- 
serve Banks? 

Member    Bank    Credit    Curve    of 
Expansion  and  Contraction 

The  member  bank  credit  curve  re- 
flects pretty  faithfully  the  business  ex- 
pansion which  went  on  in  the  second 
half  of  the  year  1919,  and  again,  the 
liquidation  which  was  in  process  in  the 
early  part  of  the  year  1921.  It  vr\\\  be 
noticed  that  the  liquidation  of  the  loan 
account  of  the  reporting  member  banks 
in  the  first  six  months  of  the  year  1921 
approximately  cancels  the  expansion 
of  the  loan  account  of  these  banks  in 
the  second  six  months  of  the  year  1919. 
Through  the  year  1920,  however,  it  will 
be  noticed  that  the  curve  of  credit  of 
the  member  banks  shows  a  different 
trend  from  the  curve  of  business.  The 
business  recession  which  was  in  process 
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in  1920  is  not  at  all  reflected  in  the 
member  bank  curve  of  credit.  There 
was  no  contraction  of  credit  until  the 
last  quarter  of  the  year.  On  the  con- 
trary, the  banks  were  expanding  their 
accommodation  throughout  the  year 
and  until  after  the  crop-moving  season 
was  over.  Agriculture  was  in  distress, 
while  business  was  in  the  midst  of  the 
crisis  of  readjustment  and  needed  as- 
sistance in  efifecting  the  transition  from 
the  period  of  expansion  through  the 
period  of  liquidation.  That  assistance 
was  being  extended  by  the  banks,  as 
both  of  the  curves  of  credit  clearly 
indicate,  and  thus  was  liquidation  of 
business  moderated  and  kept  orderly 
by  comparison  ■u'ith  what  it  would  have 
been,  had  it  not  been  for  the  steadying 
and  easing  influence  of  oiu*  new  credit 
machinery. 

The  Reserve  Bank  Curve  of  Credit 

Turning  to  the  Reserve  Bank  curve 
of  credit,  it  appears  that  the  curve  of 
credit  of  the  Federal  Reserve  Banks 
parallels  the  curve  of  business  more 
closely  than  does  the  curve  of  credit  of 
the  member  banks,  both  in  the  period 
of  rapid  expansion  in  1919  and  in  the 
period  of  acute  liquidation  in  1921. 
It  will  be  noticed  on  the  chart  that  the 
Reserve  Bank  curve  of  credit  in  the 
period  under  review  twice  cuts  through 
the  member  bank  curve  of  credit — 
once  in  October,  1919,  on  the  upward 
swing  of  business,  and  again  in  April, 
1921,  on  the  downward  swing  of  busi- 
ness. By  comparison  with  the  mem- 
ber bank  curve,  the  ascent  of  the  Re- 
serve Bank  curve  was  more  pronounced 
on  the  rise,  as  was  also  its  descent  on 
the  fall.  On  the  other  hand,  through- 
out nearly  the  whole  of  1920,  when  the 
business  curve  was  showing  a  decided 
dowTiward  trend  (until  the  last  quarter, 
when  a  slight  rise  is  shown  due  to  sea- 
sonal influences)  the  Reserve  Bank 
curve  of  credit  showed  an  opposite,  or 
11 


upward,  trend.  Both  curves  of  credit 
in  the  critical  year  1920,  therefore, 
followed  a  different  trend  from  the 
curve  of  business,  but  it  is  noteworthy 
that  the  difference  is  much  more  pro- 
nounced in  the  Reserve  Banks'  curve 
than  in  the  member  banks'  curve. 

The  Gold  Influx  and  Reserve 
Ban'k  Credit  Curve 

There  still  remains  to  be  considered 
the  curve  of  gold  reserves.  The  sharp 
and  prolonged  drop  in  the  Reserve 
Bank  curve  of  credit  through  the  year 
1921  and  the  lic^uidation  which  it  re- 
flects cannot  be  understood  without 
reference  to  the  great  influx  of  gold  into 
the  country  and  into  the  Federal 
Reserve  Banks,  which  has  been  in 
process  during  the  past  twelve  months. 
Reference  to  the  chart  brings  out  the 
opposite  movements  in  these  two  sig- 
nificant and  related  curves.  Reference 
to  the  index  numbers  shows  that  the 
index  of  the  Federal  Reserve  System's 
gold  holdings  rose  from  94  in  October, 

1920,  to  130  in  October,  1921,  while  the 
index  of  bill  holdings  declined  from 
137  in  October,  1920,  to  63  in  October, 

1921.  Over  45  per  cent  of  the  liquida- 
tion of  the  loan  account  of  the  Federal 
Reserve  System,  it  appears,  may  be  at- 
tributed to  the  increase  of  its  gold  hold- 
ings. The  influence  to  be  attributed  to 
the  gold  factor  in  Federal  Reserve 
Bank  liquidation  is  still  greater  in  the 
case  of  the  Federal  Reserve  Bank  of 
New  York,  which  has  been  the  chief 
recipient  of  the  gold  flowing  from 
Europe  to  our  shores.  The  index  of 
bill  holdings  for  that  bank  fell  from  126 
in  October,  1920,  to  37  in  October, 
1921.  Its  gold  index  for  the  same 
period  shows  a  rise  from  74  to  156. 
The  gold  factor  is  thus  seen  to  account 
for  over  73  per  cent  of  the  liquidation 
experienced  by  the  loan  account  of  the 
Federal  Reserve  Bank  of  New  York. 

The  great  stream  of  gold  which  has 
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poured  into  the  United  States  from 
Europe  during  the  past  year  has  come 
in  liquidation  of  foreign  indebtedness 
to  us,  and  has  been  turned  over  by 
meml>er  banks  to  the  Federal  Reserve 
Banks  in  liquidation  of  their  owni  in- 
debtedness. The  pronounced  and  con- 
tinuous downward  trend  of  the  Re- 
serve Bank  loan  curve  during  the  past 
year  is  therefore  seen  to  be  due  largely 
to  foreign  liquidation.  The  course  of 
business  shows  considerable  steadiness 
after  the  first  quarter  of  1921,  and  the 
member  bank  curve  of  credit,  after  the 
second  quarter;  but  the  Reserve  Bank 
curve  of  credit  continues  its  downward 
course  in  1921  without  abatement  in 
quick  and  close  response  to  the  con- 
tinuously upward  course  of  the  curve  of 
gold  reserves.  As  an  indicator  of  the 
degree  and  raj)idity  of  domestic  liqui- 
dation, the  Reserve  Bank  curve  of 
credit  is  misleading,  owing  to  the  dis- 
turbing influence  of  the  gold  factor. 

The  Reserve  Bank  Curve  of  Credit 

the  More  Sensitive  Indicator 

OF  Credit  Change 

Comparing  the  two  curves  of  credit 
with  one  another,  it  is  clear  that  while 
both  curves  are  influenced  by  the  same 
changes  in  the  business  situation,  their 
response  is  not  the  same.  A  glance  at 
the  chart  brings  out  the  fact  that  the 
Reserve  Bank  curve  moves  very  much 
more  readily  and  markedly  than  the 
member  bank  curve.  The  member 
bank  curve  appears  flat  by  comparison 
with  the  Reserve  Bank  curve,  and  gives 
a  less  lively  impression  of  the  })usiness 
and  credit  developments  and  changes 
which  were  in  process.  What  is  the 
explanation  of  the  difference,  and  which 
of  the  two  curves  is  the  better  index  of 
expansion  and  contraction? 

The  relative  flatness  of  the  member 
bank  credit  curve  during  the  year  1920 
as  compared  with  the  Reserve  Bank 
curve  is  due  to  sf^vcral  circumstances, 


some  transitory  in  character.  It  will 
be  recalled  that  the  loan  and  invest- 
ment account  of  the  banks  of  the  coun- 
try was  greatly  swollen  during  the  War 
by  heavy  investments  in  Liberty  bonds 
and  Certificates  of  Indebtedness,  and 
by  accomodation  granted  subscribers 
to  government  war  loan  issues.  After 
the  War,  the  process  was  reversed. 
There  has  been  constant  liquidation  of 
bank  holdings  of  government  securities 
and  of  loans  collateraled  by  such  securi- 
ties. Reporting  member  banks'  hold- 
ings of  government  securities  dropped 
from  3,083  millions  in  May,  1919,  to 
1,938  millions  in  January,  1920,  and 
1,318  millions  in  January,  1921.  Fig- 
ures of  holdings  of  paper  secured  by 
government  securities  are  not  available 
until  December,  1919,  when  they 
amounted  to  1,337  millions.  From 
this  point  they  declined  to  899  millions 
in  December,  1920,  and  577  millions  in 
October,  1921.  The  liquidation  in  the 
loan  and  investment  account  of  the 
mem])er  banks  from  these  sources  has 
therefore  been  very  considerable.  But 
it  does  not  appear  to  be  reflected  in  the 
movement  of  the  member  bank  curve 
of  credit  in  1920.  That  curve  was 
ascending  in  spite  of  liquidation  from 
these  sources.  But  had  it  not  been  for 
this  liquidation,  it  is  altogether  reason- 
able to  assume  that  it  would  have 
ascended  still  more.  The  credit  thus 
released  by  liquidation  of  war  loan  secu- 
rities and  paper  was  apparently  being 
used  to  expand  the  commercial  and 
speculativ^e  loan  accounts  of  the  banks.' 

'  Something  similar  occurred  in  the  early 
autumn  of  1919,  when  it  will  be  noticed  the 
memh)er  bank  curve  was  rising,  while  the  Re- 
serve curve  was  declining,  the  banking  expansion 
then  in  process  being  able  to  proceed  without 
increased  borrowings  from  Fcfleral  Reserve 
Banks.  This  is  explained  by  the  fact  that  the 
floating  debt  of  the  government  was  reduced  at 
this  time  by  almost  500  millions  of  dollars,  the 
banks  using  the  funds  thus  made  available  to 
tbem  for  the  expansion  of  their  commercial  loans. 
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When  we  come  to  the  period  of 
liquidation  in  the  autumn  of  1920  and 
the  following  winter,  there  appeared  an 
influence  of  an  opposite  character  to 
that  just  described — namely,  the  so- 
called  "frozen  credit."  By  "frozen 
credit"  is  meant  credit  that  has  con- 
tinued its  existence  beyond  the  time 
when  the  transactions  which  gave  rise 
to  the  credit  should  normally  have 
liquidated  themselves.  It  is  made  up 
of  credits  which  have  not  been  liqui- 
dated because  the  transactions  under- 
lying the  credits  have  not  been  able  to 
run  their  course  and  liquidate  them- 
selves. It  is  well  knowTi  that  large 
volumes  of  goods  produced  last  year 
have  heen  carried  by  the  producers  for 
lack  of  satisfactory  markets.  Prices 
were  falling,  markets  were  collapsing, 
and  there  was  congestion  of  goods  at 
points  of  primary  production  and  dis- 
tribution. The  owners  of  these  goods 
had  to  be  "carried."  There  is  no 
means  of  approximating  the  amount  of 
these  frozen  credits,  but  there  is  reason 
to  believe  that  they  constitute  a  very 
substantial  fraction  of  the  total  loans 
and  discounts  carried  by  the  commer- 
cial banks  of  the  country. 

The  member  bank  loan  curve  shows 
resistance  to  the  forces  of  liquidation. 
It  was  this  retarded  or  "orderly"  liqui- 
dation which  kept  the  curve  from  de- 
scending as  swiftly  as  it  otherwise 
would  have  if  it  had  been  influenced 
merely  by  the  volume  of  current  busi- 
ness transactions.  Moreover,  the  li- 
quidating power  of  a  dollar  paid  in  by 
a  member  bank  to  its  Reserve  Bank  in 
a  period  of  liquidation  appears,  on  the 
basis  of  the  past  two  years,  to  be  very 
much  less  than  the  credit-supporting 
power  of  a  dollar  loaned  by  a  Federal 
Reserve  Bank  to  a  member  bank  in  a 
period  of  active  expansion.'*    And  fur- 

*  During  the  period  of  expansion  between  1919 

and  1920  (dates  for  which  information  is  avail- 
able being  June  27,  1919,  June  25,  1920,  and  June 


thermore,  the  Federal  Reserve  Bank 
loan  curve,  as  has  already  been  pointed 
out,  represents  in  a  peculiar  degree  the 
liquidating  effect  on  the  Federal  Re- 
serve loan  account  of  the  huge  influx  of 
gold  which  has  been  continuous  during 
the  past  twelve  months.  Besides  these 
transitory  influences  which  have  helped 
to  give  the  member  bank  loan  curve  a 
relatively  flat  character,  there  is  the 
additional  important  and  regular  in- 
fluence exercised  by  the  far  greater 
volume  of  member  bank  loans  com- 
pared with  Reserve  Bank  loans.  Ow- 
ing to  the  fact  that  the  base  figure  is 
much  larger  for  member  banks  than  for 
Reserve  Banks,  the  same  change  in 
absolute  amounts  will  result  in  a  much 
larger  percentage  change  and,  con- 
sequently, in  a  much  steeper  movement 
in  a  Reserve  Bank  curve  than  in  a  mem- 
ber bank  curve.  But  this  arithmetical 
fact  does  not  fully  explain  the  discrep- 
ancy. There  is  a  further  reason  of  an 
economic  character  to  be  noted  in  a 
study  of  the  curves  of  expansion  and 
contraction. 

The  great  bulk  of  the  loans  of  the 
member  banks  at  any  time  represents 
loans  incident  to  the  ordinary  volume 
and    requirements    of    business,    and 


29,  1921)  the  increase  in  the  loans  of  the  member 
banks  was  6.7  times  as  great  as  the  increase  in 
the  discounts  of  the  Federal  Reserve  Banks, 
while  during  the  following  year  the  decrease  in 
the  loans  was  only  2.3  times  as  large  as  the 
decrease  in  Federal  Reserve  Bank  discounts. 
For  the  reporting  member  banks,  for  which  data 
on  more  significant  dates  are  available  (July 
25,  1919,  before  the  speculative  expansion  began, 
October  15,  1920,  when  the  peak  was  reached, 
and  November  2,  1921,  the  latest  date  for  which 
data  are  available)  their  investment  and  loan 
account  increased  3.2  times  as  fast  during  the 
period  of  expansion  as  their  borrowings  from  the 
Federal  Reserve  Banks,  while  during  the  period 
of  liquidation  the  reduction  in  the  investment 
and  loan  account  of  the  reporting  member  banks 
is  1.6  times  as  large  as  the  corresponding  reduc- 
tion in  their  borrowings  from  Federal  Reserve 
Banks. 
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exercises,  even  in  times  of  marked 
changes  in  the  business  situation,  a 
steadying  influence  on  the  member 
bank. credit  curve.  The  situation  of 
the  Reserve  Banks  is  different.  Their 
loan  account  does  not  reflect  the  normal 
volume  of  credit  in  use.  Under  normal 
conditions,  their  operations  are  not 
large.  It  is  not  the  absolute  amount  of 
credit  in  use,  but  the  ebb  and  flow  of 
credit,  which  affects  the  loan  account 
of  the  Federal  Reserve  Bank.  The 
Federal  Reserve  Bank  has  little  part  in 
the  ordinary  credit  business  of  the 
country.  It  does  not  deal  with  busi- 
ness borrowers  directly.  The  relations 
of  the  business  man  are  with  his  mem- 
ber bank,  the  member  bank-  in  turn 
dealing  with  the  Reserve  Bank  as  oc- 
casion may  necessitate.  The  Federal 
Reserve  loan  is  not  the  first  line  of 
credit,  but  the  second  line  of  credit. 
The  expansion  and  contraction  of 
the  Reserve  Bank  loan  account  are 
twice  removed  from  the  expansion  and 
contraction  of  the  volume  of  busi- 
ness as  reflected  in  commercial  bank 
loans. 

The  Federal  Reserve  is  called  into 
activity  when  the  supply  of  ordinary 
credit  facilities  is  inadequate.  It  sup- 
plements the  resources  of  its  members. 
It  is,  so  to  speak,  the  increments  and 
decrements  in  the  country's  credit  re- 
quirements that  are  reflected  in  the  up- 
ward and  downward  movement  of  the 
Federal  Reserve  loan  account.  It  is 
when  business  is  speeding  up  beyond 
their  normal  credit  capacity  that  the 
commercial  banks  must  resort  to  the 
Federal  Reserve  Banks  for  accommo- 
dation. When  business  is  receding  and 
liquidating  in  a  period  of  economic 
reaction,  slackening  of  credit  require- 


ments will  result  in  a  marked  reduction 
of  borrowings  from  Federal  Reserve 
Banks.  The  Reserve  Bank  curve  con- 
sequently reflects  movement,  change 
— the  more  or  less  of  credit  required — 
and  not  the  actual  total  volume  of 
credit  in  use  by  business.  On  a  rela- 
tive basis  the  Reserve  Bank  curve  has 
a  tendency  to  magnify  what  is  in  proc- 
ess in  times  either  of  rapid  expansion  or 
of  acute  liquidation;  in  other  words, 
to  give  an  exaggerated  or  heightened 
impression  of  these  movements. 

A  Guide  to  Credit  Policy 

Therein  consists  its  importance  as 
an  administrative  guide.  While  it 
may  be  faulty  as  a  gauge  of  the  degree 
of  credit  expansion  or  contraction,  its 
very  sensitiveness  gives  it  a  peculiar 
value  as  a  quick  indicator  of  what 
changes  in  the  business  and  credit 
situation  are  in  process  or  even  im- 
pending. For  while  the  Reserve  Bank 
curve,  during  the  period  under  review, 
has  been  over  sensitive  and  gives  an 
exaggerated  impression  of  credit  de- 
velopments, the  member  bank  curve, 
for  reasons  already  discussed  and 
primarily  because,  at  any  moment,  it  is 
more  influenced  by  what  has  taken 
place  than  by  what  is  taking  place, 
tends  to  give  an  inadequate  impression 
of  changes  which  are  in  process,  at  least 
so  far  as  they  affect  the  credit  situation. 
In  times  of  rapid  expansion  or  contrac- 
tion, it  is  not  the  total  volume  of  out- 
standing bank  loans  which  is  significant, 
but  additions  to  that  volume,  or  reduc- 
tions in  it.  From  this  point  of  view, 
the  Reserve  Bank  curve  is  a  truer  in- 
dex of  business  and  credit  development 
than  the  member  bank  curve,  and  a 
better  guide  to  credit  policy. 
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INDEX  NUMBERS  OF  BANKING  AND  BUSINESS  DEVELOPMENTS:    1919-1921 
(Monthly  averages  for  1919  =  100) 


All  Federal 

F.  R.  Bank  of 

Reporting 

^ 

H 

Reserve  Banks 

N 

Ew  York 

Member  Banks 

1 

K 

ss 
1 

2 

•5 

1 
i 

1 
1 

1 

1 

ft5 

1 

•.J 

l.i 

s 

B 

Accommoda- 
tion at  F.  R. 
Banks 

-1 

1919 

January.  . 

89 

99 

97 

94 

95 

92 

94 

95 

88 

95.8 

101.6 

February . 

93 

100 

95 

100 

92 

90 

94 

94 

94 

92.9 

86.7 

March .  .  . 

96 

101 

96 

97 

105 

96 

96 

95 

98 

85.6 

94.8 

92.6 

April  .... 

96 

102 

98 

93 

115 

100 

96 

96 

97 

83.3 

95.8 

93.7 

May  .... 

97 

102 

97 

98 

112 

101 

98 

99 

101 

88.7 

97.6 

95.7 

June  .... 

93 

103 

96 

89 

119 

100 

99 

98 

92 

95.1 

97.6 

95.9 

July 

100 

99 

97 

106 

98 

102 

98 

100 

98 

102.5 

103.3 

101.9 

August  .  . 

97 

98 

98 

98 

94 

102 

101 

102 

94 

103.4 

106.6 

107.2 

September 

95 

98 

101 

89 

94 

102 

103 

104 

93 

101.2 

103.8 

103.8 

October .  . 

109 

101 

105 

109 

91 

103 

106 

105 

112 

104.6 

105.2 

104.4 

November 

118 

100 

108 

114 

94 

104 

107 

107 

119 

113.5 

108.5 

102.2 

December 

119 

98 

113 

114 

91 

108 

108 

106 

117 

116.4 

112.3 

102.1 

1920 

January.  . 

122 

96 

111 

119 

87 

105 

110 

109 

121 

116.7 

117.0 

115.9 

February . 

128 

93 

114 

126 

83 

110 

110 

108 

136 

111.0 

117.5 

104.6 

March.  .  . 

128 

91 

117 

123 

77 

113 

111 

109 

138 

108.4 

119.3 

118.0 

April  .... 

128 

92 

118 

117 

86 

114 

112 

109 

139 

107.1 

125.0 

108.8 

May  .... 

131 

92 

119 

122 

86 

115 

112 

109 

140 

108.6 

128.3 

111.8 

June 

128 

92 

119 

120 

84 

116 

112 

109 

133 

106.9 

126.9 

109.6 

July 

128 

93 

121 

122 

81 

117 

112 

108 

135 

103.6 

123.6 

102.3 

August  .  . 

131 

93 

122 

125 

75 

116 

112 

107 

139 

101.2 

117.9 

104.9 

September 

133 

93 

126 

118 

76 

117 

113 

107 

142 

98.4 

114.2 

101.4 

October . . 

.137 

94 

128 

126 

74 

119 

113 

106 

150 

100.3 

106.1 

101.2 

November 

"l36 

95 

128 

125 

74 

119 

111 

104 

148 

104.3 

97.6 

88.9 

December 

132 

96 

128 

124 

71 

118 

110 

102 

143 

104.6 

89.2 

77.9 

1921 

January.  . 

.120 

99 

121 

116 

65 

109 

109 

102 

131 

104.7 

83.5 

78.3 

February . 

115 

100 

117 

114 

64 

108 

107 

100 

126 

98.2 

78.8 

75.0 

March .  .  . 

109 

103 

115 

102 

78 

108 

106 

98 

121 

90.1 

76.4 

80.6 

April  .... 

100 

107 

110 

84 

101 

104 

104 

96 

108 

85.0 

72.6 

75.8 

May  .... 

91 

112 

107 

75 

106 

98 

102 

96 

96 

85.9 

71.2 

79.3 

June  .... 

83 

115 

103 

59 

128 

94 

101 

96 

85 

85.9 

69.8 

75.9 

July 

78 

118 

100 

53 

132 

89 

99 

95 

79 

85.2 

69.8 

68.5 

August  .  . 

70 

122 

96 

49 

134 

87 

98 

94 

67 

81.6 

71.7 

September 

66 

127 

95 

39 

150 

87 

98 

94 

61 

80.2 

71.7 

October.  . 

63 

130 

94 

37 

156 

86 

99 

95 

57 

82.3 

'  Including  rediscounts  with  Federal  Reserve  banks. 

^  As  measured  by  debits  to  individual  accounts,  three-months'  moving  averages. 

"  U.  S.  Bureau  of  Labor  Statistics. 

^  Harvard  Committee  on  Economic  Research. 
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BANKING   DATA:   1919-1921 
(Monthly  averages:  amounts  in  millions  of  dollars) 


1919 
January  .  . 
February  . 
March ... 

April 

May 

June 

July 

August  .  . 
September 
October. . 
November 
December . 

1920 

January  .  . 
February  . 
March ... 
April .... 

May 

June 

July 

August  .  . 
September 
October .  . 
November 
December . 

1921 
January  .  . 
February  . 
March ... 
April  .  . .  . , 
May  .... 
June  .... 

July 

August  .  . 
September 
October . . 


All  Feder.vl 
Reserve  Banks 


«3 


1.992 
2,084 
2,147 
2,138 
2,168 
2,089 
2,241 
2,174 
2,136 
2,436 
2,633 
2,661 


2,720 
2,867 
2,856 
2,853 
2,934 
2,857 
2,875 
2,933 
2,973 
3,071 
3,033 
2,952 


2,092 
2,570 
2,444 
2,241 
2,039 
1,865 
1,735 
1,566 
1,471 
1,415 


O 


2,100 
2,119 
2,138 
2,156 
2,177 
2,177 
2,112 
2,079 
2,086 
2,136 
2,116 
2,089 


2,03 

1,979 

1,936 

1,950 

1,943 

1,964 

1,975 

1,974 

1,975 

1,998 

2,011 

2,043 


2,092 
2,127 
2,192 
2,283 
2,370 
2,439 
2,503 
2,598 
2,694 
2,755 


t*:*c 


2,534 
2,465 
2,506 
2,547 
2,532 
2,500 
2,527 
2,543 
2,627 
2,742 
2,821 
2,959 


2,892 
2,962 
3,041 
3,075 
3,092 
3,115 
3,145 
3,172 
3,277 
3,338 
3,329 
3,344 


3,159 
3,054 

2,980 
2,871 
2,784 
2,682 
2,594 
2,506 
2,485 
2,452 


F.  R.  Bank  of 
New  York 


Kl 


75 

804 

780 

751 

795 

721 

852 

789 

718 

883 

923 

921 


963 

1,018 

99 

949 

981 

968 

985 

1,006 

956 

1,014 

1,013 

1,005 


938 
922 
826 
676 
608 
479 
432 
390 
315 
298 


O 


Oil 
593 
677 
740 
721 
765 
632 
602 
605 
587 
607 
587 


557 
535 

498 
552 
555 
538 
518 
483 
490 
477 
474 
459 


415 
413 
500 
050 
682 
822 
846 
862 
966 
1,001 


«-2 


liC  "S 


676 
665 
709 
738 
743 
736 
749 
748 
753 
756 
761 
796 


775 
810 
834 
838 
848 
857 
860 
854 
862 
872 
876 
871 


805 
793 
791 
764 
723 
690 
657 
638 
638 
634 


Reporting 
Member  Banks 


tj  43 


>^.S 


14,178 
14,257 
14,578 
14,559 
14,886 
14,969 
14,813 
15,204 
15,577 
15,961 
16,143 
16,337 


16,670 
16,630 
16,813 
16,935 
16,941 
16,926 
16,876 
16,862 
17,012 
17,147 
16,827 
16,692 


16,402 
16,131 
16,021 
15,733 
15,466 
15,319 
15,020 
14,876 
14,857 
14,897 


|.5 
■«S  fa. 


10,048 
9,908 
10,115 
10,135 
10,439 
10,393 
10,604 
10,800 
10,984 
11,140 
11,330 
11,244 


11,576 
11,482 
11,600 
11,546 
11,506 
11,499 
11,466 
11,299 
11,286 
11,266 
11,027 
10,823 


10,816 
10,583 
10,404 
10,201 
10,194 
10,182 
10,037 
9,921 
9,953 
10,107 


s  I 

•2  ft; 


1,306 
1,400 
1,449 
1,443 
1,497 
1,361 
1,454 
1,395 
1,383 
1,660 
1,765 
1,739 


1,803 
2,019 
2,053 
2,069 
2,085 
1,981 
2,005 
2,072 
2,117 
2,222 
2,200 
2,132 


1,947 

1,878 

1,792 

1,601 

1,421 

1,267 

1,167 

996 

906 

854 


Ratio  of  F. 
R.  accommo- 
dation to  to- 
tal loans  and 

investments 
{per  cent) 


10 

10 

10 

10 

9 

10 

9 

9 

10 

11 

11 


11 
12 
12 
12 
12 
12 
12 
12 
12 
13 
13 
13 


12 

12 

11 

10 

9 

8 

8 

7 

6 

6 


( 


'  Including  redi.scounts  with  Federal  Reserve  banks. 
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Expansion  and  Contraction  Under  the  Federal 
Reserve  System 


By  Ernest  Minor  Patterson 

University  of  Pennsylvania 


MUCH  confusion  of  thought  on 
thesubject  of  expansion  and  con- 
traction is  due  to  our  failure  to  dis- 
tinguish clearly  between  three  different 
problems.  An  economic  system,  which 
operates  on  a  money  and  credit  basis, 
and  which  maintains  business  relations 
with  the  systems  of  other  countries, 
cannot  well  escape  these  difficulties. 
Each  of  the  three  facts  involved  is 
at  times  referred  to  as  "depreciation." 

The  Three  Kinds  of 
"Depreciation" 

One  of  them  is  the  relation  of  a  given 
financial  system,  such  as  that  of  the 
United  States,  to  that  of  other  countries 
as  reflected  in  foreign  exchange  quo- 
tations. The  British  pound  is  worth 
at  mint  par  $4.8665,  the  German 
mark,  23.8  cents,  the  French  franc, 
19.3  cents  and  so  on.  When,  as  at 
present,  these  moneys  are  bought  and 
sold  in  our  markets  at  about  $3.80, 
one-third  of  a  cent  and  7.25  cents, 
respectively,  it  is  customary  to  say 
that  the  moneys  of  those  countries  are 
depreciated.  During  the  late  War 
the  moneys  of  the  belligerent  countries 
were  thus  depreciated  in  the  United 
States,  while  at  the  same  time  our 
money  was  depreciated  in  certain 
neutral  countries. 

The  causes  of  such  a  condition  we 
need  not  here  explain,  but  one  point 
needs  emphasis.  In  every  case  where 
such  depreciation  occurs  there  is 
merely  an  increase  in  the  value  of  the 
first  money  in  terms  of  the  second 
and  a  decrease  in  the  value  of  the  sec- 
ond in  terms  of  the  first.  In  terms 
of  the  American  dollar  the  pound 
sterling  is  now  lower  than  usual,  and 


in  terms  of  the  pound  sterling  our  dol- 
lar is  higher  than  usual.  For  a  pe- 
riod of  time  several  years  ago  the 
American  dollar  was  lower  than  usual 
in  terms  of  the  money  of  Sweden,  and 
Sweden's  money  was  higher  than  usual 
in  terms  of  our  dollar.  Foreign  ex- 
change quotations  are  for  the  most  part 
merely  a  barometer  or  index,  an  effect 
and  not  a  cause,  but  what  they  state  is 
a  change  in  the  relative  position  of  the 
moneys  of  two  countries.  The  ap- 
preciation of  one  involves  the  deprecia- 
tion of  the  other,  and  vice  versa. 

A  second  kind  of  depreciation  is 
found  when  one  form  of  money,  say 
the  standard  money  gold,  changes  in 
its  relationship  to  some  other  form 
of  money  in  the  same  country.  Such 
a  change  occurred  in  the  United  States 
during  the  Civil  War,  when  the  "green- 
backs" or  United  States  notes  were 
issued  in  very  large  quantities  and  were 
acceptable  at  less  than  their  face  value 
in  exchange  for  gold.  At  one  time  a 
dollar  of  gold  would  purchase  as  much 
as  $1.85  in  greenbacks.  The  green- 
backs had  depreciated  in  terms  of 
gold,  and  gold  had  appreciated  in 
terms  of  greenbacks.  Again  it  is  a 
question  of  the  relationship  between 
the  two. 

A  third  type  of  depreciation  is  to 
be  observed  when  the  general  price 
level  changes.  If  prices  in  general 
rise  to  a  higher  level  than  that  of  the 
past  it  may  be  said  that  the  value  of 
commodities  in  the  country  has  ap- 
preciated in  terms  of  money  and  that 
the  value  of  the  money  has  depreciated 
in  terms  of  the  commodities.  Simi- 
larly, if  the  general  price  level  falls, 
there  is  an  appreciation  of  the  value 
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of  the  money  in  terras  of  commodities 
and  a  depreciation  of  the  vahie  of  the 
commodities  in  terms  of  money. 

These  three  forms  of  tlcpreciation 
are  well  understood  by  most  persons 
who  are  at  all  acquainted  with  finan- 
cial questions.  Nevertheless,  they  are 
closely  interrelated,  and  when  a  par- 
ticular problem  is  up  for  consider- 
ation these  interrelationships  may  be 
overlooked  and  confusion  of  thought 
result. 

"Expansion"  and  "Inflation" 

One  other  definition  is  necessary. 
"Expansion"  is  a  word  that  is  used 
very  loosely.  Sometimes,  though  not 
always,  it  is  employed  as  a  synonym 
for  "inflation."  With  these  two  words, 
or  rather  in  contrast  to  them,  are  "con- 
traction" and  "deflation." 

Any  and  every  increase  in  the  vol- 
ume of  circulating  medium  in  the 
United  States  is  not  inflation.  As 
population  grows  and  as  business 
activity  increases  a  larger  amount  of 
circulating  medium  is  needed  if  the 
price  level  is  not  to  decline.  If  its 
amount  should  remain  the  same  the 
price  level  would  fall  and  we  would 
suffer  all  of  the  accompanying  hard- 
ships. As  the  volume  of  trade  in- 
creases it  is  better  to  have  an  increase 
in  the  volume  of  circulating  medium. 
If  this  occurs  and  at  the  same  rate  as 
the  growth  in  trade  there  are  no  harm- 
ful effects,  and  it  would  not  be  correct 
to  say  there  had  been  inflation.  A 
mere  increase  in  the  volume  of  money 
or  credit  is  not  inflation,  for  the  in- 
crea.se  must  be  viewed  in  its  relation 
to  the  demand  for  it.  Similarly,  a 
decrease  is  not  to  be  referred  to  as  de- 
flation if  it  merely  corresponds  to  a 
decline  in  the  volume  of  business,  i.e., 
to  a  reduction  in  demand.  The  price 
level  is  not  affected  and  no  hardship 
results. 

Changes  in  the  volume  of  money  and 


credit  that  oiily  adjust  their  supply 
to  the  demand  for  them  are  better  re- 
ferred to  as  a  contraction  and  an  ex- 
pansion that  merely  evidence  the 
elasticity  of  a  monetary  and  banking 
system.  For  years  the  Canadian  bank 
note  issues  have  increased  in  the  fall  of 
each  year  to  meet  the  demand  for  crop- 
moving,  and  have  later  contracted  when 
that  demand  ceased.  Such  changes 
ought  not  to  be  referred  to  as  inflation 
and  deflation,  but  as  a  most  desirable 
expansion  and  contraction. 

It  is  true  that  expansion  of  this 
kind  might  become  dangerous,  but 
it  is  not  probable.  The  volume  of 
note  issues  or  of  deposit  liabilities  in 
relation  to  reserves  might  become 
too  large  as  compared  with  the  re- 
serve held  for  redemption  purposes. 
Public  knowledge  of  this  situation 
might  result  in  a  run  on  the  banks 
and  the  failure  of  some  of  them,  even 
though  the  expansion  had  occurred 
merely  to  meet  the  needs  of  a  rapidly 
growing  trade.  However,  this  kind  of 
expansion  is  not  apt  to  take  place. 
There  are  both  seasonal  and  cyclical 
fluctuations  in  the  demand  for  money 
and  credit,  but  in  actual  experience 
they  are  not  likely  to  result  in  a  con- 
dition of  the  sort  just  described. 
While  an  expansion  does  take  place, 
ordinary  trade  demands  are  not  apt 
to  lower  seriously  the  percentage  of 
reserves  held. 

There  are  two  periods  of  activity 
for  analysis  in  this  article.  One  ex- 
tends from  the  formation  of  the  Fed- 
eral Reserve  System  in  the  autumn  of 
1914  to  the  spring  of  1920.  The  sec-  | 
ond  continues  from  that  time  to  the  ' 
present. 

That  in  the  first  of  these  two  pe- 
riods there  occurred  an  increase  in  the 
volume  of  circulating  medium  does 
not  need  to  be  argued  here.  Nor  need 
we  stop  to  demonstrate  in  detail  that 
this  increase  was  more  rapid  than  the 
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growth  in  the  volume  of  trade.  Pro- 
fessor Kemmerer,  in  his  volume  High 
Prices  and  Deflation,^  has  shown  that 
from  1913  to  1918  there  was  an  in- 
1  crease  of  13  per  cent  in  the  country's 
i  physical  volume  of  business,  while  in 
1919  it  actually  declined  from  the  1918 
level  being  only  9.6  per  cent  greater 
than  in  1913. 

During  this  same  period  of  time 
there  was  an  increase  in  wholesale 
prices  as  reflected  in  the  United  States 
Bureau  of  Labor  index  number  of  112 
per  cent  over  the  1913  level.  Also, 
the  exchange  market  showed  a  de- 
preciation of  the  pound  sterling,  the 
mark,  the  franc,  the  lira  and  other 
foreign  currencies  in  terms  of  our  dollar. 
We  have  already  pointed  out  that  there 
are  three  kinds  of  depreciation,  and  the 
period  in  question  may  be  examined 
with  a  view  to  determining  whether 
the  Federal  Reserve  System  and  its 
management  were  responsible  for  such 
depreciation  as  occurred. 

First,  let  us  notice  the  increase  in 
the  volume  of  the  circulating  medium. 
From  November  1,  1913,  to  November 
1,  1918,  the  amount  of  money  in  the 
United  States  increased  from  $3,755,- 
994,000  to  $7,590,173,000.  Of  this 
increase  $1,173,883,000  was  in  gold 
(and  gold  certificates),  and  $2,660,296,- 
000  in  other  forms  of  money.  The 
increase  in  our  stock  of  gold  had  a  def- 
inite connection  vnth  affairs  abroad, 
and  will  be  considered  a  little  later. 
But  there  was  an  increase  in  the  issue 

I  of  Federal  Reserve  notes,  from  nothing 
to  $2,705,737,000,  and  in  the  Federal 
Reserve  Bank  notes  from  nothing  to 
$71,647,260.  Also  during  approxi- 
mately the  same  period  the  deposit 
liabiUties  of  the  national  banks  in- 
creased from  $6,051,689,000  to  $11,- 
013,330,000.  There  was  without  doubt 
an  expansion  in  our  circulating  medium 
more  rapid  than  in  the  demand  for  it. 
1  See  pages  3-13. 


What  was  the  occasion  for  this  and 
where  does  responsibility  rest? 

Increased  Deposit  Liabilities 

There  were  three  leading  reasons. 
One  is  found  in  the  very  nature  of 
the  Federal  Reserve  System.  Our  na- 
tional banking  organization  as  it  ex- 
isted prior  to  1914  was  said  to  lack 
elasticity.  Expansion  to  meet  any 
seasonal  or  cyclical  gro\\i:h  in  trade 
needs  was  difficult  to  secure,  as  was 
also  contraction  when  the  need  had 
passed.  Explanation  of  this  diflBculty 
need  not  be  presented  here,  as  the 
reasons  for  it  are  fully  understood  by 
most  students  of  the  subject,  and  have 
been  set  forth  many  times. 

Under  the  old  law,  country  banks 
were  required  to  maintain  a  reserve  of 
15  per  cent  of  their  deposit  liabilities, 
of  which  two-fifths,  or  6  per  cent,  had 
to  be  in  actual  cash  in  their  own  vaults; 
reserve  city  banks,  25  per  cent,  of 
which  one-half  had  to  be  in  cash;  and 
central  reserve  city  banks,  25  per 
cent  in  cash.  The  net  effect  was 
that  there  could  be  on  the  average 
about  $8  of  deposit  liabilities  on  each 
$1  of  reserves  held  by  the  national 
banks  of  the  country,  or  an  av- 
erage cash  reserve  of  12^  per  cent. 
This  varied  slightly  from  time  to 
time,  and  there  have  been  slight  dif- 
ferences in  the  estimates  of  students 
of  the  question,  but  the  figures  are 
sufficiently  accurate  for  our  present 
purpose. 

Under  the  Federal  Reserve  Act, 
particularly  as  amended,  all  this  was 
changed.  By  a  concentration  of  cash 
in  the  vaults  of  the  twelve  Reserve 
Banks  each  dollar  could  be  utiUzed 
much  more  effectively.  Accompany- 
ing this  there  was  a  reduction  in  the 
reserve  requirements  of  the  member 
banks,  and  the  net  result  was  that  $1 
of  reserve  furnished  the  basis  for  per- 
haps $11.50  of  deposit  liabilities,  or  an 
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average  cash  reserve  of  about  9  per 
cent.-  Although  there  may  be  differ- 
ences of  opinion  as  to  this  particular 
figure,  there  can  be  no  dispute  over 
the  fact  of  a  very  pronounced  change 
in  the  direction  indicated. 

Whether  a  change  of  this  kind, 
which  permitted  and  even  encouraged 
an  expansion  in  deposit  liabilities,  was 
wise  cannot  here  be  argued,  but  will 
be  assumed.  The  United  States  had 
been  paying  too  dear  a  price  for  its 
banking  system.  Greater  elasticity 
was  important.  It  could  not  be  se- 
cured except  by  a  centralization  of 
reserves,  and  centralization  of  reserves 
means  that  each  dollar  is  more  effective 
than  before.  Under  such-  circum- 
stances an  average  cash  reserve  for 
the  country  of  more  than  say  10  per 
cent  or  11  per  cent  would  be  very  dif- 
ficult and  probably  impossible  to  main- 
tain. Such  a  change  as  this  would  have 
resulted  under  any  plan  of  banking 
reform  and  under  any  management. 
Our  circulating  medium  would  have  ex- 
panded more  rapidly  than  the  growth 
in  trade  demand  and,  ceteris  paribus, 
would  have  caused  a  rise  in  the  general, 
price  level. 

Increased  Gold  Reserve 

This  assumes  no  alteration  in  the 
volume  of  the  gold  reserve.  A  re- 
duction in  gold  supply  would  have  off- 
set this  tendency  to  expansion,  while 
any  increase  would  enliance  it.  On 
this  point  we  need  merely  refer  to  the 
facts,  which  are  that  from  August  1, 
1914,  to  January  1,  1919,  there  was  an 
importation  (net)  of  gold  into  the 
United  States  amounting  to  $1,071,- 
(iG9,000,  which  made  possible  (accord- 
ing to  the  above  ratio  of  11|  to  1)  an 

'  "  Mechanism  of  Expansion  Under  the  Federal 
Reserve  System";  Monthly  Review  of  Credit 
and  Business  Conditioris  in  the  Second  Federal 
Reserve  District,  September  1,  1921,  p.  12. 


addition  of  about  $12,324,193,000  to 
the  deposit  liabilities  of  our  banks. 

It  thus  appears  that  a  plan  of  bank- 
ing reform  was  deliberately  adopted 
by  the  country,  after  a  discussion  ex- 
tending over  a  number  of  years,  which 
was  one  that  was  sure  to  increase  the 
deposit  liabilities  of  our  banks.  More- 
over, any  other  reform,  such  as  the  so- 
called  Aldrich  Plan,  would  have  had  a 
similar  effect. 

But  can  the  Federal  Reserve  System 
or  its  management  be  held  responsible 
for  the  importation  of  gold  that  fur- 
nished an  additional  basis  for  this  ex- 
pansion? There  is  certainly  no  reason 
for  such  a  view.  The  intense  demand 
for  our  commodities  and  the  rapid 
growlh  in  our  export  balance  threw  on 
the  European  belligerents  the  burden 
of  righting  in  some  manner  their  un- 
favorable position.  Commodities  and 
securities,  particularly  the  latter,  were 
hurried  over  to  us,  and  especially  in 
the  earlier  part  of  the  struggle  large 
amounts  of  gold  were  sent  also.  The 
movement  was  a  part  of  the  general 
situation,  and  would  have  occurred  had 
we  still  been  operating  under  the  old 
National  Bank  Law. 

In  fact,  the  existence  of  the  Federal 
Reserve  organization  facilitated  rather 
than  impeded  credit  transactions,  and 
thus  made  it  easier  to  check  the  gold 
movement.  If  the  older  system  had 
still  been  in  operation  much  more  gold 
might  conceivably  have  been  imported 
into  the  United  States  during  that 
period. 

Strain  of  Financing  War  Pur- 
chases 

But  the  analysis  is  not  complete. 
Admitting  that  the  new  reserve  re- 
(juirements  and  the  importation  of  gold 
encouraged  a  considerable  expansion, 
it  may  be  argued  that  the  expansion 
that  really  occurred  was  extreme, 
going  so  far  that  the  percentage  of 
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reserve  actually  held  by  the  system 
was  for  a  long  time  very  close  to  the 
legal  limit.  With  the  New  York 
Reserve  Bank  this  was  particularly 
noticeable.  While  the  situation  was 
a  very  strained  one  for  the  System  as  a 
whole,  the  condition  of  the  New  York 
Bank  was  at  times  especially  weak, 
and  was  even  disguised,  though  rather 
poorly,  by  a  change  in  the  form  of  its 
weekly  reports.  Had  tliis  been  pre- 
sented in  the  same  form  as  used  by  the 
other  eleven  banks  and  by  the  System 
as  a  whole,  there  would  have  been 
shown  a  smaller  percentage  of  reserve 
than  that  prescribed  by  the  law.  The 
form  of  report  adopted  by  the  New 
York  Bank  may  have  been  as  good  or 
even  superior  to  the  other  form,  but 
the  difference  referred  to  illustrates  the 
strain  on  that  bank.  At  one  time,  too, 
the  situation  was  materially  helped  by 
the  timely  deposit  by  the  Federal 
government  of  a  considerable  amount 
of  silver  with  the  New  York  Bank. 
Also,  the  twelve  banks  of  the  System 
gave  each  other  extensive  relief  by 
rediscounting  heavily  for  each  other, 
a  form  of  assistance  that  was  of  general 
aid,  but  was  particularly  valuable  to 
the  New  York  Bank  after  November, 
1919. 

There  was  clearly  a  considerable 
amount  of  strain  on  the  System.  As 
has  just  been  pointed  out,  the  altered 
reserve  requirements  would  have  made 
possible  a  very  considerable  expansion 
in  deposits,  and  heavy  importations 
of  gold  increased  this  tendency,  but 
neither  of  these  facts  explains  the 
strain  just  referred  to. 

In  the  period  from  1914  to  April, 
1917,  there  was  a  very  heavy  demand 
upon  American  banks  to  assist  in  war 
financing.  The  United  States  was 
not  yet  in  the  conflict,  but  the  vast 
movements  of  goods,  chiefly  to  allied 
countries,  called  for  a  large  amount  of 
financing,    and    American    banks,    in- 


cluding the   Federal  Reserve  Banks, 
assumed  the  burden. 

The  Federal  Reserve  System  was 
designed  primarily  to  aid  commercial 
banking,  that  is,  to  assist  in  those 
banking  transactions  that  facilitate 
the  movement  of  goods  from  producer 
to  consumer.  To  this  general  state- 
ment a  few  qualifications  should  be 
added  by  way  of  reference  to  such  pro- 
visions as  those  regarding  savings  de- 
posits and  trust  powers,  but  in  general 
the  statement  is  correct.  When  war 
supplies  moved  from  the  United  States 
to  Europe  our  banks  gave  their  assist- 
ance. The  volume  was  large  but  ex- 
pansion was  possible  under  the  Federal 
Reserve  System  and  with  the  in- 
creased gold  supplies  prevented  any 
serious  strain  on  the  System  prior  to 
our  entrance  into  the  War  and  for  a 
considerable  time  thereafter.  Our  par- 
ticipation in  the  conflict  and  the  con- 
sequent demand  for  war  financing  by 
our  o^vTi  government  definitely  altered 
the  situation. 

Effect  of  Treasury  Policies 

Just  what  policies  should  have  been 
followed  by  the  Treasury  Department 
in  meeting  the  war  emergency  is  some- 
thing on  which  we  probably  cannot 
agree.  The  facts,  however,  are  clear. 
The  problem  was  one  of  securing  max- 
imum production  and  of  diverting  to 
war  uses  a  very  large  fraction  of  that 
total  product.  Two  main  devices 
were  employed  to  divert  output  to 
the  government — taxation  and  bond 
issues  (including  certificates  of  in- 
debtedness). Both  of  these  were  in- 
tended to  secure  the  desired  funds  by 
encouraging  saving.  Taxation  took 
funds  from  a  taxpayer,  usually  much 
against  his  vAW,  while  he  was  expected 
to  buy  bonds  voluntarily. 

But  the  war  needs  amounted  to 
some  $18,000,000,000  per  annum,  and 
at  one  period  payments  were  as  high 
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as  $2,000,000,000  per  month,  or  at 
the  rate  of  $24,000,000,000  per  year. 
Prior  to  the  War  our  annual  savings 
are  estimated  to  have  been  at  the  rate 
of  no  more  than  $6,000,000,000  or 
$7,000,000,000  per  year.  To  treble 
or  more  than  treble  the  amount  avail- 
able was  probablj'  too  great  a  task  for 
taxation  and  bond  issues  combined. 
At  any  rate,  policies  were  adopted 
that  resulted  in  an  inflation  of  the  cur- 
rency and  hence  forced  loans  from  the 
general  public. 

Reserve  Bank  Facilities  for  War 
Financing 

If  one  is  to  appreciate  the  position 
of  the  Federal  Reserve  Banks  in  war 
financing,  several  facts  must  be  kept 
in  mind.  One  is  the  altered  reserve 
requirements  of  member  banks  already 
referred  to.  Some  of  the  reductions 
were  made  after  we  entered  the  War, 
particularly  by  the  provision  that  the 
reserves  specified  were  to  be  kept,  not 
in  the  member  bank's  owm  vault,  but 
as  a  deposit  account  with  the  Reserve 
Bank  of  its  district.  Along  with  this 
must  be  remembered  the  other  amend- 
ment to  the  law  that  allowed  gold  in 
the  hands  of  the  Federal  Reserve  agent 
held  by  him  against  issues  of  Federal 
Reserve  notes  to  be  counted  as  part  of 
the  required  reserve  of  his  Federal 
Reserve  Bank.  Also,  there  must  be 
mentioned  the  policy  early  adopted  by 
the  Reserve  System  of  concentrating 
the  gold  and  gold  certificates  of  the 
country  in  the  vaults  of  the  Reserve 
Banks,  Federal  Reserve  notes  being 
issued  in  their  place. 

There  were  two  other  important 
provisions  of  the  law.  One  of  tliem 
states  that  the  Reserve  Banks  are  to 
be  fiscal  agents  of  the  government. 
This  places  them  in  a  position  in  which 
they  are  compelled  to  cooperate  in 
methods  of  financing  decided  upon  by 
the  Treasury  Department. 


The  other  provision  is  one  that  ap- 
pears to  the  casual  reader  as  of  slight 
significance,  but  it  furnished  the  basis 
for  many  of  the  important  operations 
of  war  financing.  In  Section  13  of  the 
Federal  Reserve  Act  the  powers  of 
the  Reserve  Banks  are  enumerated. 
Among  the  prohibitions  there  set  forth 
is  one  against  loans  on  "notes,  drafts 
or  bills  covering  merely  investments, 
or  issued  or  drawn  for  the  purpose  of 
carrying  or  trading  in  stocks,  bonds, 
or  other  investment  securities,  except 
bo7ids  and  notes  of  the  Government  of 
the  United  States. 

The  exception  in  the  last  words  of 
this  quotation  was  not  particularly 
significant  at  the  time  of  the  passage 
of  the  Act — in  fact  it  was  rather  com- 
monplace. Yet  it  became  very  im- 
portant during  the  War.  The  Reserve 
Banks  could  and  did  lend  on  govern- 
ment bonds  and  notes  as  security. 

To  the  large  amount  of  latitude  thus 
allowed  additions  were  made  from 
time  to  time  through  rulings  made  by 
the  Federal  Reserve  Board.  Thus  it 
does  not  seem  entirely  clear  to  the  lay- 
man whether  the  law  permits  a  Re- 
serve Bank  to  discount  the  direct  ob- 
ligation of  a  member  bank.  The  writer 
was  of  the  opinion  that  it  did  not,  and 
that  only  the  rediscounting  of  custo- 
mers' paper  was  acceptable.  That 
he  was  wTong  is  shown  by  the  fact 
that  this  direct  discounting  was  per- 
mitted on  a  very  large  scale.  Member 
banks  discounted  their  own  notes  ac- 
companied by  Liberty  Bonds  as  col- 
lateral security. 

Closely  associated  with  this  policy 
were  the  decisions  that  notes  of  this  sort 
might  run  for  as  short  a  time  as  fifteen 
days,  that  they  might  be  renewed  some- 
what freely  as  they  matured,  and  that 
there  should  be  charged  for  such  loans 
a  discount  rate  no  higher  than  the 
interest  rate  paid  by  the  government 
on  the  bond  offered  as  collateral. 
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The  provisions  of  the  law  as  cited 
opened  the  way,  and  the  decisions 
just  mentioned  let  down  the  bars  com- 
pletely. What  followed  may  be  vis- 
ualized if  one's  imagination  permits 
him  to  assume  two  printing  presses 
in  the  Treasury'  Department.  On  one 
of  them  were  printed  government 
bonds  for  sale  to  the  public  through 
the  Reserve  Banks,  which  were  the 
fiscal  agents  of  the  government.  The 
Reserve  Banks  delivered  the  bonds  to 
member  banks  for  actual  sale.  A 
customer  who  was  besought  to  buy  a 
bond  protested  that  he  had  not  the 
funds,  but  was  informed  that  he  need 
pay  only  a  small  amount  at  a  time,  his 
bank  agreeing  to  advance  a  loan,  retain- 
ing the  bond  as  collateral  security  and 
charging  only  the  same  rate  of  interest 
as  paid  by  the  government  on  the  bond. 

This  seemed  generous  and  so  aided 
the  sale  of  bonds  that  the  banks  were 
in  need  of  help  to  carry  their  part  of 
the  load.  They  were  reassured  by 
being  told  that  they  could  give  their 
o^\Ti  fifteen-day  notes  to  their  respec- 
tive Reserve  Banks,  provided  they 
would  present  with  them  as  collateral 
these  same  Liberty  Bonds  that  had 
been  purchased  by  their  customers, 
but  which  were  not  to  be  delivered 
until  fully  paid  for.  They  were  also 
assured  of  the  same  low  interest  rate 
and  of  an  easy  renewal  of  the  notes  as 
they  fell  due. 

Imagine  still  further  that  this  offer 
brought  such  general  response  from 
the  banks  that  the  Reserve  Banks 
were  overwhelmed  and  their  officers 
hurriedly  and  urgently  besought  the 
Secretary  of  the  Treasury  for  relief, 
because  of  their  lack  of  funds.  His 
answer,  however,  was  reassuring.  He 
merely  pointed  to  the  other  printing 
press  on  which  were  being  printed 
great  quantities  of  Federal  Reserve 
notes,  which  were  furnished  to  the 
Federal  Reserve  Banks  as  needed. 


Thus  the  Treasury  on  one  press 
printed  paper  money  (Federal  Reserve 
notes)  which  it  delivered  to  the  twelve 
Federal  Reserve  Banks,  They  in  turn 
gave  them  to  their  members  in  return 
for  the  notes  of  these  banks  secured  by 
Liberty  Bonds.  The  member  banks 
were  then  able  to  pay  the  government 
for  the  bonds  struck  off  on  the  other 
printing  press. 

The  description  may  be  fanciful, 
but  only  slightly  so.  In  the  good  old 
days,  say  in  the  Civil  War,  the  process 
was  much  more  simple  and  direct.  The 
government  printed  the  United  States 
notes — the  greenbacks — and  put  them 
directly  into  circulation.  The  mod- 
ern method  is  more  complex  and  has 
its  advantages,  but  in  many  of  its 
features  it  is  the  same. 

Responsibility  for  Inflation 

As  a  result  of  the  analysis  we  have 
been  making,  it  seems  clear  that  the 
Federal  Reserve  Board  and  the  officials 
of  the  Federal  Reserve  Banks  cannot 
be  charged  with  responsibility  for  any 
"inflation"  that  occurred  down  to  the 
summer  or  fall  of  1919.  It  was  due  to 
(1)  altered  reserve  requirements;  (2) 
an  influx  of  gold,  and  (3)  the  policies 
of  war  financing  for  which  the  Treasury 
Department  was  chiefly  responsible. 

Of  the  three  kinds  of  depreciation 
mentioned  at  the  beginning  of  this 
article  two  were  e\ndent.  The  Amer- 
ican doUar  had  greatly  appreciated  in 
terms  of  the  leading  European  curren- 
cies, so  much  so  that  various  stabihzing 
devices  were  employed.  Foreign  cur- 
rencies had  depreciated  in  terms  of 
our  dollar.  For  this  condition  neither 
the  government  nor  the  Federal  Re- 
serve System  was  responsible.  If  we 
had  been  stiU  operating  under  the  old 
National  Bank  Act  with  all  of  its 
rigidity,  the  foreign  exchange  situa- 
tion would  have  been  no  better  and 
might  have  been  worse.     After  a  i^w 
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montlis  of  wild  fluctuations  forcij^n 
governments  gained  control  of  the  ex- 
changes by  using  "pegging"  devices, 
an  arrangement  that  would  have  been 
much  harder  to  make  if  our  banking 
system  as  a  whole  had  been  less  well 
organized.  After  we  entered  the  War 
responsibility  for  this  control  was 
largely  taken  over  by  our  government, 
which  of  course  used  the  Federal  Re- 
serve System  as  its  fiscal  agent.  From 
the  proceeds  of  Liberty  Bond  sales, 
advances  were  made  to  foreign  govern- 
ments, our  Treasury  Department  re- 
cei\ang  and  holding  their  notes  for  the 
amounts   involved. 

There  was  also  a  depreciation  of  our 
own  money,  the  dollar,  in  terms  of 
commodities.  Prices  rose  rapidly,  but 
as  we  have  noted  this  was  due  in  the 
main  to  (1)  the  greater  possibility  of 
expansion  that  would  have  existed 
under  any  reorganization  of  our.  bank- 
ing system;  (2)  the  heavy  importa- 
tions of  gold  and  (3)  the  fiscal  policy 
of  the  Government. 

The  second  form  of  depreciation  did 
not  occur;  at  least,  there  were  no  out- 
ward evidences  of  it.  Our  various 
forms  of  paper  money  at  no  time  were 
depreciated  in  terms  of  gold.  In 
case  an  open  gold  market  had  existed, 
the  situation  might  have  been  different, 
and  a  premium  on  gold  might  have 
appeared,  though  probably  not. 

Post-Armistice  Trends 

But  what  can  be  said  of  conditions 
from  the  close  of  the  War  late  in  1918 
until  the  spring  of  1920?  During 
this  period  prices  continued  to  rise, 
while  the  volume  of  Federal  Reserve 
notes  and  of  deposit  liabilities  rapidly 
expanded.  Gold  imports  had  ceased 
and  in  1919  the  movement  wa.s  reversed, 
considerable  amounts  of  gold  leaving 
the  country.  The  exchanges  of  many 
of  the  countries  that  had  been  neutral 
during  the   War   (and  even   those  of 


many  of  the  minor  belligerents)  were 
against  us,  and,  as  restraints  on  the 
exportation  of  gold  were  gradually 
removed,  the  gold  started  out.  The 
War  was  over,  but  prices  still  rose, 
while  note  issues  and  deposit  liabilities 
kept  increasing  in  spite  of  the  fact  that 
the  gold  reserve  was  being  withdrawn. 
The  percentage  of  reserves  held  by  the 
Federal  Reserve  Banks  declined  until 
it  was  perilously  close  to  the  legal  min- 
imum. 

In  this  period,  what  kinds  of  ap- 
preciation and  depreciation  occurred? 
At  the  end  of  1918  a  number  of  the 
exchanges  were  against  us,  but  by 
the  fall  of  1920  all  of  the  leading  ex- 
changes were  in  our  favor,  with  the 
exception  of  Hongkong,  Shanghai  and 
Yokohama,  and  they  were  rapidly 
falling,  especially  the  first  two.  Ex- 
changes that  had  already  been  in 
our  favor  were  becoming  more  so. 
The  American  dollar  was  appreciating 
in  terms  of  nearly  every  other  money 
in  the  world,  or,  to  reverse  it,  those 
moneys  were  depreciating  in  terms  of 
our  dollar. 

Commodities  were  clearly  appreciat- 
ing in  terms  of  our  own  money,  the 
evidence  being  the  rise  of  the  price 
level  until  well  into  1920.  Our  money  ^ 
was  depreciating  in  value  in  terms  of  || 
commodities.  There  was  also  a  tend- 
ency toward  a  depreciation  of  paper 
money  (including  bank  deposits)  in 
terms  of  gold.  Reserves  were  declin- 
ing and  liabilities  expanding  with  a 
resultant  decline  in  the  percentage  of 
reserve  held.  Considerable  uncertainty 
and  doubt  appeared,  but  there  was 
no  actual  premium  on  gold  recorded. 
There  was  merely  a  tendency  that 
o|)crated  as  a  distinct  warning  and 
that  called  for  corrective  action. 

The  movement  was  therefore  a 
mixed  one.  Our  dollar  was  appre- 
ciating in  terms  of  foreign  money,  but 
was    depreciating    in    terms    of    com- 
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modities,  while  our  paper  money  and 
our  bank  deposits  were  being  placed 
in  a  more  and  more  precarious  posi- 
tion with  reference  to  our  standard 
money — ^gold.  The  exportation  of 
gold  was  helping  to  appreciate  our  dol- 
lar in  terms  of  foreign  currencies,  but 
was  imperilling  the  gold  standard  at 
home  by  weakening  our  gold  reserves 
while  bank  liabilities  were  mounting. 

Conditions  Hindering  Reserve 
Officials 

In  fairness  to  the  Federal  Reserve 
officials,  several  facts  should  be  pointed 
out.  First  of  all  war  financing  was  by 
no  means  over.  The  Victory  notes 
were  issued  in  June,  1919,  followed 
from  time  to  time  by  large  blocks  of 
certificates  of  indebtedness.  The  ac- 
tual fighting  of  the  War  was  over,  but 
the  fiscal  operations  were  not.  As 
fiscal  agents  for  the  government  the 
Reserve  Banks  could  not  immediately 
free  themselves  from  the  responsibilities 
that  have  already  been  described. 

Next  it  should  be  remembered  that 
what  occurred  in  the  United  States 
was  in  part  paralleled  in  other  coun- 
tries. Prices  were  rising  in  England, 
France,  Italy,  Sweden  and  elsewhere, 
much  more  rapidly  than  in  the  United 
States.  It  is  true  that  many  of  these 
countries  were  more  seriously  affected 
by  the  War  than  we  were,  but  it  is 
not  unfair  to  urge  that  many  of  the 
same  influences  that  were  operating 
abroad  were  also  affecting  us.  Com- 
plete dissociation  from  so  world-wide 
a  movement  could  not  reasonably 
have  been  expected.  The  upward 
movement  which  had  lifted  prices 
prior  to  the  signing  of  the  Armistice 
was  not  exhausted,  and  the  rise  con- 
tinued. Just  as  military  activities 
were  in  evidence  for  a  long  time,  so 
the  economic  forces  set  loose  between 
1914  and  1918  could  not  suddenly 
be  reversed. 


But  this  crude  analogy  between 
military  and  economic  facts  is  apt  to 
be  very  misleading.  A  more  satis- 
factory explanation  is  to  be  found  in 
the  fact  that  the  Federal  Reserve 
System  was  (and  for  that  matter  still 
is)  in  the  first  phase  of  its  development. 
Some  of  its  most  important  features 
are  not  yet  fully  understood  even  by 
many  bank  officials.  Several  years 
after  the  organization  of  the  Reserve 
Banks  a  prominent  banker  who  was 
serving  as  director  of  one  of  the 
twelve  institutions  was  said  to  be  un- 
able to  grasp  some  of  the  fundamentals 
of  the  law,  and  even  today  a  thorough 
comprehension  of  some  of  its  leading 
features  is  by  no  means  common. 

One  of  the  misconceptions  that  has 
persisted  is  the  idea  that  the  System 
is  to  be  merely  a  source  of  relief  in 
times  of  difficulty.  That  assistance 
through  rediscounting  is  needed  in 
times  of  seasonal  and  cyclical  strain 
is  easily  understood,  but  that  the  Re- 
serve Banks  should  at  all  times  exercise 
a  supervision  over  the  banking  system 
and  often  impose  its  control  is  not 
fully  realized.  Even  when  the  pos- 
sibility of  this  control  is  understood 
the  result  is  often  intense  resentment 
at  what  seems  to  be  unwarranted  in- 
terference. 

Such  control  is,  however,  the  usual 
thing  abroad,  and  the  Federal  Reserve 
Act  has  in  it  numerous  provisions 
which  give  a  similar  power  to  our 
system.  But  legislative  authorization 
is  not  in  itself  adequate.  The  Federal 
Reserve  Board  and  the  officials  of  the 
twelve  Reserve  Banks  cannot  move 
too  far  ahead  of  public  opinion,  es- 
pecially banking  opinion,  nor  cap  they 
go  too  \'iolently  in  opposition  to  it. 
Perhaps  the  most  important  single 
device  by  which  the  Reserve  Banks 
can  control  the  money  market  is  the 
rediscount  rate,  but  the  mere  state- 
ment of  that  fact  does  not  mean  that 
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they  can  freely  employ  this  device. 
An  important  measure  of  public  sup- 
port is  necessary  in  case  such  a  power 
is  actually  to  be  used. 

Why  the  Discount  Rate  Was  Not 
Raised 

It  has  been  argued  that  at  the  close 
of  active  hostilities  the  Reserve  Banks 
should  have  exercised  this  power  by 
rapidly  raising  their  rediscount  rates 
until  they  were  above  the  rates  charged 
by  member  banks  to  their  customers. 
There  would  then  have  been  no  gain 
to  the  member  banks  in  rediscounting; 
they  would  have  curtailed  accommo- 
dations to  their  customers  and  infla- 
tion would  have  quickly  been  checked. 
The  Bank  of  England  thus  controls 
the  money  market  of  England.  Why 
could  not  our  Reserve  Banks  do  the 
same?  What  reply  can  be  made  to 
this  argument? 

Two  observations  may  be  made. 
First  of  all,  the  British  method  has 
been  employed  for  many  years,  and  the 
banking  community  of  England  is  ac- 
customed to  it,  accepting  it  as  a  matter 
of  course.  Our  Reserve  System  was 
authorized  in  1913  and  not  organized 
until  1914,  several  months  after  the 
Great  War  had  started. 

Next,  it  is  to  be  remembered  that 
from  1914  to  1918,  and  especially 
during  1917  and  1918,  the  fiscal  policy 
of  our  government  made  it  impossible 
to  initiate  such  a  policy  of  control.  A 
rediscount  rate  higher  than  the  market 
rate,  or,  at  least,  one  higher  than  the 
rate  of  interest  on  Liberty  Bonds, 
would  have  made  impossible  the  meth- 
ods of  financing  that  were  employed. 

From  1914  to  April,  1917,  the  Federal 
Reserve  Bank  of  New  York  did  suc- 
ceed in  keeping  its  discount  rate 
above  that  for  commercial  paper, 
thus  adliering  to  the  policy  of  the  lead- 
ing foreign  banks.  With  the  entrance 
of  the   United  Stales   into   the   War, 


conditions  changed.  During  1917  and 
1918  the  minimum  discount  rate  of 
the  Bankof  England  was  (as  is  regularly 
true  in  England)  considerably  higher 
than  the  market  rate  on  ninety-day 
bills  in  London,  but  during  this  period 
the  discount  rate  of  the  New  York 
Federal  Reserve  Bank  for  commercial 
paper  was  regularly  lower  than  the 
prevailing  market  rate  in  New  York 
for  the  same  kind  of  paper.  If  control 
of  the  market  had  been  the  only  pur- 
pose to  be  kept  in  mind  during  this 
period,  it  would  have  been  wise  to 
have  raised  the  discount  rates  of  the 
Reserve  Banks  more  rapidly  than 
market  rates  rose,  and  thus  have  es- 
tablished control. 

Armistice  Day  found  the  Reserve 
Banks  still  not  in  control  of  the  sit- 
uation, and  able  to  influence  it  only  to 
a  minor  degree  by  a  scrutiny  of  par- 
ticular paper  presented  for  discount 
or  by  oversight  of  the  rediscounting 
done  by  particular  member  banks.  A 
Victory  Loan  had  to  be  floated,  and 
other  post-war  financing  was  necessary. 
Moreover,  member  banks  had  dis- 
counted large  amounts  of  their  own 
obligations  at  the  Reserve  Banks  with 
Liberty  bonds  as  seciuity.  On  No- 
vember 15,  1918,  the  total  volume  of 
bills  discounted  with  the  Reserve  Banks 
secured  by  government  war  obligations 
was  $1,358,416,000,  and  on  February 
27,  1920,  it  was  $1,572,980,000. 

Difiiculties  were  accordingly  very 
numerous.  To  place  restraints  upon 
the  expansion  from  1918  to  1920  would 
have  been  diflicult,  and,  even  if  practi- 
cable and  desirable,  would  have 
called  for  a  very  high  degree  of  wisdom 
and  courage.  It  is  the  opinion  of  the 
writer  that  our  government  was  very 
unNNHse  in  its  decision  to  float  its  war 
issues  of  bonds  and  certificates  of  in- 
debtedness at  such  low  rates  of  interest. 
Wlien  so  large  an  amount  of  saving 
was  needed  much  higher  rates  would 
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have  been  better.  The  low  rates 
actually  offered  kept  the  general  se- 
curity market  quiet  for  a  considerable 
time,  but  such  a  policy  inevitably 
meant  a  rise  in  prices  that  injured  the 
general  public,  including  holders  of 
securities,  far  more  than  would  the  offer 
of  higher  rates  on  the  new  government 
issues.  Nevertheless,  the  policy  was 
adopted,  rates  were  kept  down  and 
the  Reserve  Banks  were  and  still  are 
the  fiscal  agents  of  the  government. 
So  long  as  they  are  fiscal  agents  the 
way  in  which  they  perform  their  other 
functions  must  be  affected  by  this 
relationship. 

The  Necessity  for  Higher  Dis- 
count Rates 

By  the  spring  of  1920  conditions 
had  somewhat  altered.  The  larger 
part  of  war  and  post-war  financing 
had  been  completed,  and  the  re- 
sponsibilities of  the  Reserve  Banks  to 
the  government  were  somewhat  les- 
sened. A  large  volume  of  rediscounts 
was  still  in  the  possession  of  the  Re- 
serve Banks,  but  more  freedom  of 
movement  than  before  was  possible. 
Accordingly,  their  policy  was  altered. 

It  was  clearly  time.  A  very  strong 
case  could  have  been  developed  for 
earlier  action,  but  certainly  longer  de- 
lay would  have  been  unwise.  Prices 
were  still  rising,  discounts  with  the 
Reserve  Banks  were  increasing  and 
their  deposits  and  their  issues  of 
Federal  Reserve  notes  were  mounting 
with  leaps  and  bounds.  The  per- 
centage of  reserves  held  was  near  the 
legal  minimum.  All  banking  experi- 
ence indicated  that  danger  was  ahead. 
Speculation  was  rampant,  and  was 
sure  to  be  followed  by  a  reaction  whose 
seriousness  would  be  proportionate  to 
the  delay  in  its  appearance. 

There  were  several  special  reasons 
for  concern.  Our  own  spring  demand 
for  money  was  at  hand,  to  be  followed 


the  next  fall  by  the  usual  fall  demands 
for  crop-moving  purposes.  Also  the 
situation  in  Europe  was  most  dis- 
quieting. Monetary  systems  there 
were  developing  alarming  tendencies. 
Prices  were  rising,  bank  liabilities  ex- 
panding and  reserves  declining  far 
more  than  in  the  United  States.  If 
a  general  collapse  had  occurred  we 
would  have  been  unable  to  meet  it 
without  a  general  breakdown  of  our 
entire  business  and  financial  structure. 
We  were  already  strained  almost  to 
the  breaking  point. 

Under  such  circumstances  it  was 
not  possible  to  rely  on  the  judgment 
of  American  business  men  to  impose 
checks  of  their  own.  A  few  began 
to  contract  their  operations,  but  the 
larger  number  went  on  piling  up  their 
own  liabilities  at  the  banks  and  ex- 
tending credits  abroad  and  at  home 
with  little  or  no  appreciation  of  the 
unsound  condition.  Early  in  1920 
the  rates  were  raised.  It  was  none 
too  soon.  First  in  Japan  and  later  in 
other  countries  the  reaction  came  and 
prices  began  to  crumble. 

In  the  face  of  this  collapse  credits 
were  extended  by  member  banks  to 
customers,  often  unwisely,  but  on  the 
whole  with  a  view  to  easing  business 
through  the  trying  period  of  the  crisis 
and  the  subsequent  depression.  In 
turn  the  Reserve  Banks  gave  assis- 
tance to  member  banks  at  the  new 
and  higher  rates,  but  with  a  very 
considerable  freedom.  After  a  few 
months  deposits  and  note  issues  began 
to  decline  and  reserve  percentages  to 
rise,  until  a  condition  of  comparative 
banking  security  was  attained. 

It  was,  however,  a  trying  experience. 
Those  who  suffered  from  the  fall  in 
prices  resented  bitterly  the  new  policy 
that  seemed  to  them  responsible  for 
their  losses.  The  sufferers  as  separate 
individuals  were  not,  in  most  cases, 
to  blame.     They  were  merely  a  part 
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of  a  cumbersome  and  faulty  business 
organization  in  which  periods  of  ex- 
cessive expansion  and  contraction  are 
a  frequent  and  somewhat  regular  oc- 
currence. In  many  individual  cases 
injustice  was  doubtless  done  borrowers, 
but  on  the  whole  our  constructive 
criticism  should  be  directed  at  an 
economic  organization  that  makes  such 
an  outcome  possible. 

Caution  Still  Imperative 

Nor  is  the  danger  by  any  means 
over.  The  period  ending  in  1920  was 
one  in  which  money  was  depreciating 
rapidly  in  terms  of  commodities,  and 
our  deposits  and  paper  money  in  danger 
of  depreciating  in  terms  of  gold,  as 
they  have  actually  done  in  many  other 
countries.  The  danger  in  these  di- 
rections has  for  the  present  at  least 
disappeared.  But  the  very  policy  of 
higher  discount  rates  which  aided  in 
giving  this  relief  brought  with  it  cer- 
tain unfortunate  consequences.  To- 
day the  currency  of  nearly  every 
foreign  country  is  at  a  heavy  discount 
in  New  York.  Gold  was  for  a  time 
being  exported  from  the  United  States, 
but  from  January  1  to  November  1, 
1921,  the  net  importations  of  gold 
have  been  about  $564,000,000,  and 
the  gold  holdings  of  the  Reserve  Banks 
have  increased  by  about  $666,000,000, 

This  influx  of  gold,  together  with  a 
decrease  in  deposit  and  note  issue 
liabilities,  has  increased  the  percentage 
of  reserves  held,  and  relieved  us  from 
one  serious  danger — that  of  a  reserve 
deficit.  But  we  are  at  once  faced  with 
another.  As  reserve  ratios  rise  bor- 
rowers cannot  understand  restraints 
on  borrowing.  Depreciated  exchanges 
carry  no  warning  to  most  of  us. 
Foreign  government  budgets  that  fail 
to  balance  and  the  imminence  of  de- 
faults and  perhaps  repudiations  cause 
little  alarm.  A  default  by  Germany  in 
her    next    reparation    payment,    now 


almost  due,  seems  at  this  writing  al- 
most certain.  If  it  occurs,  the  effects 
on  French  finances  and  business,  and 
through  France  on  all  Europe,  will 
be  almost  incalculable  in  their  gravity. 

It  is  a  time  for  the  exercise  of  the 
greatest  caution.  No  matter  what 
policy  we  adopt,  hardships  will  result. 
Our  choice  is  merely  between  evils, 
and  no  matter  what  our  decision  the 
path  ahead  is  by  no  means  bright. 
Higher  discount  rates  in  the  face  of 
the  depreciated  exchanges  means  still 
heavier  gold  imports.  Withdrawal  of 
gold  from  foreign  countries  weakens 
them  still  more,  and  adds  to  our  stock 
of  gold  that  is  already  disproportion- 
ately large. 

On  the  other  hand,  low  interest 
rates  encourage  an  expansion  which 
ought  for  our  own  sakes  to  be  held  in 
check.  High  bank  reserves  are  by  no 
means  a  sufficient  excuse  for  a  generous 
loan  policy  at  the  present  time.  A 
combination  of  low  rates  with  a  care- 
ful limitation  of  loans  is  the  ideal,  but 
very  difficult  of  attainment. 

Since  default  by  Germany  seems  so 
imminent  the  sooner  it  is  faced  the 
better,  even  if  it  is  disguised  as  a 
moratorium.  After  it  comes  there 
will  be  a  more  general  appreciation  of 
what  is  ahead,  and  plans  can  be  more 
effectively  made  for  real  recovery. 
One  of  our  present  dangers  is  the  pos- 
sibility of  developing  an  unhealthy 
optimism  that  will  lead  to  a  business 
expansion,  too  rapid  and  in  wrong 
directions.  If  it  occurs,  the  reaction 
will  be  worse  than  a  prolongation  of 
the  present  depression.  Gradual  re- 
covery is  trying,  but  will  be  far  better. 

Then,  too,  we  may  hope  that  during 
the  period  of  readjustment  our  Federal 
Reserve  Bank  will  be  able  to  secure  con- 
trol of  the  money  rate.  Such  a  control 
will  be  no  panacea,  but  it  will  be  an  im- 
portant aid  in  bringing  more  stability 
in  our  monetary  and  banking  system. 
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Expansion  and  Contraction  as  Seen  by  a  Business  Man 


By  J.  V.  Far  WELL 

President,  John  V.  Farwell  Company,  Chicago 


EXPANSION  and  contraction  in 
volume  of  business  and  in  credits 
have  always  existed  in  modern  times. 
Human  nature  is  such  and  conditions 
of  production  and  consumption  are 
such  that  there  can  be  no  dead  level. 
Unfortunately,  these  tendencies  nearly 
always  run  to  extremes,  so  that  we 
usually  have,  about  once  in  so  often, 
periods  of  over-expansion,  and,  as  a 
consequence,  we  get  over-contraction. 
Many  bankers  will  admit  the  existence 
of  the  first  of  these  extremes,  but  they 
are  not  so  ready  to  admit  the  second. 
It  seems  to  me  that  both  are  very  real, 
and  that  in  many  cases  both  of  these 
extremes  can  be  prevented. 

As  the  process  of  expansion  is  going 
on,  each  business  sees  most  clearly  the 
part  that  applies  to  its  own  experience, 
while  the  rest  of  the  process  is  often 
either  unseen  or  obscure.  A  business 
man,  either  in  manufacturing  or  distrib- 
uting, comes  in  contact  with  the  proc- 
esses of  expansion,  from  the  beginning 
to  the  end,  from  the  time  when  the 
contract  is  first  made  to  the  end  when 
credit  is  made  for  financing  and  the 
credit  given  in  selling.  Over-expansion 
is  pretty  sure  to  occur  whenever  such 
contract  is  made  for  a  larger  quantity 
than  a  normal  amount  used  by  the 
business  concern,  or  when  it  runs 
through  a  longer  period  of  time  in  the 
future  than  is  ordinarily  contracted 
for  by  the  company,  or  when  the  con- 
tract is  made  for  a  price  considerably 
in  excess  of  the  cost  of  production. 

The  first  step  in  this  expansion  is 
caused,  as  a  rule,  by  the  state  of  mind 
of  the  buyer,  who  thinks  he  sees  a  much 
larger  business  ahead  than  the  company 
has  ever  had  before,  or  who  believes 
that  goods  are  going  to  be  very  scarce. 


as  when  the  war  purchases  were  being 
made,  and  that  prices  are  going  higher. 
It  is  this  thought  that  produces  his  act 
of  expansion.  This  thought  and  this 
act  are  often  contagious,  so  that  other 
people  take  up  the  idea  and  a  feverish 
state  of  mind,  like  an  epidemic,  sets  in 
among  all  buyers,  which  results  in 
large  purchases  for  delivery  running 
over  a  long  period  of  time. 

How  Bankers  Could  Check  Over- 
Expansion 

In  the  distributing  business,  for 
instance,  such  buying  requires  at  the 
start  very  little  credit,  and  necessitates 
hardly  any  simultaneous  credit  expan- 
sion. The  wholesaler  might  place  an 
order  for  one  thousand  cases  of  cotton 
goods  to  be  delivered  during  six  months, 
beginning  three  to  six  months  after 
date  of  purchase,  the  seller  being  sold 
up  until  that  time.  All  that  the  manu- 
facturer has  to  do  is  to  cover  his  cotton 
on  the  cotton  exchange  and  put  up  a 
margin  for  so  doing.  The  wholesaler 
puts  up  no  money  at  all  and  no  credit. 
In  fact,  no  credit  would  be  required 
from  the  banks  for,  say,  sixty  to  ninety 
days,  when  the  first  shipment  of  cotton 
is  to  be  paid  for,  and  no  bank  credit 
asked  for  by  the  distributer  or  whole- 
saler for  perhaps  six  months,  when  the 
bill  of  the  first  delivery  becomes  due. 

It  is  obvious,  therefore,  that  while 
the  business  man  sees  expansion  both 
at  time  of  making  the  contract  and  at 
the  time  when  he  asks  for  credit  to  pay 
his  bill,  the  banker  would  know  noth- 
ing, except  in  a  general  way,  of  the 
great  mass  of  purchases  so  made  until 
some  time  after  the  contracts  were 
signed,  and  perhaps  not  until  the  bills 
came  due.     Bankers  are  well  posted 
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in  a  general  way  only  as  to  what  their 
customers  are  doing  or  expect  to  do. 
In  my  judgment,  they  should  always 
find  out  from  their  customers  not  only 
what  their  stock  on  hand  is  at  a  given 
time,  but  also  what  their  commitments 
or  advance  purchases  are,  as  these 
commitments  are  often  the  source  of 
as  great  a  loss  in  the  case  of  a  falling 
market  as  is  stock  on  hand.  If  bank- 
ers asked  these  questions  continually, 
especially  at  the  period  of  requiring 
statements  from  their  customers,  they 
would  be  in  a  better  position  to  check 
over-expansion  at  the  start,  by  either 
discouraging  purchases  or  refusing  to 
give  the  necessary  credit  or  raising  the 
rate  of  interest  charged. 

If,  in  turn,  the  Federal  Reserve  Banks 
were  kept  in  close  touch  with  all  these 
movements  through  the  leading  banks 
and  merchants,  as  is  now  being  done 
in  many  centers,  this  frenzied  state  of 
mind  could  be  cooled  off,  and  large 
contracts  for  future  high  prices  pre- 
vented. The  disease  would  be  stopped 
before  it  became  an  epidemic.  It  is  for 
this  reason  that  it  seems  to  a  business 
man  that  rates  of  the  Federal  Reserve 
System  should  be  raised  just  as  soon  as 
bankers  see  this  situation  of  expanding 
contracts  coming  on,  not  when  the  bill 
comes  due  and  the  customer  asks  for 
credit  to  pay  for  it.  At  that  time,  the 
banker  can  do  only  one  of  three  things: 
First,  grant  the  credit;  second,  advise 
the  customer  to  repudiate  the  contract, 
which  he  would  do  under  the  circum- 
stances, and  third,  let  him  squirm  out 
as  best  he  can,  no  matter  what  the  loss. 
The  last  course  would  probably  cause 
many  failures. 

Fear   Checks   Over-Expansion 

Over-expansion  can  be  prevented 
only  by  arousing  in  the  mind  of  the 
buyer  a  fear  that  if  he  makes  an  exces- 
sive contract  at  high  prices,  he  will  get 
into  trouble.     He  has  been  led  to  think 


in  a  general  way  that  under  the  Federal 
Reserve  System  his  bank  would  always 
look  after  him  and  there  could  be  no 
trouble.  Many  told  him  if  a  decline 
in  prices  did  occur,  it  would  come  grad- 
ually, even  though  all  history  tells  us 
that  over-expansion  breaks  suddenly 
and  prices  come  down  sharply.  Even 
with  prices  raised  to  three  or  four  times 
above  normal,  it  was  often  felt  that  no 
merchandising  difficulties  could  arise, 
for  do  we  not  have  the  Federal  Reserve 
Banks? 

Under  the  old  system,  before  the 
Federal  Reserve  Act  was  passed,  every 
bank  had  to  depend  to  a  great  extent  on 
its  own  resources,  and  to  live  or  die  ac- 
cording to  the  distance  it  got  from  shore 
in  a  storm.  This  restricted  the  banker's 
available  credit  and  lessened  the  mer- 
chant's confidence  in  getting  help.  Both 
banker  and  business  man  had  a  very 
well  defined  fear  of  over-expanding. 

While  the  Great  War  was  on,  and 
even  after  the*  Federal  Reserve  Act 
was  passed,  no  merchant  felt  like  buy- 
ing a  large  amount  of  goods  at  high 
prices  for  long-time  future  delivery,  as 
no  one  could  tell  when  it  would  be  over. 
When  it  was  started,  some  thought  it 
would  last  ninety  days,  some  thought 
it  would  last  one  year,  and  some  two  or 
three  years,  but  it  was  all  uncertain, 
and  bankers  and  merchants  stayed 
pretty  close  to  shore.  They  were 
assisted  in  not  buying  at  high  prices  by 
the  action  of  the  government  in  arrang- 
ing price  fixing  bureaus. 

When  the  War  did  end,  there  were  no 
large  contracts  outstanding  at  high 
prices  and  it  took  only  three  or  four 
months  to  make  the  proper  re-adjust- 
ments. After  that,  however,  mer- 
chants and  bankers  lost  not  only  all  the 
fear  which  they  had  had  before  the 
Federal  Reserve  Act  was  passed,  and 
which  formerly  produced  panics,  but 
also  all  the  fear  which  existed  while  the 
War  was  on. 
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Need  op  a  Progressive  Rediscount 
Rate 

As  this  fear  is  very  necessary  to  both 
banker  and  business  man,  I  am  much  in 
favor  of  the  progressive  rate  of  redis- 
count, so  that  those  who  have  the  dis- 
position to  offend  will  know  in  advance 
that  they  will  be  heavily  penalized.  As 
the  phrase  goes,  that  clause  "puts 
teeth  in  the  law"  and  the  one  who  first 
over-expands  should  be  bitten  first.  A 
level  rate  puts  all  in  advance  in  the 
same  category  and  does  not  stop  over- 
expansion  at  the  particular  source 
where  it  has  started.  Another  reason 
why  the  progressive  rate  law  should 
never  be  repealed  is  that  in  many  dis- 
tricts in  the  United  States  8  per  cent 
is  the  normal  rate,  and  10  per  cent  not 
imcommon.  Instead  of  there  being  a 
penalty  in  charging  such  banks  7  per 
cent  there  is  a  constant  inducement 
left  for  them  to  expand.  Federal 
Reserve  Banks  must  have  a  sliding 
scale  of  rates  to  meet  such  common 
conditions. 

As  this  over-expansion  did  not  occur 
in  the  case  of  all  banks  and  in  all  dis- 
tricts, but  with  only  a  certain  percent- 
age of  the  banks  in  every  district,  and 
as  some  large  banks  in  big  districts  were 
just  as  bad  offenders  as  the  small 
banks  in  country  places,  it  seems  to  me 
obvious  that  such  a  law  is  not  only  wise 
but  necessary,  in  order  to  prevent 
over-expansion  at  the  real  source 
whenever  it  may  crop  out. 

Interest  Rates  Only  One  Check  on 
Over-Expansion 

Perhaps  I  have  laid  too  much  stress 
on  the  efficiency  of  the  rate  of  interest 
to  stop  over-expansion.  It  is  only 
one  of  the  remedies.  Bankers  them- 
selves will  have  many  instances  where 
they  will  have  to  curb  banks  and  mer- 
chants who  are  willing  to  pay  high  rates, 
if  only  they  are  allowed  to  continue  in 


their  mad  careers.  Federal  Reserve 
Banks,  more  than  ever  before,  will  have 
to  hold  a  tighter  rein  to  stop  such 
careers  by  flatly  refusing  to  make 
loans  and  especially  by  stating  before- 
hand that  they  will  so  act.  Only  such 
advance  information,  inspiring  the 
proper  fear,  will  prevent  the  first  acts 
of  over-expansion,  which,  if  allowed, 
bring  all  others  in  their  train  with  all 
the  consequent  disasters. 

The  solution  is  in  the  hands  of  the 
banker.  If  he  will  get  at  the  facts  and 
use  his  strategic  position  in  granting  or 
refusing  loans  and  regulating  rates  of 
interest,  he  could  check  this  over- 
expansion  before  it  becomes  dangerous. 
In  saying  this,  I  do  not  mean  that  the 
banker  is  as  responsible  as  the  business 
man  in  starting  over-expansion,  for  the 
business  man  is  the  one  who  acts  first. 
However,  the  banker  often  has  a 
broader  view  of  general  conditions,  not 
only  in  this  country,  but  all  over  the 
world,  and  can,  therefore,  see  the 
general  trend  of  things  earlier.  It  is 
for  this  reason  that  I  have  at  other 
times  contended  that  the  various 
Federal  Reserve  Banks  should  have 
raised  their  rate  sharply  in  November 
and  December,  1919,  when  the  large 
buying  movement  at  high  prices  began. 
Instead  of  doing  that,  rates  then  were 
as  low  as  4|  per  cent  for  rediscount 
with  the  Federal  Reserve  Banks.  This 
was  almost  an  invitation  to  buy  heavily 
and  certainly  would  lead  an  ordinary 
business  man  to  assume  there  would  be 
nothing  wrong  with  the  credit  situation 
in  the  near  future. 

Prevention  of  Inventory 
Shrinkage 

The  second  important  process  in 
general  expansion  takes  place  when  the 
various  business  concerns  find  their 
excessive  bills  coming  due  and  are 
obliged  to  resort  to  banks  for  large 
loans.     As    these    goods    have    been 
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bought  ill  large  quantities  at  high 
prices,  it  takes  from  two  to  three  times 
a  normal  loan  to  carry  a  given  amount 
of  actual  merchandise.  This  is  re- 
peated many  times  all  over  the  country 
and  all  down  the  line  through  the 
different  processes  of  manufacturing. 
The  deposits  and  loans  go  up  and  dis- 
counts at  the  Federal  Reserve  Banks 
increase.  AMiile  this  paper  so  dis- 
counted is,  in  one  sense,  self-liquidating, 
as  the  term  goes,  that  is  only  true  inso- 
far as  the  prices  at  which  goods  are 
bought  can  be  maintained. 

If  prices  go  down  half  rather  sharply, 
as  they  did  in  the  fall  of  1920,  it  is  only 
one-half  self-liquidating,  and  if  the 
quantities  bought  at  the  high  prices 
are  far  above  normal,  it  may  only  be 
one-fourth  self-liquidating,  because  the 
concern  which  bought  the  goods  has  no 
normal  channels  tlirough  which  the 
merchandise  can  be  sold.  This  brings 
upon  the  market  so-called  "distressed 
merchandise"  which  is  sold  regardless 
of  cost  or  competition,  and  aggravates 
still  further  an  already  disastrous  situa- 
tion. It  is  for  this  reason  that  the 
banker  should  be  somewhat  familiar 
with  the  prices  at  which  goods  are 
iKJught,  as  compared  with  normal  prices, 
before  he  encourages  a  merchant  to 
})uy,  or  before  he  gets  the  whole  eco- 
nomic structure,  including  Federal  Re- 
serve rediscounts,  built  up  on  the 
basis  of  high  prices. 

The  Federal  Reserve  Banks  have,  in 
my  opinion,  been  very  unjustly  criti- 
cised for  raising  rates  above  six  per 
cent,  as  though  the  raising  of  the  rates 
in  the  spring  of  1920  caused  all  the 
trouble.  My  only  criticism  is  that 
they  did  not  raise  them  early  enough 
and  before  all  the  harm  was  done  by 
the  making  of  the  vast  amount  of  long- 
term  contracts  at  the  highest  prices 
since  the  Civil  War.  They  had  to 
act  some  time,  and  it  was  better  late 
than    never.     The    inverted    pyramid 


would  have  toppled  over  any  way,  but 
less  damage  would  have  been  done  by 
the  fall  if  the  base,  which  was  up  in  the 
air,  had  not  been  allowed  to  grow  so 
large. 

Prevention    of   Over-Contraction 

WTiile  nearly  every  one  admits  that 
over-expansion  can  be  checked,  all  do 
not  agree  that  over-contraction  can  be 
prevented.  Many  bankers  have  told 
me  that  we  must  have  a  thorough  liqui- 
dation, which  means,  in  the  last  analy- 
sis, that  prices  must  go  below  cost  of 
production,  mills  close  up,  business 
stop,  much  of  the  circulation  of  credit 
and  merchandise  cease,  until  this 
thorough  liquidation  has  run  its  course. 
Before  the  days  of  doctors  and  the  use 
of  remedial  measures,  it  was  undoubt- 
edly thought  that  all  epidemics  would 
have  to  run  their  course,  that  nothing 
could  be  done  but  let  the  people  die. 
In  other  words,  we  must  have  a  thor- 
ough "liquidation  "and  death  of  people. 
It  is  well  kno^\-n  that  a  proper  mental 
condition  of  the  patient  is  often  just  as 
necessary  as  some  stimulus  to  help  out 
the  heart  action.  So  in  business  affairs, 
proper  mental  attitude  and  some  assis- 
tance from  banks  and  business  men 
generally  is  necessary  to  prevent  con- 
traction's going  the  limit.  I  think  that 
there  are  often  times  when  it  is 
evident  that  contraction  has  about 
reached  the  end,  and  when  the  mer- 
cantile speculation  fever  at  least  has 
gone.  At  that  time  interest  rates 
should  be  reduced  before  the  irredu- 
cible minimum  has  arrived  and  some 
inducement  made  for  people  to  go 
ahead  and  do  business,  so  as  to  bring 
about  a  movement  of  merchandise  and 
a  better  employment  of  the  great  army 
of  unemployed,  which  always  increases 
greatly  during  an  aftermath  of  extreme 
contraction. 

The  War  Finance  Corporation  has 
stepped  in  and  done  some  of  this  work 
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during  the  last  nine  months  with  great 
judgment  and  success.  It  is  extremely 
fortunate  that  we  had  some  such  or- 
ganization to  prevent  the  so-called 
complete  and  disorderly  liquidation, 
which  some  interests  seemed  to  think 
absolutely  essential  to  better  times. 

Education  the  Remedy  for  Over- 
Expansion  AND  Over-Contraction 

It  is  evident  that  the  banker  and 
the  business  man  are  in  a  sense  trustees 
of  the  prosperity  of  the  nation,  in  that 
their  combined  acts,  if  unchecked,  may 
bring  about  hard  times  and  unemploy- 
ment to  thousands  of  men  who  have 
no  power  of  decision  in  starting  a 
movement  which  will  result  so  disas- 
trously. I  say  they  have  no  decision 
in  making  the  start,  although,  after  it 
is  about  half  way  along,  the  wage 
earners  have  much  to  say  when  they 
begin    to    buy    heavily,,  and,    feeling 


higher  and  rising  cost  of  living,  begin 
to  demand  more  pay,  which,  in  turn, 
adds  to  the  price  of  the  manufactured 
articles. 

On  the  other  hand,  in  times  of  over- 
contraction,  the  business  man  and  the 
banker  have  often  lost  their  power  of 
direction  and  voluntary  decision.  They 
are  controlled  almost  entirely  by  the 
general  populace,  which  refuses  to  buy, 
and  by  the  wage  earner,  who  will  not 
consent  to  a  reduction  of  his  wages 
commensurate  wath  the  changed  cost 
of  living  and  the  new  world  conditions 
brought  about  by  the  collapse  of  the 
boom.  It  seems  to  me,  therefore,  that 
education  is  needed  on  both  sides,  first 
to  prevent  expansion  from  becoming 
orer-expansion  and  contraction  from 
becoming  ai'er-contraction.  Sound 
common  sense  and  experience  will 
finally  be  the  teachers  if  expert  econo- 
mists are  not. 


Currency  Expansion  and  Contraction 

By  James  B.  Forgan 

Chairman  of  the  Board,  The  First  National  Bank  of  Chicago 


AS  is  well  known,  the  Federal  Re- 
serve System  is  the  result  of  the 
financial  panic  of  1907.  At  least,  it 
was  this  financial  crisis  that  hastened 
the  establishment  of  a  more  rational 
system  of  issuing  currency  than  had 
previously  prevailed  in  the  United 
States.  To  be  sure,  there  had  been 
earlier  movements  to  make  possible 
an  automatic  expansion  and  contrac- 
tion of  our  currency.  As  far  back  as 
1902,  and  probably  earlier,  there  are 
to  be  found  discussions  in  regard  to 
our  currency  at  every  convention  of 
the  American  Bankers  Association. 
Long  before  the  Federal  Reserve  Act 
was  thought  of,  it  was  clear  to  any 
thinking  banker  that  our  whole  cur- 


rency system  needed  a  thorough  re- 
vision. In  1902  Charles  N.  Fowler, 
Charles  G.  Dawes  and  Horace  White 
made  addresses  dealing  with  the  cur- 
rency problem  at  the  convention  of 
the  American  Bankers  Association. 
The  chief  difference  of  opinion  in  that 
day  was  between  the  advocates  of  a 
highly  taxed  emergency  currency  and 
,  those  of  a  low  taxed  credit  currency, 
or,  as  General  Dawes  spoke  of  it,  "a 
system  of  asset  currency  subject  only 
to  a  nominal  tax."  As  a  result  of  this 
agitation,  there  was  appointed  at  that 
meeting,  held  in  New  Orleans,  a  special 
Currency  Committee,  a  forerunner  of 
the  Currency  Commission  which  still 
exists.     The  Currency  Committee  ap- 
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pointed  in  1902  made  a  report  at  the 
meeting  of  the  American  Bankers 
Association  held  in  San  Francisco  in 
1903,  in  wliich  it  favored  an  emergency 
circulation  subject  to  a  heavy  tax, 
which,  it  \N'as  hoped,  would  insure  the 
redemption  of  this  currency  as  soon  as 
the  emergency  which  had  called  it 
forth  had  passed.  Discussions  con- 
tinued until  the  agitation  finally  led 
to  the  appointment  by  the  Association 
at  its  convention  in  St.  Louis,  October 
16-9,  1906,  of  the  present  Currency 
Commission,  of  which  Mr.  A.  B.  Hep- 
burn of  New  York  has  been  Chairman 
and  the  writer  of  this  article,  Vice- 
Chairman,  ever  since  its  creation.  Its 
first  report  appears  (pages  "  100  and 
following)  in  the  Appendix  of  the  Pro- 
ceedings of  the  Thirty-Third  Annual 
Convention  of  the  American  Bankers 
Association,  held  at  Atlantic  City, 
September  24-7,  1907.  Practically 
everj-thing  that  now  appears  in  the 
Federal  Reserve  Act  was  foreshadowed 
in  the  discussions  of  this  Commission. 

Lesson  of  Money  Panic  of  1907 

Probably  these  discussions  would 
have  continued  to  be  haphazard  and 
without  practical  result  had  it  not 
been  for  the  financial  panic  of  1907. 
There  is  no  need  to  go  into  the  history 
of  this  panic  in  this  article.  Its  in- 
terest to  us  is  due  to  the  fact  that  it 
made  clear  to  the  public  at  large  what 
had  long  been  known  to  experienced 
bankers,  that  the  country  was  liable 
at  any  moment  to  suffer  all  the  evils 
of  business  depression,  not  because 
of  any  inherent  diflSculties  in  the  busi- 
ness situation  but  owing  solely  to  the 
faulty  mechanism  which  prevented 
the  expansion  and  contraction  of  the 
circulating  media  in  accordance  with 
momentary  requirements.  The  panic 
of  1907  was  due  simply  to  the  fact  that 
the  government  was  unable  to  issue 
a  sufficiently  large  amount  of  paper 


money  to  tide  over  a  temporary  situa- 
tion, and,  owing  to  this  inability,  a 
number  of  banks  failed,  and  perfectly 
solvent  corporations  and  business  firms 
found  themselves  in  financial  diffi- 
culties without  in  the  least  being  guilty 
of  any  commercial  sins  of  commission 
or  omission.  The  situation  had  to  be 
tided  over  by  extra  legal  methods, 
such  as  the  issuance  by  clearing  houses 
of  certificates  which  really  took  the 
place  of  ordinary  currency  and  were, 
therefore,  a  direct  violation  of  the  pro- 
visions of  the  Federal  Constitution. 
A  recent  writer  has  summarized  the 
condition  as  follows: 

The  chief  defect  of  the  old  national  bank- 
ing system  was  its  decentralization  re- 
sulting in  scattered  bank  reserves.  Even 
though  the  national  banks  of  the  United 
States  possessed  enormous  aggregate  cash 
reserves  yet,  before  the  establishment  of 
the  Federal  Reserve  System,  those  reserves 
were  ineffective.  There  was  no  method 
of  mobilizing  cash  for  use  where  and  when 
it  was  needed.  No  responsible  body  was 
empowered  to  adopt  or  carry  out  discount 
or  other  policies  to  avoid  a  financial  panic 
or  to  handle  a  panic  when  it  occurred. 
Other  countries  had  economic  crises;  the 
United  States  not  onlj'^  had  crises  but 
financial  panics  as  well.  This  is  the  reason 
that  under  the  national  banking  system 
the  United  States  was  called  "an  inter- 
national financial  nuisance."^ 

As  a  result  of  the  experiences  of  1907, 
jmblic  opinion  compelled  Congress  to 
take  some  action,  and  it  appointed 
the  National  Monetary  Commission. 
Thereafter,  the  Currency  Commission 
of  the  American  Bankers  Association 
acted  largely  in  an  advisory  capacity 
to  the  governmental  body  with  which 
it  held  frequent  conferences  in  Wash- 
ington. Out  of  this  grew,  first,  the 
Aldrich-Vreeland  Act,  and,  later  on, 
the  Federal  Reserve  Act. 

*  Persons,  "Basis  for  Credit  Expansion." 
Harvard  Committee  on  Economic  Research. 
Vol.  II,  p.  21. 
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Currency  Function  of  Reserve 

System 
The  Federal  Reserve  Act,  in  the 
first  instance,  is  designed  not  so  much 
for  the  purpose  of  compelling  banks 
to  keep  certain  fixed  reserves  and  the 
like,  as,  primarily,  to  meet  the  changing 
requirements  for  currency,  a  function 
which  the  large  central  banks  of 
Europe  have  performed  for  their  re- 
spective countries  for  many  decades. 
It  is  difficult  to  see  how  we  could  have 
weathered  the  storm  of  the  War  and 
the  years  immediately  following  with- 
out some  such  arrangement  as  that 
provided  by  the  Federal  Reserve 
System.  It  is  a  well  known  fact  that 
the  banks  have  been  and  are  carrying 
many  industries  which  would  have 
been  forced  to  the  wall,  injuring  our 
whole  credit  structiu'e,  had  it  not  been 
for  the  fact  that  the  banks  in  turn 
have  been  able  to  obtain  needed  cur- 
rency from  the  Federal  Reserve  Banks 
by  rediscounting  notes.  Since  banks 
are  compelled  to  meet  the  demands 
made  upon  them  by  payment  of  cur- 
rency over  their  counters,  they  would 
otherwise  have  reached  the  end  of  their 
resources  almost  immediately,  owing 
to  the  tremendous  expansion  of  busi- 
ness caused  by  the  War.  They  would, 
therefore,  in  order  to  meet  their  own 
liabilities,  have  been  compelled  to  call 
upon  business  houses  to  pay  off  their 
loans  and,  if  necessary,  would  have  had 
to  demand  the  liquidation  of  perfectly 
solvent  business  enterprises  in  order 
to  obtain  the  needed  repayment.  The 
banks,  fortunately  for  our  whole 
country,  have  not  needed  to  resort 
to  such  extreme  measures,  owing  to 
the  rediscount  privileges  inaugurated 
by  the  Federal  Reserve  System,  with 
which  rediscount  privileges  our  cur- 
rency system  is  closely  connected. 

The  Federal  Reserve  Act  provides 
that  any  Federal  Reserve  Bank  may 
Issue  Federal  Reserve  notes  based  on 


collateral  security  consisting  of  notes, 
drafts,  bills  of  exchange  or  acceptances 
acquired  either  l)y  purchase  in  the 
open  market  or  through  the  rediscount 
privileges  exercised  by  its  member 
banks.  The  Bank  is  compelled,  in  ad- 
dition, to  maintain  reserves  of  gold 
of  not  less  than  forty  per  centum 
against  its  Federal  Reserve  notes  in 
actual  circulation.  This  gold  reserve 
held  against  Federal  Reserve  notes  may 
fall  below  forty  per  centum,  in  which 
case  "the  Federal  Reserv^e  Board  shall 
establish  a  graduated  tax  of  not  more 
than  one  per  centum  per  annum  upon 
such  deficiency  until  the  reserves  fall 
to  thirty-two  and  one-half  per  centum, 
and  when  said  reserve  falls  below 
thirty-two  and  one-half  per  centum, 
a  tax  at  the  rate  increasingly  of  not  less 
than  one  and  one-half  per  centum  per 
annum  upon  each  two  and  one-half 
per  centum  or  fraction  thereof  that 
such  reserve  falls  below  thirty-two  and 
one-half  per  centum." - 

It  is  interesting  to  note  that  practice 
has  shown  that  this  check  provided  by 
the  Act  has  proved  to  be  entirely 
sufficient  under  the  most  exacting 
and  trying  conditions.  Though  there 
have  been  times  within  the  last  few 
years  when  the  net  reserve  of  gold 
against  Federal  Reserve  notes  out- 
standing was  dangerously  close  to  the 
legal  minimum  required,  the  ratio 
never  actually  fell  below  forty  per 
centum. 

It  is  under  these  provisions  that  the 
so-called  expansion  and  contraction  of 
our  currency  has  taken  place  and  is 
taking  place.  The  total  circulation  of 
currency  of  all  kinds  in  the  country 
on  September  1,  1921,  was  $4,672,030,- 
221,  of  which  more  than  one-half 
was  represented  by  Federal  Reserve 
notes.  While  at  the  beginning  of  this 
year  the  total  circulation  of  all  cur- 
rency amounted  to  $5,500,702,153,  the 

-  Federal  Reserve  Act.     Sec.  11  (c). 
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changes  were  almost  entirely  in  the  item 
of  Federal  Reserve  notes,  since  the  rest 
of  the  cmrency  is  more  or  less  constant. 

Currency  Inflation  and 
Deflation 

Before  going  further  into  this  ques- 
tion of  expansion  and  contraction  of  our 
currency,  it  is  necessary  to  distinguish 
sharply  between  currency  expansion 
and  currency  inflation.  A  recent  article 
defines  these  terms  as  follows: 

Currency  expansion  is  the  absolute  in- 
crease in  currency  of  various  forms — chiefly 
gold,  silver,  bank  notes,  government  notes, 
and  deposits  subject  to  check.  Its  op- 
posite is  contraction  of  the  currency. 
Currency  inflation,  on  the  other  hand,  is 
relative,  that  is  to  say,  an  expansion  of 
currency  out  of  proportion  to  the  increase 
in  the  absolute  quantities  of  goods  and 
services  exchanged,  due  allowance  being 
made  for  variations  in  offsets  of  book  credits, 
in  the  "rapidity  of  circulation"  of  currency, 
and  in  the  frequency  with  which  goods  and 
services  are  exchanged.  The  reverse  is 
currency  deflation — a  decline  in  currency 
relative  to  the  amount  of  goods  and  services 
exchanged.  Currency  inflation  rarely  takes 
place  in  exact  proportion  to  currency  ex- 
pansion, or  deflation  in  proportion  to  con- 
traction, since  changes  in  quantities  of 
goods  and  services  exchanged  are  constant- 
ly taking  place.  For  the  same  or  other 
causes,  the  equivalent  of  currency  inflation 
or  deflation,  or,  one  might  saj',  effective 
currency  inflation  or  deflation,  may  take 
place  without  corresponding  changes  in 
the  quantity  of  currency.  So,  after  the 
Civil  War,  deflation  in  the  United  States 
was  accomplished  in  the  main,  by  "growing 
up  to  the  currency"  rather  than  by  con- 
traction. On  the  other  hand,  changes  in 
the  currency  requirements  ordinarily  take 
place  slowly;  consequently,  a  marked  ex- 
pansion of  currency  usually  involves  cur- 
rency inflation;  and  deflation  is  usually 
accomplished  but  slowly  if  it  is  unaccom- 
panied by  contraction  of  the  currency.* 

'  Davis,  "World  Currency  Expansion.  "  Har- 
vard Committee  on  Economic  Research.  Vol. 
n.  p.  8. 


From  this  it  is  evident  that  under 
the  Federal  Reserve  Act  we  have  had 
almost  no  ex])erience  in  expansion  and 
contraction,  though  more  than  enough 
in  inflation  and,  at  present,  in  defla- 
tion. In  other  words,  the  establish- 
ment of  the  Federal  Reserve  System 
was  followed  almost  immediately  by 
the  crisis  brought  on  by  the  European 
War,  which,  owing  to  governmental 
needs,  brought  about  an  inflation  of 
the  currency  entirely  out  of  pro- 
portion to  the  ordinary  normal  busi- 
ness requirements.  Likewise,  the  re- 
action that  has  taken  place  since  last 
year  is  a  process  of  deflation,  again  out 
of  all  proportion  to  what  is  to  be 
expected  under  normal  and  regular 
business  conditions.  One  thing,  how- 
ever, has  been  proved,  and  that  is  that 
the  raising  and  lowering  of  the  re- 
discount rates  by  the  Federal  Reserve 
Banks  influences  very  greatly  the  lend- 
ing of  money  by  the  banks.  The 
question  may  be  raised  whether  this  is 
not  due  more  to  the  pressure  of  the 
example  set  by  the  Federal  Reserve 
Banks  than  to  the  mere  change  of  a 
relatively  small  percentage  in  the 
rediscount  rate.  But  be  that  as  it  may, 
the  banks  in  the  country  have  fol- 
lowed the  lead  of  the  Federal  Reserve 
System.  Possibly  it  would  have  been 
well  if  the  raising  of  the  rediscount 
rates  after  the  Armistice  had  taken 
place  earlier.  It  is  an  open  secret  that 
the  members  of  the  Federal  Reserve 
Board,  as  well  as  of  the  Federal  Ad- 
visory Council,  advocated  such  a 
policy  long  before  it  was  put  into 
effect.  The  needs  of  the  government, 
however,  intervened,  and  the  necessity 
for  the  Treasury  to  complete  its  war- 
time fvmding  operations  super.seded 
the  dictates  of  a  sound  economic 
policy.  Likewise,  the  successive  low- 
ering of  the  rediscount  rate  may  be  due 
more  to  the  exigencies  of  politics  than 
of  sound  banking  practice.     A  recent 
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pamphlet  issued  by  the  Chase  National 
Bank  of  New  York  has  presented 
many  effective  arguments  which  tend 
to  show  that  the  rediscount  rates  ought 
to  be  determined  by  the  prevailing 
commercial  paper  rate,  rather  than  by 
other  considerations. 

The  peak  of  Federal  Reserve  notes 
in  actual  circulation  was  reached  on 
October  22,  1920,  at  which  time  these 
amounted  to  $3,356,199,000.  These 
notes  were  first  issued  in  November, 
1914,  but  in  the  beginning  increased 
very  slowly.  Even  as  late  as  July  1, 
1917,  the  total  of  Federal  Reserve 
notes  outstanding  was  only  $544,412,- 
775.  By  July  1,  1918,  the  amount  had, 
however,  more  than  trebled,  amount- 
ing at  that  time  to  $1,713,074,255.  At 
the  time  of  the  Armistice,  the  amount 
had  increased  to  $2,562,517,000,  and 
on  September  21,  of  this  year,  the 
amount  in  circulation  was  still  $2,- 
474,676,000,  a  reduction,  however,  of 
nearly  one  billion  dollars  from  the 
highest  point.  It  is  to  be  hoped  that 
thi^  reduction  will  continue  until  we 
reach  a  point  which  may  be  regarded 
as  meeting  the  normal  requirements 
of  business.  Until  now,  banks  of  the 
coimtry  have  acted  in  a  patriotic  man- 
ner and  have  generally  forced  liquida- 
tion. It  may  be  feared,  however,  that 
such  an  unselfish  policy  will  not  be 
continued  indefinitely  if  the  Federal 
Reserve  Banks,  by  keeping  the  re- 
discount rate  below  the  ordinary  com- 
mercial rate,  make  it  profitable  for 
their  member  banks  to  lend  as  much 
as  possible.  We  therefore  face  the 
danger  of  a  period  of  renewed  inflation 
which  must  not  be  confounded  with 
normal  expansion  as  defined  above. 

Currency  Expansion  and 
Contraction 

As  ah*eady  indicated,  the  real  func- 
tion of  the  Federal  Reserve  System  is 
to  make  possible  the  expansion  and 


contraction  of  the  currency,  demanded 
by  the  continuing  changes  in  business 
conditions.  As  the  country  becomes 
more  densely  settled  and  industrial 
development  continues,  there  will  be 
need  for  a  gradual  permanent  expan- 
sion of  currency  which  will  be  met 
partly  by  increase  in  actual  metal, 
but  largely  by  the  increase  in  other 
forms  of  currency.  Beside  such  per- 
manent increase,  there  will  be  the 
seasonal  expansion  and  contraction 
which  appears  in  the  statistics  of  the 
central  banks  of  all  the  larger  coun- 
tries. These  seasonal  changes  do  not 
coincide  in  the  various  countries.  In 
countries  with  little  agriculture,  which 
are,  therefore,  compelled  to  import 
most  of  their  ra'w  materials,  the  time 
of  largest  expansion  is  apt  to  fall  at  a 
different  time  of  the  year  from  that 
in  countries  which  are  solely  or  very 
largely  agricultural.  We  are  in  a 
transition  period  and  what  is  true  to- 
day may  not  be  true  a  few  decades 
hence.  At  present,  however,  our 
period  of  largest  expansion  is  likely 
to  be  at  crop-moving  time,  with  con- 
traction taking  place  after  the  opera- 
tions connected  with  the  movement  of 
the  crops  have  been  completed. 

Probably  for  the  present,  the  ex- 
periences of  Canada  are  most  likely 
to  furnish  us  an  example.  Canada's 
banking  system  is  centered  in  a  group 
of  so-called  chartered  banks,  of  which 
there  were  twenty-four  in  1914  and 
only  eighteen  in  1920.  These  banks 
have  over  four  thousand  branches 
throughout  the  Dominion,  providing 
for  its  commercial  needs  and,  in  ad- 
dition, serving  as  the  chief  savings 
institutions  of  the  country.  They  are 
subject  to  comparatively  little  govern- 
mental supervision,  although  the  Cana- 
dian Bankers'  Association  is  a  public 
institution  whose  secretary-treasurer 
has  supervisory  power  over  note 
issues.      The    banks    are    required    to 
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make  a  monthly  report  of  their  con- 
dition to  the  minister  of  finance. 

Canada's  currency  consists  for  the  most 
part  of  hank  notes.  The  banks  are  auth- 
orized by  law  to  issue  notes  up  to  the  amount 
of  their  paid-up  unimpaired  capital  plus 
any  amount  they  may  have  on  deposit  in 
the  central  gold  reserve.  In  addition  to 
that,  during  the  crop-moving  season  they 
are  permitted  to  issue  additional  notes  up 
to  15  per  cent  of  their  capital  and  surplus 
combined,  but  this  additional  circulation 
bears  interest  at  5  per  cent.  The  privilege 
of  issuing  additional  circulation  may  be 
extended  to  cover  the  entire  year,  and,  as 
a  matter  of  fact,  has  been  so  extended  dur- 
ing recent  years.  The  chartered  banks 
are  not  required  to  carry  any  special  re- 
serves against  their  circulation^  except 
that  they  must  deposit  with  the  minister 
of  finance,  gold  or  Dominion  notes  up  to 
5  per  cent  of  their  average  circulation. 
These  deposits  constitute  the  bank-note 
redemption  fund.  The  principal  security 
against  circulation,  however,  is  found  in 
the  fact  that  the  notes  are  a  first  lien  on 
the  banks'  total  assets  and  in  the  further 
fact  that  the  stockliolders  are  subject  to 
double  liability  on  the  notes.  Bank  notes 
are  legal  tender  throughout  the  Dominion. 
It  is  to  the  interest  of  each  bank  to  main- 
tain as  high  a  circulation  of  its  own  notes 
as  the  law  permits.  Each  bank  will,  there- 
fore, pay  its  customers  over  its  counter 
only  notes  issued  by  itself.  When  the 
community's  need  for  circulation  contracts, 
notes  will  be  deposited  in  the  banks  and 
the  banks  will  return  to  the  issuing  banks 
the  notes  in  their  possession,  and  thus  re- 
duce the  outstanding  volume  of  circulation. 
In  other  words,  since  the  notes  are  obtain- 
able from  any  bank  on  demand  and  on  the 
other  hand  can  always  be  deposited  with 
the  banks  as  soon  as  they  are  not  needed, 
the  circulation  in  the  hands  of  the  public 
docs  not  exceed  the  requirements  of  trade 
and  industry.* 

The  Canadian  statistics  for  the 
years  immediately  preceding  the  War 
and  those  since  the  War  are  given  in 
next  column. 

*  Federal  Reserve  Bulletin.  December  1919» 
p.  1142. 
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It  will  be  noticed  that  the  circula- 
tion increases  very  largely  in  the  last 
months  of  each  year  and  decreases  at 
the  beginning  of  the  year.  This  has 
been  true  even  since  the  War,  in  spite 
of  the  fact  that  Canada  has  had  a 
period  of  inflation  similar  to  our  own. 
It  is  also  interesting  to  note  in  this 
table  that  naturally  there  has  been  a 
very  large  increase  of  bank  notes  since 
the  War,  and  that  the  contraction 
which  has  taken  place  has  by  no 
means  been  sufficient  to  bring  the 
total  back  to  that  of  the  pre-war 
period.  Probably  this  is  due  in  Canada, 
as  in  our  own  country,  to  the  fact  that 
part  of  the  apparent  inflation  is  really 
a  natural  expansion  due  to  general 
commercial  development  within  the 
country. 

In  the  case  of  the  European  coun- 
tries, on  the  other  hand,  the  inflation 
has  been  much  more  severe,  culmin- 
ating in  Austria  Hungary,  where  the 
note  issues  of  the  central  banks  in- 
creased twenty-fold.  Everywhere  the 
elasticity  of  the  currency  provided  by 
central  banking  institutions  has  pre- 
vented the  most  severe  financial  pan- 
ics, though,  of  course,  nowhere  could 
it  prevent  commercial  crises  due  to 
the  general  situation. 

Proper  Policy  as  to 
Rediscount  Rates 
To  summarize:  Bankers  have  had 
too  little  experience  to  state  definitely 
how  the  expansion  and  contraction  of 
the  currency  under  the  Federal  Re- 
serve System  is  going  to  work  under 
normal  conditions.  The  unusual  stress 
to  which  the  Federal  Reserve  System 
was  subjected  at  the  very  outset  must 
make  bankers  and  business  men  every- 
where realize  that  the  System,  if  prop- 
erly managed  and  kept  free  from 
politics,  ought  to  have  no  difficulty 
whatsoever  in  functioning  satisfacto- 


rily during  normal  and  less  trying 
years.  It  will  be  necessary,  however, 
for  the  Federal  Reserve  Banks  to 
educate  the  bankers  of  the  country 
gradually  to  a  conception  that  the 
Federal  Reserve  Banks  are  to  be  re- 
garded strictly,  as  their  name  implies, 
as  a  last  resort,  and  that  the  redis- 
count privileges  are  to  be  used,  there- 
fore, sparingly  and  only  in  times  of 
stress  and  strain.  There  is  a  danger 
that,  owing  to  the  peculiar  conditions 
under  which  the  System  began,  its 
reserve  function  may  have  been  for- 
gotten. If  the  Federal  Reserve  Banks 
will  have  the  courage  to  keep  the 
rediscount  rates  above  the  prevailing 
market  rate,  banks  and  bankers  will 
gradually  learn  to  make  use  of  their 
rediscount  privileges  only  in  case  of 
real  necessity. 

This  may  cut  dowTi  the  large  profits 
which  the  Federal  Reserve  Banks 
have  earned  in  recent  years  but,  after 
all,  the  reason  for  the  establishment 
of  these  banks  was  not  to  earn  money 
either  for  themselves  or  for  the  govern- 
ment, but  -to  prevent  losses  to  the 
business  and  banking  communities  of 
the  country.  Every  true  well-wisher 
of  the  Federal  Reserve  System  will  de- 
sire that  in  course  of  time  it  limit  itself 
to  the  purposes  for  which  it  was 
created,  that  it  may  be  kept  out  of 
politics,  and  that  it  may  not  be  used 
as  a  panacea  for  all  financial  evils 
threatening  the  country  as  a  whole, 
or  any  class  or  section  thereof.  Its 
real,  primary  and  sole  function  is, 
and  ought  to  be,  to  provide  an  elastic 
currency  which  may  prevent  unneces- 
sary financial  panics  of  which  we  have 
experienced  too  many  in  the  past.  As 
one  who  had  much  to  do  with  the  dis- 
cussions preceding  its  creation  and 
who  acted  as  a  fatherly  adviser  during 
the  years  of  its  infancy,  the  writer 
expresses  the  wish:  vivat,  crescai,floreai. 
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Expansion  and  Contraction  from  the  Federal  Reserve 

Standpoint 

By  John  H.  Rich 

Chairman  and  Federal  Reserve  Agent,  Federal  Reserve  Bank  of  Minneapolis 

IF  kept  clearly  in  mind,  several  facts  speaking,  is  a  matter  of  adaptability  to 

will  aid  in  an  understanding  of  the  circumstances  rather  than  the  product 

problems  which  the  Federal  Reserve  of  careful  observance  of  economic  law. 

Banks  have  encountered  in  attempting  sound  financial  principles   and  scien- 

to  exercise  an  appropriate  and  scientific  tific  methods.    This  thought  might  be 

control  over  the  expansion  and  con-  summarized    in    the    statement    that 

traction  of  both  cm-rency  and  credit,  banking   is   in   a  highly   evolutionary 

The  United  States  is  a  country  of  im-  condition  in  the  United  States,  and 

meuse  extent,  of  the  greatest  diversity  that  for  the  past  ten  years  the  period 

in  its  stages  of  development,  in  produc-  has  been  a  transition  from  a  rather 

tion  and  in  the  local  availability  of  archaic  and  outworn  banking  system 

capital  and  investment  funds.    It  is  a  to  a  modern  and  scientific  mechanism, 

comparatively  new  country  and  in  the  somewhat  broader  than  banking  itself, 

less  developed  sections  banking  is  more  that  will  eventually  provide  the  United 

of  a  business  than  a  profession.    As  a  States   with  the  efficient   system  for 

nation  we  lack  the  beneficial  influences  banking,  exchange  and  credit  control 

of  custom,  precedent  and  the  fruits  of  which  it  needs  as  its  equipment  for  a 

ancient  experience.    Instead  of  a  hom-  proper   participation   in  the   financial 

ogeneous  population,  we  have  invited  activities  of  the  world, 

racial  elements  from  every  part  of  the  _^  -r.  ^  x 

earth,  who  have  brought  with  them  Powers  of  Reserve  System  Limite^ 

their  ovra  peculiar  ideas  and  customs,  In  the  nature  of  things,  the  Federal 

all  of  which  must  be  recognized  from  Reserve   System   is   not   all-inclusive, 

the  standpoint  of  practical  banking.  The  System  embraces  in  it  only  the 

and  all  of  which  tend  to  exert  influences  national  banks  of  the  United  States, 

that  retard  the  adoption  of  uniform  although  the  Federal  Reserve  Act  also 

practices  and  scientific  banking  meth-  extends  liberal  privileges  to  the  much 

ods.     Bank  management  is  of  as  di-  more  numerous  state  banks  and  trust 

verse  a  character  as  the  primary  inter-  companies.    In  membership,^  the  Fed- 

ests  of  the  various  states,  and,  broadly  eral  Reserve  System  embraces  9,745 

1  U.  S.  Bank  Figures— June  30,  1921. 

Per  Cent  Per  Cent 

Total''  In  F.  R.  Sys}>         Total         Out  of  F.  R.  Sys.      Total 

No.  of  Banks 30,815                       9,745  31.6  21,070  68. 4 

Capital $2,904,511,000       $1,858,710,000  63.9  $1,045,801,000  36.1 

Sur.  &  Undiv.  Pf 3,454,639,000          2,273,795,000  65.8  1,180,844,000  34.2 

Total  Resource 49,688,839,000      30,883,023,000  62.2  18,805,816,000  37.8 

Loans&Dis.  &Redis...    28,944,708,000       18,551,120,000  64.2  10.393,588,000  35.8 

Investments 11,384,334,000          6,104,655,000  53.6  5,279,679,000  46.4 

Bal.  due  from  banks 4,795,387,000          2,978.276,000  62.1  1,817,111.000  37.9 

Individual  deposits  ...  .    35,472,503,000        19,658,809,000  55.4  15,813,754,000  44.6 

Xts.  &  Bills  redis 1,271,684,000         1,243,764,000  97.8  27,920,000  2.2 

Bills  payable 1,376,891,000            812,241,000  59.0  564,650,000  41 .0 

•  Comptroller  of  Currency's  Press  Statement,  October  31,  1921. 

•»  Federal  Reserve  Board  Report.  June  30,  1921. 
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institutions  out  of  30,815  in  this  coun- 
try, or  31.6  per  cent.  It  includes  63.9 
per  cent  of  the  banking  capital  of  the 
United  States;  65.8  per  cent  of  the  sur- 
plus and  undivided  profits,  and  it 
comprehends  62.2  per  cent  of  the  total 
resources,  and  was  carrying  on  June  30 
of  the  present  year,  64.2  per  cent  of  the 
loans  and  discounts,  including  redis- 
counts, of  the  country.  It  then  held  a 
little  more  than  half  of  the  individual 
deposits  of  the  United  States.  With 
two-thirds  of  the  membership  and  more 
than  one-third  of  the  resources  of  the 
banks  of  the  country  outside  of  the 
system,  it  is  obviously  impossible  to 
expect  it  to  exercise  any  complete  con- 
trol over  expansion  and  contraction  of 
credit.  Its  power  over  currency  expan- 
sion and  contraction  is  limited,  due 
to  the  competition  of  other  forms  of 
money  than  Federal  Reserve  and  Fed- 
eral Reserve  Bank  notes. ^ 

The  rather  powerful  influence  which 
the  Federal  Reserve  System  exer- 
cised during  the  war  period,  particu- 
larly since  the  radical  advances  in  com- 
modity prices,  was  fortuitious  and 
due  largely  to  the  fact  that  under  the 
country's  pressing  need  for  a  sharply 
increased  volume  of  currency  with 
which  to  handle  its  current  exchanges, 
its  previously  existing  and  rather  in- 
flexible issues  were  submerged  to  the 
extent  that  the  overburden  of  Federal 
Reserve  notes  and  Federal  Reserve 
Bank  notes  became  the  dominating 
factor  in  the  currency  situation.    This 

^  The  Secretary  of  the  Treasury's  Circulation 
Statement  of  October  1,  1921  shows  gold  coin 
and  bullion,  $903,163,000;  gold  certificates,  $514,- 
901,000;  silver  dollars,  $75,388,000;  silver  cer- 
tificates, $226,610,000;  subsidiary  silver,  $261,- 
602,000;  treasury  notes  of  1890,  $1,562,000; 
United  States  notes,  $341,613,000;  national  bank 
notes,  $728,314,000;  or  a  total  of  $3,053,153,000 
as  compared  with  $2,518,963,000  of  Federal 
Reserve  notes  and  $119,163,000  of  Federal  Re- 
serve Bank  notes,  or  a  total  of  $2,638,126,000  of 
Federal  Reserve  issues. 


was  due  to  the  quick  responsiveness  of 
these  notes  to  any  demands  for  issue 
and  the  fact  that  they  cannot  be  kept 
in  circulation  except  in  response  to 
demand. 

Another  factor  of  great  importance 
in  connection  with  the  whole  question 
of  expansion  and  contraction  relates  to 
the  actual  degree  of  power  which  the 
Federal  Reserve  System  is  able  to  exer- 
cise over  its  membership.  Its  powers 
are  specifically  indicated  in  the  law » and 
are  in  the  main  of  a  general  and  super- 
visory character.  The  law  seems  to  in- 
dicate quite  clearly  what  specific  rights 
a  member  in  the  Federal  Reserve  Sys- 
tem enjoys,  but  limits  in  quite  a  distinct 
way  the  power  and  control  over  mem- 
bers to  be  exercised  either  by  the  Fed- 
eral Reserve  Banks  or  the  Federal  Re- 
serve Board.  In  a  certain  sense  and 
considering  the  subject  purely  from  a 
practical  standpoint,  the  real  powers 
of  a  Federal  Reserve  Bank  over  its 
members  are  indirect  and  rise  out  of  its 
contact  and  association  with  members 
at  times  when  they  are  borrowing.  It 
is  difiicult  to  see  what  very  practical 
powers  a  Federal  Reserve  Bank  might 
exercise  over  the  non-borrowing  ele- 
ment in  its  membership.  Every  Fed- 
eral Reserve  Bank  has  had  such  an 
element  of  rather  substantial  propor- 
tions throughout  the  war  period.  It  is 
authorized  to  insist  that  its  members 
maintain  their  capital  stock  at  the 
figures  fixed  by  law,  that  they  carry 
unimpaired  reserves  and  that  they 
make  appropriate  periodic  reports.  It 
is  divested  of  any  power  to  control  the 
policies  or  loan  operations  of  members 
and  has  no  authority  whatsoever  over 
the  rates  charged  by  a  member  to  its 
customers. 

It  naturally  has  no  powers  of  any 

'  See  Section  13  of  the  Federal  Reserve  Act. 
Powers  of  Federal  Reserve  Banks — Section  11. 
Powers  of  the  Federal  Reserve  Board — Section 
4.    Corporate  powers  of  Federal  Reserve  Banks, 
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character  over  the  numerous  non- 
member  banks,  except  that  through 
wise  leadership  it  may  inspire  the  de- 
sire to  conform  to  sound  pohcies.  In 
a  period  of  inflation  the  rapid  expan- 
sion of  member  banks'  loans  and  dis- 
counts becomes  a  matter  of  first  im- 
portance. Over  such  a  rising  tide  of 
borrowings  the  power  of  a  Federal  Re- 
serve Bank  is  limited.  It  can  restrict, 
or,  for  cause,  it  might  refuse  the  appli- 
cation of  a  member  to  rediscount;  but 
its  ability  to  control  is  largely  centered 
in  its  position  as  an  adviser  in  which  it 
would  employ  the  facts  developed  by  its 
examiners  and  endeavor  to  create  a 
clear  understanding  of  all  the  factors 
which  the  situation  might  involve.  In 
this  capacity  its  value  would  be  largely 
through  wise  suggestion  and  guidance. 
There  is  therefore  some  question  as 
to  the  degree  of  power  to  control  which 
the  Federal  Reserve  System  has  over 
even  its  own  membership.  Its  real 
power,  which  cannot  be  denied,  lies  not 
in  legal  authorization  or  specific  grant 
of  regulatory  authority,  but  in  the 
confidence  it  can  inspire  because  of 
sound  leadership  and  the  value  it  can 
give  to  membership  because  of  the  busi- 
ness advantages  flowing  therefrom. 
An  important  degree  ot  voluntary  coop- 
eration has  existed  and  extends  far 
beyond  the  confines  of  its  owti  mem- 
bership, due  to  the  enlightened  self- 
interest  of  progressive  institutions.  It 
might  be  said  that  in  a  sense  the 
Federal  Reserve  System,  while  it  is  an 
eflacient  organization,  is  more  like  a 
voluntary  federation  of  common  inter- 
ests for  their  own  good. 

Currency  Expansion  and 
Contraction 

Not  a  great  deal  need  be  said  of  cur- 
rency expansion  and  contraction  as  it 
relates  to  Federal  Reserve  issues.  The 
mechanism   by   wliirh    this   is  accom- 


plished is  clearly  stated  in  the  law*  un- 
der which  each  Federal  Reserve  agent 
in  each  Federal  Reserve  Bank,  with  the 
approval  of  the  Federal  Reserve  Board, 
is  authorized  to  draw  from  the  Comp- 
troller of  the  Currency  and  issue  to  his 
Federal  Reserve  Bank  on  the  presenta- 
tion of  gold  and  proper  collateral.  Fed- 
eral Reserve  notes  for  issue  to  member 
banks.  Upon  the  application  of  a  mem- 
ber bank  in  good  standing,  accom- 
panied by  a  tender  of  eligible  paper  for 
rediscount  and  credit,  the  Federal  Re- 
serve Bank  in  practice  immediately  de- 
livers Federal  Reserve  and  Federal 
Reserve  Bank  notes  in  such  amounts 
as  may  be  requested.  The  process  of 
issue  is  therefore  as  nearly  automatic 
as  may  be,  and  is  properly  founded 
upon  the  assumption  that  member 
banks  will  not  request  Federal  Reserve 
issues  unless  they  need  them  and  that 
the  necessities  of  their  communities 
will  rule. 

Once  issued,  the  Federal  Reserve 
note  moves  through  the  member  bank 
into  the  hands  of  the  public  and  when 
it  is  no  longer  needed  will  find  its 
way  back  into  a  bank.  Banks  which 
have  accumulated  more  currency  than 
they  have  use  for,  will  remit  to  their 
correspondents  or  to  their  Federal  Re- 
serve Bank  direct.  The  correspondents 
are  largely  members  of  the  Federal  Re- 
serve System  and  the  remittance  of 
their  excess  accumulations  is  a  matter 
of  daily  routine.  Upon  receipt  by  a 
Federal  Reserve  Bank,  returned  notes 
are  sorted  and  under  the  law  must  be 
shipped  at  once  for  credit  to  the  bank 
of  issue.  The  particular  Federal  Re- 
serve Bank  has  therefore  no  right  of 
reissue  except  as  to  its  own  notes. 
Those  consigned  to  other  Federal  Re- 
serve Banks  will  reissue  or  not  as  the 
demand  of  that  Federal  Reserve  Dis- 
trict may  indicate.    If  they  do  not  re- 

*  PVderal    Reserve    Act,    Section    IG.       Note 
Issues. 
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issue,  they  are  ordinarily  returned  for 
credit  to  the  Federal  Reserve  agent  or 
if  worn  and  unfit  find  their  way  to 
early  redemption  and  destruction.  If 
fit,  they  are  stored  against  the  next  peri- 
od of  demand.  The  method  of  retire- 
ment and  redemption  is  therefore  quite 
as  automatic,  although  somewhat 
slower  in  process,  than  the  method  of 
issue.  There  can  be  no  question  but 
that  the  mechanism  instituted  under 
the  Federal  Reserve  Act  to  create  flex- 
ibility of  currency  expansion  and  con- 
traction has  operated  with  entire  suc- 
cess, and  that  Federal  Reserve  notes 
possess  these  highly  desirable  qualities 
which  were  lacking  in  other  currency 
issues  of  this  government  and  in  na- 
tional bank  notes. 

The  course  of  Federal  Reserve  note 
issues  since  late  in  1920  has  been  down- 
ward. They  reached  their  peak  in 
November,  when  the  aggregate  issue 
was  $3,349,000,000,  and  by  October  1, 
1921,  declined  to  $2,518,963,000.  This 
recession  of  $830,496,000  was  as  sig- 
nificant of  the  power  of  contraction  in- 
herent in  Federal  Reserve  notes,  as 
was  the  earlier  rise  indicative  of  their 
responsiveness  to  the  issue  demand. 

In  due  time  Federal  Reserve  Bank 
notes  amounting  to  $119,163,000  will 
be  retired.  At  a  later  date  under  pro- 
visions of  the  law,  national  bank  notes 
(on  October  1,  1921,  amounting  to 
$728,314,000)  will  likewise  disappear 
from  circulation.  Treasury  notes  of 
1890  are  a  small  factor  and  their  grad- 
ual retirement  has  been  provided  for 
by  law.  There  will  remain  $341,613,- 
000  of  United  States  notes  for  which  no 
retirement  provision  is  included  in  the 
law,  and  the  gold  and  silver  certificates. 
It  is  therefore  probable  that  with  the 
gradual  fall  in  Federal  Reserve  issues 
there  will  also  be  a  gradual  drift  toward 
the  elimination  of  competing  factors  in 
the  circulation,  with  the  ultimate  re- 
sult that  Federal  Reserve  notes  will 


control  and  currency  will  at  last  be 
upon  a  strictly  flexible  basis  and  will 
have  the  scientific  basis  which  was 
contemplated  in  drafting  the  Federal 
Reserve  Act. 

The  course  of  Federal  Reserve  note 
circulation  in  connection  with  the  price 
movement  during  1920  was  very  in- 
teresting. United  States  wholesale 
prices,  based  on  the  percentage  of  1913 
average  prices,^  reached  their  high 
point  of  264  in  May  of  that  year. 
United  States  retail  prices,  based  on 
the  percentage  of  1914  average  prices,® 
held  during  June  and  July,  1920,  at 
their  high  point  of  215.  The  high  point 
of  Federal  Reserve  issues  was  reached 
during  the  last  week  of  October''  and 
the  first  week  of  November,  or  sixty 
days  later  than  the  peak  of  retail  prices 
and  since  that  time  have  steadily  de- 
chned.  The  comparative  curves  tend 
to  prove  the  accuracy  of  the  view  that 
currency  expansion  was  the  product 
and  not  the  cause  of  price  inflation  and 
that  currency  contraction  (Federal 
Reserve  issues  being  the  only  issues 
having  a  real  flexibility)  was  the  nat- 
ural product  of  the  do^vnward  turn  in 
prices.  In  paying  cash  for  wheat  at 
country  elevators,  it  obviously  takes 
more  currency  to  buy  wheat  at  the 
high  point  of  more  than  three  dollars 
than  at  the  current  price  of  about  one 
dollar.  In  the  agricultural  districts  the 
natural  result  is  that  member  banks 
will  request  Federal  Reserve  notes  in 
larger  volumes  during  periods  of  rising 
prices  and  that  their  use  for  currency 
-will  fall  off  sharply  on  a  declining 
market. 

An  important  element  in  maintaining 
the  flexibility  and  responsiveness  of 
Federal  Reserve  issues  to  influences 
that  tend  to  expand  or  contract  them, 
is  the  fact  that  in  current  rediscounting 

^  Federal  Reserve  Board's  Price  Index. 

'■  United  States  Bureau  of  Labor  Statistics. 

'  See  Footnote  reference  on  page  178. 
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operations  the  larger  part  of  Federal 
Reserve  membership  wants  credit  and 
not  notes.  Its  demand  for  notes  is 
wholly  the  product  of  local  conditions 
and  there  is  no  occasion  to  request  cur- 
rency shipments  unless  the  local  cur- 
rency supply  is  insufficient.  Credit  at 
the  Federal  Reserve  Bank  is  more 
adaptable  to  its  ordinary  needs. 

It  may  therefore  be  said  that  cur- 
rency issues  from  the  standpoint  of 
the  Federal  Reserve  Bank  occasion 
practically  no  concern.  They  increase 
or  diminish  as  the  fluctuating  condi- 
tions of  each  business  day  may  indi- 
cate and  their  connection  with  such 
conditions  is  of  the  most  intimate  char- 
acter. The  rise  and  fall  of  Federal  Re- 
serve issues  is  so  nearly  automatic  that 
it  requires  no  extraneous  suggestions 
or  encouragement. 


Credit  Expansion  and  Contraction 

The  currency  provisions  of  the  Fed- 
eral Reserve  Act  have  proved  a  distinct 
achievement  in  financial  legislation. 
The  expansion  and  contraction  of 
credit  is  not  so  simple  a  problem.  In 
considering  it  from  a  Federal  Reserve 
standpoint  the  membership  figures  of 
the  System  become  in  some  respects 
more  significant  than  other  items  of 
the  consolidated  bank  statement  of  the 
country.  Less  than  one-third  of  the 
country's  banks  are  in  direct  contact 
with  the  twelve  Federal  Reserve  Banks. 
Even  this  one-third  may  not  be  as- 
sumed to  have  continuous  contact, 
since  even  during  the  recent  period  of 
very  severe  credit  strain  it  has  con- 
tinuously included  a  substantial  non- 
borrowing  element  with  which  the  con- 


'  Trend  of  Wholesale  and  Retail  Prices  and  Bills  Discounted  by  Federal  Reserve  System  and  Fed- 
eral Reserve  Notes  in  circulation  January,  1920  to  September,  1921. 
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tact  of  the  Federal  Reserve  Bank  was 
of  a  limited  and  oftentimes  of  quite  an 
indirect  character.  In  this  situation 
probably  lies  the  seeds  of  the  failure  of 
the  theory  that  a  fluctuating  rediscount 
rate  is  an  engine  for  credit  control. 

Obviously  Federal  Reserve  redis- 
count rates  can  control,  if  at  all,  only 
such  banks  as  pay  them,  and  such 
banks  may  not  confine  their  borrow- 
ings to  the  Federal  Reserve — in  fact 
they  seldom  do.  The  influence  of  the 
rediscount  rate  must  be  of  an  indirect, 
and  probably  of  a  very  tenuous  char- 
acter as  to  all  non-borrowing  banks, 
member  or  non-member  alike.  In  most 
of  the  Federal  Reserve  Banks  there  has 
been  some  disappointment  at  the  doubt- 
ful effectiveness  of  the  rediscount  rate 
in  periods  of  rapid  expansion  of  credit. 
To  the  man  whose  mind  is  fastened 
Upon  a  prospective  profit  it  is  alto- 
gether improbable  that  an  upward 
revision  of  one-half  of  1  per  cent  in 
a  rediscount  rate  which  he  does  not 
pay  directly,  will  tend  to  curb  him  or 
moderate  his  activities.  Over  the  agri- 
cultural portion  of  the  United  States 
the  bank  rate  of  interest  is  as  near  to 
a  stable  rate  as  any  example  that  the 
United  States  affords.  In  developed 
agricultural  sections  the  tendency  of 
the  bank  rate  is  to  remain  at  practi- 
cally the  same  level  throughout  the  year, 
and,  for  that  matter,  over  a  period  of 
years.  The  same  tendency  is  notice- 
able in  the  less  developed  agricultural 
sections,  although  the  rate  levels  are 
higher,  and  even  where  bank  rates 
reach  their  highest  levels  the  rate  it- 
self is  subject  to  comparatively  little 
change. 

\^Tiere  there  are  surplus  capital  and 
funds  for  investment,  it  is  natural  that 
the  importance  of  agriculture  should 
be  recognized  and  that  ample  funds 
should  translate  themselves  into  fairly 
stable  and  relatively  low  rates  to  agri- 
cultural borrowers.    The  reverse,  how- 


ever, is  not  true.  In  the  partially  de- 
veloped sections  of  the  West  it  has  been 
the  habitual  practice  to  attract  outside 
funds  by  offering  attractive  rates  on 
time  deposits,  which,  once  established, 
have  automatically  forced  up  the  loan 
rate  of  the  bank  to  its  customers. 
Rates  on  time  money  change  very  little 
in  western  United  States  and  they,  more 
than  any  other  factor,  dominate  and 
control  the  rate  which  must  be  charged 
to  the  borrower  if  the  bank  is  to  make  a 
profit. 

It  would  appear  that  the  only  points 
where  the  interest  rate  shows  a  proper 
responsiveness  to  the  rise  and  fall  of 
free  funds  is  at  the  commercial  cen- 
ters or  in  the  sections  which  have 
attained  their  development.  In  the 
very  large  western  areas  it  has  been 
noticeably  true  that  the  rate  to  the 
farmer  and  stock  raiser  has  changed 
but  little  throughout  the  entire  war 
period  including  the  last  twenty-two 
months  of  very  severe  strain  on  credit. 
This  applies  particularly  to  the  best 
names.  The  availability  of  credit 
fluctuates  more  than  the  rate.  Such  a 
condition  has  not  prevailed  at  the  cen- 
ters where  the  rate  even  to  the  best 
names  has  fluctuated  in  accordance 
with  a  changing  money  market.  These 
were  conditions  which  the  Federal  Re- 
serve Banks  were  not  called  upon  to 
encounter  imtil  after  the  war  period  of 
artificial  prosperity  had  largely  spent 
itself.  It  then  became  apparent  that 
they  entailed  very  serious  problems, 
the  gravest  of  which  did  not  develop 
until  the  sharp  fall  in  prices  began  to 
cause  cancellations  and  extraordinary 
inventory  losses,  and  to  impair  the 
credit  standing  of  many  responsible 
firms.  In  the  stock-growing  districts 
the  market  for  wool  collapsed.  Live 
stock  prices  receded  sharply.  In  the 
agricultural  sections  farmers  who  antic- 
ipated a  continuance  of  the  extremely 
profitable  price  levels  saw  corn  drop  to 
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a  point  where  it  was  more  profitable  to 
burn  it  than  buy  coal;  and  wheat  went 
down  to  a  third  of  its  high  war  price. 

Reserve  Bank  Policy  During 
Business  Contraction 

If  every  merchant  and  farmer  caught 
in  the  jaws  of  this  distressing  situation 
had  been  improvident,  lacking  in  fore- 
sight and  not  entitled  to  bank  support 
and  bank  credit,  the  problem  might 
have  been  easier.  It  would  then  have 
been  simple  to  say  that  Air,  Smith  and 
Mr.  Jones  had  reaped  the  fruits  of  their 
own  errors  and  to  have  permitted  them 
to  take  the  usual  course  through  bank- 
ruptcy. The  conditions,  however,  were 
somewhat  different.  While  a-  certain 
amount  of  recklessness,  extravagance 
and  failure  to  consider  the  future, 
doubtless  existed,  price  changes  were 
so  radical  as  suddenly  to  cripple  and 
often  seriously  to  embarrass,  entirely 
worthy  and  reputable  commercial,  in- 
dustrial and  agricultural  interests.  It 
was  necessary  in  such  cases  that  the 
banks  show  no  hesitancy  in  supporting 
every  worthy  borrower  to  the  full  ex- 
tent of  their  power. 

It  is  an  interesting  fact  that  this 
power  to  help  was,  to  an  extraordinary 
extent,  based  upon  the  power  of  the 
Federal  Reserve  System  to  extend 
credit.  Access  to  the  Federal  Reserve 
Banks  was  a  right  enjoyed,  under 
specific  provisions  of  the  law,  l)y  every 
member  bank.  There  was,  however, 
no  legal  bar  to  loans  by  city  corre- 
spondents to  non-member  country 
banks,  and  the  immediate  result  was 
that  the  very  heaxy  rediscounting  of 
banks  at  the  centers  was  translated 
into  equally  heavy  loans  to  non-mem- 
ber institutions  at  widely  scattered 
points,  irrespective  of  the  provision  of 
the  Federal  Reserve  Act  that  denies 
the  use  of  the  credit  facilities  of  the 
Federal  Reserve  System  to  non-mem- 
bers.    There  is  no  question  but  that 


the  financial  and  business  judgment  of 
the  country  will  strongly  support  the 
policies  pursued  by  the  Federal  Reserve 
Banks  when  they  are  properly  under- 
stood .  A  narrow  or  hidebound  interpre- 
tation of  the  law,  irrespective  of  the  very 
great  physical  difficulties  which  must 
be  encountered  in  any  effort  to  trace 
the  movement  of  the  proceeds  of  redis- 
counts through  a  large  city  institution, 
would  immediately  have  meant  the 
failure  of  many  hundreds  of  state  in- 
stitutions, a  large  proportion  of  which 
were,  under  the  Federal  Reserve  Act, 
ineligible  for  membership  because  of 
insufficient  capital.  The  strain  upon 
the  Federal  Reserve  System  was  severe 
enough  and  there  could  have  been  no 
justification  for  inviting  the  crisis 
which  would  have  been  precipitated 
had  the  very  numerous  non-member 
banks  lacked  a  place  to  go  to  borrow. 

What  happened  during  the  year  end- 
ing April  28,  1921,  is  very  interestingly 
shown  in  a  chart  prepared  under  the 
direction  of  Mr.  Benjamin  Strong, 
Governor  of  the  Federal  Reserve  Bank 
of  New  York.  Classifying  all  the  mem- 
bers in  the  Federal  Reserve  System  by 
their  location  in  agricultural,  semi- 
agricultural,  and  non-agricultural  coun- 
ties, we  find  that  during  this  period  the 
aggregate  deposits  of  banks  in  non- 
agricultural  counties  fell  off  4  per  cent. 
In  semi-agricultural  counties  the  de- 
crease was  5  per  cent;  but  in  the  agri- 
cultural counties  the  decrease  was  11 
per  cent.  As  to  their  aggregate  loans, 
the  decrease  in  non-agricultural  coun- 
ties was. 6  per  cent,  and  in  semi-agri- 
cultural and  wholly  agricultural  coun- 
ties the  decrease  was  in  each  case,  1 
per  cent.  In  their  aggregate  borrow- 
ings from  Federal  Reserve  banks,  non- 
agricultural  counties  fell  off  29  per  cent, 
while  semi-agricultural  counties  re- 
ceded only  2  per  cent  and  wholly 
agricultural  counties  increased  their 
borrowings  57  per  cent.    In  aggregate 
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borrowings  from  other  sources  than  the 
Federal  Reserve  System,  the  non-agri- 
cultural counties  increased  1  per  cent; 
the  semi-agricultural  counties,  19  per 
cent  and  the  agricultural  counties,  66 
per  cent.  It  therefore  appears  that 
agriculture,  in  which  is  included  live 
stock,  drew  doAVTi  its  deposits,  failed  to 
decrease  its  loans,  and  in  both  cases 
made  extraordinary  increases  in  its 
borrowings. 

A  situation  such  as  this  was  sure  to 
produce  peculiar  problems  in  a  Federal 
Reserve  Bank.  Let  us  suppose  that  in 
one  of  these  agricultural  sections  a 
member  bank  had  already  increased 
its  loans  and  discounts  to  the  limit  of 
safety  while  carrying  reasonable  redis- 
counts with  its  Federal  Reserve  Bank 
and  substantial  bills  payable  ^"ith  cor- 
respondents. The  long  delayed  liqui- 
dation in  its  territory  fails  to  develop. 
Its  farmer  customers,  perhaps  five  or 
six  himdred  in  number,  are  man  and 
man  alike  obliged  to  pay  their  debts 
contracted  on  a  basis  of  high  wheat 
and  high  corn,  with  wheat  and  corn 
having  an  abnormally  shrunken  mar- 
ket. Obviously  the  bank  would  fail  in 
its  responsibility  to  its  community  if  it 
arbitrarily  refused  loans  and  forced 
payment.  The  facts  were  that  in  very 
numerous  cases  the  enforcement  of 
payment  was  practically  an  impos- 
sibility, since  the  crops  lacked  liqui- 
dating power.  The  Federal  Reserve 
Bank's  problem,  therefore,  became 
broader  than  that  of  the  bank  itself. 
It  became  a  problem  of  carrying 
through  the  farmers  or  business  men 
until  they  could  again  find  a  safe 
footing. 

In  some  sections  of  the  West  it 
was  necessary  to  continue  this  policy 
through  four  successive  failures  of  the 
crop.  The  bank's  alternative  was  to 
loan  the  minimum  that  was  necessary 
to  enable  its  customers  to  weather  the 
storm   or  encounter   a  prompt   insol- 


vency. Within  a  very  brief  period 
fifty-three  banks  in  a  certain  western 
state,  and  numerous  banks  in  the 
South  and  in  other  portions  of  the 
country,  mainly  in  districts  that  are 
agricultural,  went  to  the  wall.  In  such 
an  emergency  it  is  fruitless  to  rely  upon 
the  fluctuations  of  a  discount  rate.  An 
increase  of  1  per  cent  would  not  de- 
ter a  bank  in  very  grave  difficulties 
from  presenting  eligible  paper  for 
rediscount  at  a  Federal  Reserve  Bank. 
There  can  be  no  question  of  the  legal 
right  of  a  member  in  the  Federal  Re- 
serve System  to  present  eligible  paper 
for  rediscount.  Upon  the  presentation 
of  such  paper  the  problem  becomes  one 
for  the  executive  committee  and  execu- 
tive officers  to  solve.  They  must  deter- 
mine whether  in  view  of  all  the  facts 
and  circumstances  the  rediscount  of 
particular  applications  is  justifiable. 
I  have  indicated  that  during  the  recent 
abnormal  period  the  justification  of  re- 
discount did  not  necessarily  depend 
wholly  upon  the  credit  standing  of  the 
applicant  or  upon  the  character  of  the 
paper  presented.  Because  of  these  con- 
ditions, which  nullify  the  effect  of  dis- 
count rate  changes,  it  is  frequently 
necessary  to  carry  a  bank  beyond  what 
would  ordinarily  be  considered  safe  or 
prudent  limits  in  order  to  protect  its 
depositors  and  its  community  and 
maintain  the  stability  of  the  general 
banking  situation.  This  has  been  par- 
ticularly true  where  loans  were ' '  frozen 
and  slow  rather  than  doubtful. 

With  a  clean  and  reputable  member 
under  capable  management  in  acute 
distress  and  faced  wath  the  alternative 
of  obtaining  additional  assistance  or 
closing  its  doors,  there  can  be  no  ques- 
tion as  to  what  the  policy  of  the  Federal 
Reserve  Bank  should  be.  It  is  better 
to  save  the  reputable  banks,  assist  their 
worthy  customers,  whether  business 
men  or  farmers,  to  weather  the  storm, 
and  hope  for  rehabilitation  later,  than 


18^2 


The  Annals  of  the  American  Academy 


to  take  a  narrow  view  and  force  the 
bank  to  the  wall,  unsettle  public  confi- 
dence and  perhaps  precipitate  again 
such  conditions  as  were  a  quite  familiar 
experience  prior  to  the  establishment 
of  the  Federal  Reserve  System. 

The   Rediscount   Rate   as    Credit 
Regulator 

Any  discussion  of  credit  control  at 
the  present  time  is  necessarily  colored 
by  recent  experiences  and  may  perhaps 
have  a  less  practical  value  because  of 
the  abnormal  nature  of  the  period  from 
the  beginning  of  1920  down  to  date. 
Such  a  period  does,  however,  carry  its 
own  lessons.  One  of  the  most  impor- 
tant is  that  dependence  upon  "the  dis- 
count rate  is  a  fallacj^  until  the  discount 
rate  can  be  made  generally  applicable 
to  the  borrowangs  of  all  banking  insti- 
tutions in  the  country.  Pending  such 
development  the  real  control  of  credit 
in  the  Federal  Reserve  System  will  lie 
not  in  the  rate  but  in  the  accuracy  and 
precision  of  judgment  of  the  boards  of 
directors,  executive  committees  and 
executive  officers  in  each  of  the  Fed- 
eral Reserve  Banks,  vdih  the  able  lead- 
ership and  excellent  advice  which  they 
have  unfailingly  received  from  the 
Federal  Reserve  Board. 

To  the  borrowing  individual  or  bor- 
rowing bank,  such  strain  and  emer- 
gency destroy  the  effectiveness  of  con- 
trol through  the  rediscount  rate.  The 
question  then  becomes  one  of  expedi- 
ency and  safety  and  not  one  involving 
scientific  application  of  a  theory,  which, 
while  it  works  well  in  smaller  and 
better  developed  nations,  will  have  a 
doubtful  practicability  in  the  United 
States  until  it  reaches  equal  develop- 
ment and  has  an  equally  well-knit 
population,  properly  seasoned  by  prec- 
edent, custom  and  established  rule. 

On  the  other  hand,  it  cannot  be 
doubted  that  the  existence  of  a  dis- 
count rate  has  been  an  influence  of  ex- 


ceptional value.  Some  of  the  critics  of 
its  result  in  operation  have  apparently 
overlooked  the  fact  that  the  Federal 
Reserve  System  during  the  period  of 
the  War  was  necessarily  dominated  by 
Treasury  policies,  and  that  it  did  not 
have  an  opportunity  to  work  out  a 
discount  rate  policy  of  its  oa\ti.  Within 
a  very  recent  period  a  certain  group  of 
eastern  banks  encountering  relatively 
the  same  conditions  have  gone  to  a 
flat  4|  per  cent  basis.  A  second  group 
of  banks,  between  the  better  developed 
East  and  the  partially  developed  West, 
but  having  much  the  same  problems  to 
meet,  have  adopted  a  5  per  cent  basis. 
The  remaining  banks  in  the  undevel- 
oped sections  have  gone  to  a  5^  per 
cent  basis.  We  have  therefore  in  the 
Federal  Reserve  System,  for  the  first 
time,  what  is  practically  a  uniform 
policy  in  the  fixing  of  rediscount  rates, 
and  the  new  rates  are  as  uniform  as 
may  be  as  to  the  districts  where  condi- 
tions are  similar. 

Under  normal  conditions  there 
should  be  a  differential  between  the 
developed  East  and  the  undeveloped 
West.  Such  a  differential  cannot  al- 
ways exist  because  it  will  be  affected 
temporarily  by  stress  and  unusual  de- 
velopments in  the  money  market.  It 
has  the  merit  of  affording  guideposts 
by  which  the  30,000  banks  in  the 
United  States  may  judge  country- wide 
credit  conditions,  and  while  their  free- 
dom and  independence  in  making  rates 
to  their  customers  is  in  no  wise  im- 
paired, it  will  unquestionably  prove 
that  Federal  Reserve  discount  rates 
which  maintain  the  proper  relation  be- 
tween the  different  areas  of  the  United 
States  and  which  keep  reasonably  in 
line  with  their  upward  or  downward 
movement,  will  have  a  very  material 
indirect  influence.  They  will  probably 
tend  in  the  long  run  to  equalize  bank 
rates  in  sections  where  conditions  are 
similar  and  to  prevent  abnormal  differ- 
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ences  in  the  customers'  rate  in  different 
sections  of  the  country. 

From  a  practical  standpoint  the  con- 
trol of  credit  is  largely  a  matter  of  lead- 
ership and  example.  It  is  becoming 
clear  that  each  rediscount  application 
in  a  Federal  Reserve  Bank  must  receive 
a  high  degree  of  individual  study  and 
that  there  must  be  devoted  to  it  a 
specialized  judgment  which  takes  full 
cognizance, of  all  the  facts  surrounding 
it.  In  western  Reserve  Banks,  at  least, 
it  is  improbable  that  the  conditions  of 
any  two  borrowang  banks  will  prove  to 
be  exactly  parallel.  These  differences 
must  be  recognized  and  as  they  develop 
they  call  for  keen  banking  judgment 
rather  than  the  application  of  a  rule. 
In  the  last  analysis  the  control  of  credit 
through  the  Federal  Reserve  System  is, 
therefore,  a  matter  for  the  executive 
officers  and  executive  committee  in  each 
individual  case.  They  must  set  up  their 
owTi  policies,  form  their  o'sv'n  judgments, 
and  endeavor  to  hold  all  applications 
from  borrowers  to  proper  standards, 
which  if  they  are  to  be  valuable  must 
not  be  inflexible.  From  an  intimate 
viewpoint  it  is  clear  that  the  success 


the  Federal  Reserve  Banks  have  had  in 
enabling  this  country  to  avoid  disaster, 
while  not  complete,  was  still  extra- 
ordinary and  that  it  had  its  foundations 
not  in  any  question  of  rate  control  but 
in  the  application  of  shrewd  and  pre- 
cise judgment  to  many  thousands  of 
separate  and  distinct  problems. 

In  checking  expansion,  the  prompt- 
ness and  courage  of  the  Federal  Re- 
serv'e  Banks  in  taking  a  stiff  stand 
against  inflation  is  likely  to  prove  more 
ejQBcacious  than  any  decision  to  ad- 
vance the  rate,  although  both  actions 
must  go  hand  in  hand.  In  reality  it 
might  be  said  that  an  advancing  or 
receding  discount  rate  is  of  material 
advantage  as  a  warning  signal  but  that 
the  practical  work  of  the  Federal  Re- 
serve Bank  is  in  its  executive  commit- 
tee and  that  the  degree  of  control  which 
it  exercises,  which  is  necessarily  limited 
by  the  insuflSciency  of  its  membership, 
vnW  be  proportionate  to  the  farsighted 
vision  and  courage  of  the  Federal  Re- 
serve Board,  which  supervises,  and  the 
executive  control  in  each  Federal  Re- 
serve Bank,  to  which  each  problem 
must  ultimately  come  for  settlement. 


Principles  Governing  the  Discount  Rate  ^ 

By  W.  p.  G.  Harding 

Governor  of  the  Federal  Reserve  Board 


CONTROL  over  discount  rates,  as 
exercised  by  the  Federal  Reserve 
Banks  and  the  Federal  Reserve  Board, 
is  one  of  the  most  important  and  far- 

1  Remarks  at  the  opening  session  of  the  joint 
conference  of  the  Federal  Reserve  Board  with 
the  Federal  Reserve  Agents  and  Governors  of 
Federal  Reserve  Banks  held  at  Washington, 
D.  C.,  October  25-28,  1921. 

Because  of  his  oflBcial  position.  Governor 
Harding  did  not  feel  at  liberty  to  express  a  per- 
sonal opinion.  In  this  paper,  however,  he 
states  the  problem  as  it  has  been  brought  before 
Federal  Reserve  authorities. 


reaching  powers  ever  delegated  by 
Congress  to  another  instrumentality. 
The  grant  ranks  with  the  power  given 
the  Interstate  Commerce  Commission 
to  regulate  railroad  rates.  While  it 
is  necessary  that  powers  of  this  kind 
should  be  vested  in  a  few  hands,  they 
should  be  used  with  discretion  and  the 
effect  of  a  change  in  rate  should  be  care- 
fully considered  before  the  change  is 
made. 

The    principle    is    well    established 
that   in   theory  the   Federal   Reserve 
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Bank  discount  rate  should  be  slightly 
in  excess  of  current  rates.  There  has 
been  nnich  discussion  of  the  reductions 
which  have  been  made  in  discount 
rates  during  the  last  six  months  and, 
disregarding  the  opinions  of  the  preju- 
diced and  the  uninformed,  let  us  con- 
sider the  conflicting  views  of  some 
whose  opinions  are  worthy  of  attention 
and  respect .- 

Views  on  Rediscount  Rates 

A  New  York  banker  and  an  eastern 
economist  expressed  themselves  as 
follows: 

The  basic  idea  in  this  policy  of  keeping 
tlie  rediscount  rate  above  the  market  is 
that  Reserve  Bank  money  is  for  excep- 
tional and  unusual  use — that  it  is  not  the 
province  of  a  Reserve  Bank  to  supply  a 
substantial  part  of  the  ordinary  funds 
employed  in  the  market  in  ordinary  times. 
Of  course,  it  is  expected  that  a  Reserve 
Bank  shall  make  money  for  its  stock- 
holders and  shall  employ  such  of  its  funds 
as  may  be  necessary  to  meet  expenses  and 
to  pay  dividends.  One  provision  of  the 
Federal  Reserve  Act,  permitting  open 
market  operations  on  the  part  of  the  Fed- 
eral Reserve  Banks,  was  designed  to  give 
them  discretion  in  this  matter,  whether 
the  member  banks  should  rediscount  with 
them  or  not.  But  the  position  of  a  Re- 
serve Bank  is  a  very  peculiar  one.  If  an 
ordinary  bank  makes  a  loan,  checks  come 
in  against  it,  as  a  consequence  of  the  loan, 
which  it  must  meet  out  of  its  reserve  unless 
it  should  happen  that,  simultaneously,  new 
deposits  are  made  with  it  of  checks  drawn 
on  other  banks.  Loans  made  by  a  Reserve 
Bank,  however,  need  not  lead  to  drains  on 
its  reserve.  ^Vhen,  in  making  a  loan,  it 
issues  its  notes  or  gives  a  deposit  credit  to  a 
rediscounting  bank,  that  note  or  a  trans- 
fer of  that  deposit  credit  will  be  accepted 
as  ultimate  payment  by  some  other  insti- 
tution. The  deposit  liabilities  of  the  Re- 
serve Bank  count  as  ultimate  reserve 
for    the    other    banks    of    the    country, 

^  The  quotations  which  follow  are  from  a 
symposium  recently  published  in  a  Bnancial 
journal. 


and  the  volume  of  reserve  money  is  conse- 
quently increased  through  a  mere  increase 
in  the  deposit  liabilities  of  the  Reserve 
Bank.  With  an  increase  in  the  volume  of 
reserves  of  the  member  banks,  there  is  an 
immediate  tendency  to  a  reduction  in  the 
general  level  of  discount  rates  throughout 
the  country,  placing  them  below  the  level 
which  open  market  conditions  would 
otherwise  call  for  and  creating  a  tempta- 
tion for  the  uneconomical  use  of  bank  funds. 
There  is  particularly  a  temptation  to  use 
bank  funds  in  an  excessive  .degree  for 
capital  purposes,  and  for  the  ordinary 
banks  of  the  country,  misled  by  the  arti- 
ficial excess  of  liquid  cash,  to  tie  up  too 
great  a  part  of  their  assets  in  non-liquid 
form.  The  Reserve  Bank  which  makes 
rediscount  rates  too  low,  therefore,  instead 
of  performing  its  function  of  increasing  the 
liquidity  of  the  banking  system,  tends 
rather  to  destroy  liquidity. 

A  Chicago  banker  reiterates  the 
opinion,  expressed  by  him  several 
times,  that  the  Federal  Reserve  Banks 
and  the  Federal  Reserve  Board  ought 
to  proceed  verj"-  slowly  in  lowering  the 
present  rates.  He  anticipates  that 
there  is  considerable  danger,  in  case 
the  rates  are  lowered  precipitately,  of 
a  renewed  inflation,  with  a  consequent 
reaction  more  violent  than  that  through 
which  we  are  now  passing.  He  takes 
the  view  that,  in  general,  it  is  a  com- 
plete mistake  to  have  the  rediscount 
rates  lower  than  the  prevailing  market 
rates  for  commercial  loans,  for  if  banks 
are  enabled  to  rediscount  their  paper 
at  a  lower  rate  than  they  themselves 
receive,  obviously  a  continued  in- 
flation is  profitable  to  them.  His 
opinion  coincides  with  the  views  of  the 
eastern  banker  and  the  economist 
above  quoted,  and  he  stresses  the 
point  that  our  large  gold  reserve  is, 
after  all,  due  only  to  the  fact  that  gold 
is  not  being  circulated  at  the  present 
moment  and  that  much  of  this  gold  is 
likely  to  flow  out  of  the  country  as 
soon  as  there  is  a  change  in  the  bal- 
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ances  of  trade.  He  concurs,  also,  in 
the  view  that  a  certain  amount  of  the 
gold  which  the  Federal  Reserve  Banks 
have  at  present  is,  in  a  sense,  merely 
held  in  trust  for  Europe.  He  re- 
gards as  entirely  fallacious  the  argu- 
ment made  by  adherents  of  a  policy  of 
lowering  rediscount  rates  that  such 
action  is  desirable  because  the  reserve 
ratio  and  gold  accumulations  of  the 
Federal  Reserve  Banks  justify  a  re- 
laxation of  tbe  official  rates. 

A  Milwaukee  banker  who  contends 
that  the  policy  should  be  in  accord 
wnth  the  money  market  tendency, 
states : 

The  main  point  made  by  those  opposed 
to  the  lowering  of  Federal  Reserve  discount 
rates  is  that  the  rediscount  rate  should  al- 
ways be  above  the  market  rate.  This  is 
laid  down  as  a  general  principle  to  which 
there  are  no  exceptions.  Federal  Reserve 
funds  are  only  emergency  funds,  it  is  said, 
and  it  should  not  be  possible  for  banks  to 
make  a  profit  by  rediscounting  at  a  lower 
rate  than  the  market. 

^\^len  the  demand  for  credit  is  excessive 
and  increasing,  the  Reserve  Banks  should 
move  into  a  dominating  position  by  raising 
their  rates  above  the  market  rates  for 
money.  But  the  same  necessity  for  dis- 
couraging resort  to  Federal  Reserve  Banks 
does  not  exist  when  the  demand  for  credit 
slows  down,  loans  are  being  paid  oflf  and 
reserves  are  accumulating,  ^^^lat  has 
happened  as  a  result  of  the  recent  lowering 
of  rediscount  rates.'  Has  it  resulted  in  an 
expansion  of  loans  or  reinflation?  Not  at 
all.  On  the  other  hand,  the  published 
records  show  that  member  banks  have 
continued  to  reduce  their  rediscounts  and 
borrowings  and  to  do  this  have  brought 
pressure  upon  their  customers  to  liquidate. 
Customers  who  have  voluntarily  liqui- 
dated and  got  themselves  back  into  good 
financial  condition  are  offered  lower  rates 
on  new  loans.  This,  of  course,  is  an  in- 
centive to  those  who  have  not  done  so  to 
liquidate.  This  is  the  practical  way  in 
which  the  leadership  of  the  Federal  Re- 
serve Banks  in  reducing  their  rates  has 
worked.    There  has  not  been  the  slightest 


tendency  toward  renewed  inflation.  Rather 
the  tendency  has  been  to  further  liquida- 
tion. ...  The  general  principle  of  keep- 
ing Federal  Reserve  rediscount  rates  above 
the  market  rate  for  money  is  sound,  but  it 
does  admit  of  exceptions  as  in  the  present 
condition  of  things.  The  present  Federal 
Reserve  policy  is  in  accord  with  the 
tendency  of  the  money  market  and  it  is 
hard  to  see  how  it  has  had,  or  will  have,  any 
but  a  wholesome  and  constructive  effect. 

In  a  recent  publication  a  well-known 
banker  and  economist  has  asserted  that  the 
best  index  of  the  money  market  in  this 
country  is  the  rate  on  line-of-credit  loans 
to  borrowers  from  two  or  more  banks,  and 
not  the  rate  on  bank  acceptances,  as  in 
England.  The  volume  of  line-of-credit 
loans  in  this  country  is  far  larger  than  the 
volume  of  bank  acceptance  credits,  but  it 
may  be  doubted  whether  the  rates  on  such 
loans  are  as  competitive  as  bank  accept- 
ance rates.  Bank  acceptance  rates  are 
fixed  in  the  open  market  and  are  pub- 
lished. Line-of-credit  loans  have  no  open 
market  and  there  are  no  published  rates. 
Line-of-credit  loans  are  not  as  competitive 
as  they  may  seem.  A  small  firm  com- 
monly maintains  a  line  of  credit  only  at  its 
own  bank.  Large  corporations  usually 
have  lines  of  credit  not  only  with  their 
home  banks  but  with  large  banks  in  finan- 
cial centers,  not  necessarily  because  they 
can  secure  lower  rates,  but  because  no  one 
bank  wants  to  take  care  of  their  full  needs. 
For  these  reasons  it  is  to  be  doubted 
whether  line-of-credit  loans  afford  as  good 
an  index  of  money  market  tendencies  as  the 
bank  acceptance  rates.  The  latter  rep- 
resent the  minimum  rates  for  the  best  class 
of  paper  and,  because  this  is  so,  they  indi- 
cate far  beyond  their  actual  money  volume 
the  drift  of  the  market.  The  present  rate 
on  eligible  bank  acceptances  of  5|  to  5 
per  cent  is  a  better  indication  of  what  is 
taking  place  and  what  may  be  expected  in 
the  open  money  market  than  rates  on  line- 
of-credit  loans  which  reflect  market  condi- 
tion more  slowly. 

Another  Chicago  banker  takes  an 
extremely  conservative  view.  He  would 
like  to  see  many  of  the  so-called 
"war   amendments"    to   the   Federal 
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Reserve  Act  repealed  and  states  that 
as  the  law  stands,  "nothing  hut  the 
courage  and  wisdom  of  the  manage- 
ment prevents  it  from  becoming  a 
disastrous  engine  of  inflation,"  He 
objects  particularly  to  the  amendment 
which  forces  member  banks  to  carry 
their  entire  lawful  reserves  in  the  form 
of  collected  balances  with  the  Federal 
Reserve  Banks  and  believes  that  this 
amendment,  which  he  regards  as 
practically'  demonetizing  gold,  is  most 
dangerous  in  normal  times.  Referring 
to  the  complaints  which  have  been 
made  that  the  agricultural  districts 
have  been  discriminated  against,  he 
believes  that  exactly  the  opposite  is 
the  case  and  appears  to  believe,  also, 
that  the  Federal  Reserve  System  has 
worked  a  great  injury  to  the  country 
as  well  as  inestimable  benefits.  He 
states: 

In  a  time  of  inflation  such  as  we  had  a 
year  ago,  it  nullifies  the  operation  of  the 
usual  normal  remedies  for  such  conditions. 
If  it  had  not  been  for  tlie  Federal  Reserve 
Banks,  farmers  generally  would  have  been 
compelled  to  sell  their  crops  a  year  ago  and 
pay  their  debts.  This  would  have  saved 
them  and  the  country  from  the  disaster 
that  has  overtaken  them.  Also,  had  it 
not  been  for  the  Federal  Reserve  Banks, 
manufacturers  and  merchants  would  have 
been  unable  to  accumulate  or  carry  the 
heavy  inventories  entailing  losses  in  a 
single  year  which  it  wiU  take  a  generation 
to  replace. 

The  solution  to  this  is  to  keep  the 
Federal  Reserve  discount  rates  above  cur- 
rent market  rates,  so  that  there  will  be  no 
temptation  on  the  part  of  the  member 
banks  to  profiteer  through  the  Federal 
Reserve  Banks.  So  long  as  the  Federal 
Reserve  rates  are  kept  below  current  rates, 
there  is,  in  my  judgment,  no  way  in 
which  this  kind  of  inflation  can  be  pre- 
vented. On  the  other  hand,  if  borrowers 
compel  their  banks  to  rediscount  in  order 
to  enaV)le  them  to  carry  crops  or  goods  for 
higher  prices,  they  are  put  on  notice  that 
they  are  acting  against  the  general  judg- 


ment. In  normal  times  member  banks 
should  understand  that  they  are  not  ex- 
pected to  borrow  except  to  meet  emer- 
gencies, and  they  should  be  made  to  feel 
that  borrowing  at  such  times  is  an  indica- 
tion of  weakness  and  needs  explanation. 

He  expresses  the  hope  that  the 
Federal  Reserve  Board  will  make  a 
public  statement  of  what  its  future 
policy  will  be  regarding  rates  and  ex- 
presses the  belief  that  the  confidence 
of  the  country  in  the  Board  is  such 
that  any  clear  statement  of  funda- 
mental principles  made  by  it  would  be 
acquiesced  in. 

Another  New  York  banker  while 
convinced  that  under  normal  condi- 
tions it  is  logical  that  the  Federal  Re- 
serve rate  should  be  higher  than  the 
prevailing  commercial  rate,  believes 
that  in  view  of  the  world-wide  con- 
ditions that  exist  today,  the  adoption, 
at  this  time,  of  artificial  means  to 
accelerate  the  process  of  readjustment 
would  be  a  dangerous  course  to  pursue. 
He  states: 

Considering  the  extent  to  \vhich  credit 
for  speculative  purposes  has  been  liqui- 
dated, and  also  taking  into  consideration 
the  present  reserve  and  gold  position  of 
the  Reserve  Banks,  it  would  seem  that  the 
reduction  in  rate  is  fully  justified.  Further- 
more, I  do  not  believe  the  reduction  at  this 
time  in  the  rate  will  appreciably  encour- 
age a  tendency  toward  renewed  credit 
inflation.  The  question  of  rates  has,  on 
the  wliole,  been  ably  and  courageously 
handled  by  the  Federal  Reserve  Banks  and 
the  Federal  Reserve  Board. 

He  says  that  if  he  were  to  offer  a 
critical  observation,  it  would  be  to 
remark  upon  the  "salutary  modifica- 
tion of  the  need  for  deflation  that 
would  have  resulted  had  the  high 
rates  been  put  into  effect  in  the 
spring  of  1919  instead  of  the  summer 
of  1920." 

A  Boston  banker  takes  the  view  that 
the     Federal     Reserve     System     was 


Principles  Governing  the  Discount  Rate 


187 


organized  for  the  purpose  of  furnishing 
credit,  by  means  of  rediscounting,  to 
the  commercial  banks  of  the  country. 
He  says: 

In  a  general  way  the  time  when  this 
credit  is  needed  is  just  before,  during  and 
immediately  after,  a  credit  crisis,  or  credit 
pinch,  and  it  seems  clear  that  at  such  time 
the  rate  charged  for  rediscounting  should 
be  at  about  the  current  market  rate 
charged  by  the  commercial  banks  to  their 
customers.  To  make  the  rate  higher  than 
the  prevailing  rate  would  tend  to  restrict 
the  granting  of  necessary  credits  to  mer- 
chants and  similar  borrowers.  To  make 
the  rediscount  rate  much  lower  than  the 
prevailing  rate  would  tend  to  encourage 
over-loaning  by  the  commercial  banks.  In 
fixing  the  rediscount  rates,  the  managers  of 
the  Federal  Reserve  Banks  should  try,  as 
far  as  possible,  to  keep  their  minds  free 
from  influences  other  than  those  which 
directly  concern  the  prevailing  rates  of 
money,  but  they  certainly  are  justified, 
when  fixing  rediscount  rate,  in  being  in- 
fluenced by  motives  of  the  safety  of  the 
Federal  Reserve  Banks  themselves,  and 
when  the  rediscounts  appear  to  be  ap- 
proaching a  dangerous  total,  they  should 
use  their  rate-fixing  power  to  check  specu- 
lation and  to  prevent  any  possible  danger 
to  the  Federal  Reserve  Banks,  which  are 
the  foundation  of  our  whole  banking 
system.  It  was  never  intended,  and  never 
should  be  intended,  that  the  Federal 
Reserve  Banks  consciously  use  their 
power  and  authority  .either  to  encourage 
or  to  discourage  business.  Their  chief 
purpose  should  be  to  assist  commercial 
banks  and  to  fix  the  rates  of  rediscount  so 
as  to  best  accomplish  this,  and  at  the 
same  time  to  protect  their  own  position 
from  any  possible  overstrain. 

He  regards  as  one  of  the  greatest 
dangers  to  which  the  Federal  Reserve 
System  can  be  subjected,  the  attacks 
and  manoeuverings  of  politicians  to 
make  the  System  serve  political  ends. 

Another  leading  banker  does  not 
believe  that  the  time  has  yet  arrived 
when  discount  rates  should  be  held  up 


to  a  point  above  the  rates  for  com- 
mercial paper  because  the  conditions 
of  business  are  not  yet  on  a  normal 
basis.  He  says  that  it  has  been  the 
habit  of  commercial  bankers  to  argue 
with  their  commercial  customers  that 
the  rate  to  their  customers  is  based  on 
the  Federal  Reserve  Bank  discount 
rate  and  that  it  should  be  enough 
higher  than  the  discount  rate  so  that 
there  would  be  a  profit  to  the  banker 
between  the  discount  rate  and  his 
rate  to  his  customers.    He  says  further: 

There  is  yet  in  our  banks  a  large  amount 
of  so-called  frozen  loans  which  may  be 
described  as  loans  which  are  probably 
good  but  which  the  borrowers  are  not  in  a 
position  to  pay  off  at  the  present  time. 
Therefore,  they  are  not  in  a  position  to 
trade  on  market  rates  on  an  even  basis 
with  the  banker.  Under  these  conditions, 
a  high  discount  rate  of  the  Federal  Reserve 
Banks  simply  has  helped  the  commercial 
banker  to  get  higher  rates  from  his  cus- 
tomers than  are  justified  by  the  conditions 
of  credit.  Therefore,  it  was  desirable  and 
necessary  for  the  Federal  Reserve  Banks  to 
reduce  their  discount  rates  from  6  or  7  per 
cent  to  5}4  per  cent  in  order  to  inform 
the  commercial  community  that  *  the 
credit  situation  no  longer  demanded  these 
high  rates. 

He  takes  the  view  that  "Federal 
Reserve  Bank  discount  rates  should 
not  be  made  with  the  idea  of  con- 
trolling business  or  market  prices  of 
commodities,"  but  that  "they  should 
be  indications  of  the  effect  that  the 
present  business  is  having  on  the  sup- 
ply of  credit  and  of  anticipated  condi- 
tions that  will  affect  the  supply  of 
credit  in  the  near  future.'.'  He  be- 
lieves that  "when  the  business  com- 
munity has  become  trained  to  the 
point  of  watching  the  reserve  position 
and  discount  rates  of  the  Federal 
Reserve  Banks  and  has  come  to  an 
understanding  of  what  these  figures 
mean,   it  will  be  helped  very  much 
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by  studying  the  published  conditions 
of  the  Federal  Reserve  Banks  and  will 
appreciate  what  a  change  in  discount 
rates  means,  provided  of  course  that 
the  officers  and  directors  of  the 
Federal  Reserve  Banks  are  not  ham- 
pered in  using  their  judgment  in  these 
matters  by  outside  influences." 

A  Chicago  merchant  notes  the  dif- 
ference of  opinion  among  experts  as  to 
the  proper  time  for  raising  or  lowering 
the  Federal  Reserve  rediscount  rates. 
He  points  out  that  neither  the  Federal 
Reserve  System  nor  any  part  of  it  can 
be  run  on  any  formula,  and  that  if  it 
could,  very  little  brains  would  be  re- 
quired for  that  part  after  the  formula 
had  been  found.     He  believes: 

If  we  are  to  be  a  world  power  in  com- 
merce, as  we  may  be,  we  shall  have  to 
make  the  New  York,  or  some  other  district 
rate  attractive  for  the  discount  of  the 
world's  import  and  export  bills.  We 
might,  of  course,  be  above  the  English 
rate  for  a  short  time,  for  adjustment  or 
other  purposes,  but  if  we  make  a  rule  to 
have  the  rate  always  above  the  commercial 
paper  rate  in  New  York,  our  ambition  to  be 
the  world's  bankers,  or  to  compete  with 
England  in  commerce  and  finance,  will 
vanish  into  thin  air. 

He  takes  the  view  that  in  crises  and 
extraordinary  emergencies  a  Reserve 
Bank  may  well  be  justified  in  violating 
temporarily  the  ordinary  canons  of 
sound  finance,  but  emphasizes  the  fact 
that  under  normal  conditions  and 
under  conditions  when  it  is  possible  to 
take  a  long-run  view,  the  well  estab- 
lished traditions  covering  a  Reserve 
Bank's  operations  must  be  followed. 
The  chief  of  these  canons  is  that  the 
rediscount  rate  of  Reserve  Banks 
should  be  kept  above  the  market. 

Recommendation  of  Advisory 
Council 

The  Federal  Advisory  Council,  at 
its  last  meeting  on  September  20,  1921, 
expressed  its  belief  that  rates  should 


bear  a  direct  relation  to  a  Federal  Re- 
serve Bank's  reserve  and  to  the  general 
money  market,  and  that,  in  addition, 
consideration  should  be  given  to  the 
items  enumerated  in  the  Council's 
recommendation  of  May  17,  1921,  as 
follows : 

1.  The  reserves  of  the  Federal  Reserve 
System  as  a  whole. 

2.  The  reserve  position  of  the  Federal 
Reserve  Bank  whose  rate  it  is  contem- 
plated to  change. 

3.  The  condition  of  all  the  banks  of  the 
country  as  a  whole,  and  of  the  several 
Federal  Reserve  districts. 

4.  The  economic  and  financial  condition 
of  this  country. 

5.  World  conditions,  both  economic  and 
political. 

6.  The  eventual  establishment  of  a 
credit  rate  policy  for  the  Federal  Reserve 
Banks  by  which  the  rediscount  rate  to 
member  banks  is  higher  than  the  prevailing 
commercial  rate,  taking  due  consideration 
of  the  prevailing  open-market  rates  for 
various  classes  of  loans  both  in  this  coun- 
try and  abroad. 

7.  Uniformity  of  rates,  while  at  times 
practicable  and  desirable,  should  not  be 
adopted  as  a  fixed  policy,  the  System  being 
predicated  upon  the  principle  that  varying 
conditions  might  exist  in  different  sections 
of  the  country. 

With  reference  to  the  general  money 
market,  the  following  factors  were 
suggested  by  the  Board  as  those  which 
should  be  considered  in  arriving  at  a 
conclusion  as  to  what  is  the  current 
rate  for  money: 

1.  Rates  charged  by  banks  to  their  reg- 
ular customers. 

2.  Rates  for  one-name  paper  bought 
through  note  brokers. 

3.  Open  market  rates  on  bankers'  ac- 
ceptances. 

4.  Rates  on  Treasury  certificates. 

The  Board  asked  the  Council  for  its 
views  as  to  the  relative  importance  of 
each  of  these  factors  and  the  Council 
expressed  the  view  that  all  four  items 
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mentioned  are  important  in  determin- 
ing the  money  market  but  there  may 
be  other  factors  which  should  likewise 
be  given  consideration,  such  as  general 
business  conditions  and  the  reserve 
position  of  a  Federal  Reserve  Bank. 
.  It  was  the  view  of  the  Council  that , 
the  ruling  rate  for  money  in  a  district 
wnll  adjust  itself  automatically  to  these 
conditions.  The  Council  expressed 
the  view,  also,  that  a  Federal  Reserve 
Bank  while  it  is  borrowing  should  not 
lower  its  rate,  but  stated  that  special 
conditions  might  exist  in  a  district 
which  would  make  a  reduction  de- 
sirable and  would  justify  such  a 
course. 

Rediscount  Problem  Confronting 
THE  Board 

It  seems  clear  to  the  Board  that  it  is 
not  practicable  in  this  country  for 
Federal  Reserve  Banks  to  maintain 
rates  of  discount  higher  than  current 
market  rates  if  line-of-credit  loans  are 
to  be  accepted  as  the  criterion.  The 
rates  of  interest  permitted  in  many 
states  are  so  high  as  to  preclude  this 
as  a  possibility.  In  ordinary  circum- 
stances when  the  credit  risk  is  at  a 
minimum  the  rates  paid  for  high 
grade  commercial  paper  sold  in  the 
open  market  may  be  regarded  as  a 
measure  of  the  market  rate  for  money, 
but  it  is  evident  that  at  present  there 
is  much  consideration  to  be  given  to 
the  basis  on  which  short  time  obliga- 
tions of  the  Treasury  are  sold  and  to 
market  rates  for  prime  bankers'  ac- 
ceptances. The  problem,  therefore, 
is  more  simple  at  this  time  in  districts 
like  New  York,  Chicago  and  Phila- 
delphia,   where   the   Federal   Reserve 


cities  are  dominant  in  their  districts; 
but  in  other  districts  which  cover  a 
larger  territory  and  where  the  busi- 
ness is  more  distributed  and  diversified, 
the  problem  is  more  difficult.  At  the 
present  time,  four  Federal  Reserve 
Banks  are  rediscounting  about  $45,- 
000,000  with  three  other  Federal  Re- 
serve Banks.  The  directors  of  one  of 
these  borrowing  banks  more  than  a 
month  ago  voted  to  reduce  their  dis- 
count rate  from  6  per  cent  to  5^  per 
cent  on  all  classes  of  paper,  but  the 
Federal  Reserve  Board  has  not  yet 
approved  the  reduction.  No  evidence 
has  been  presented  to  show  that  cur- 
rent rates  for  bank  accommodations 
are  less  than  the  Federal  Reserve  Bank 
rate,  or  that  current  rates  would  be 
reduced  by  lowering  the  Reserve  Bank 
rate,  but  the  directors  argue  that  the 
consolidated  reserve  position  of  the 
System  justifies  a  lower  rate. 

The  Board  has  been  inclined  to  the 
view  that  the  reserve  percentage  of 
each  Federal  Reserve  Bank,  as  well  as 
that  of  the  System,  should  be  taken 
into  consideration  as  one  of  the  de- 
termining factors  in  fixing  the  discount 
rate.  If  the  Federal  Reserve  Bank  of 
Chicago,  with  a  reserve  of  around  70 
per  cent  and  the  Federal  Reserve  Bank 
of  St.  Louis,  with  a  reserve  of  63  per 
cent  do  not  feel  justified  in  reducing 
their  discount  rates  below  the  present 
level  of  6  per  cent,  what  argument  is 
there  for  a  borrowing  bank,  like 
Atlanta,  having  a  reserve  without  re- 
discounts of  only  32  per  cent,  to  have 
a  5h  per  cent  rate?  On  the  other 
hand,  what  are  the  arguments  against 
a  reduction  in  districts  which  have  so 
high  a  percentage  of  reserve? 
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Rediscount  Rates,  Bank  Rates  and  Business  Activity 

By  George  M.  Reynolds 

Chairman  of  the  Board,  Continental  and  Commercial  National  Bank  of  Chicago 


THE  problem  of  greatest  interest 
and  importance  now  confronting 
the  Federal  Reserve  Banks,  the  com- 
mercial banks  and  the  business  world, 
is  the  rediscount  rate  and  its  efiFect  on 
or  relation  to  business  activity. 

The  simple  answer  to  the  question 
whether  the  rediscount  rate  of  the 
Reserve  Banks  should  be  higher  or 
lower  than  the  rate  charged  by  com- 
mercial banks — whether  this  means 
the  line-of -credit  rate,  over-the-coun- 
ter rate  or  commercial  paper  rate  is 
not  clearly  defined — ^is  that  the  re- 
discount rate  should  be  higher. 

This  answer  seems  to  flow  readily 
from  British  practice  and  recent 
American  experience.  But  the  eco- 
nomic situation,  at  home  and  abroad, 
is  not  so  simple  as  to  permit  this 
offhand  and  categorical  answer.  Amer- 
ican experience  under  the  Reserve 
System  has  not  been  sufficient  for  the 
dogmatic  statement  of  a  formula  for 
the  future.  The  Reserve  System  has 
not  functioned  to  any  extent  under 
conditions  it  was  designed  to  meet;  it 
has  faced  chiefly  the  very  unusual 
conditions  which  attended  the  prosecu- 
tion  of  war  and  the  uncertainties  and 
abnormalities  that  followed.  At  this 
time  it  seems  impossible  to  do  much 
more  than  state  the  problem  as  it  is 
made  out  of  and  affected  by  a  great 
variety  of  elements.  The  ascertainment 
of  these  elements  involves  investiga- 
tion of  business  customs,  bank  habits, 
government  operations  and,  perhaps, 
the  psychological  influence  of  public 
sentiment. 

It  is  hardly  possible  to  base  any  rule 
of  future  action  in  regard  to  rediscount 
rates  on  experience  as  gained  by  the 
Bank    of    England.       Conditions    in 


England  and  America  are  so  different 
that  the  British  rule  as  to  the  bank 
rate  contains  little  of  value  except  for 
suggestion,  and  even  this  little  de- 
creases as  the  banking  and  commercial 
paper  customs  of  the  two  countries  are 
contrasted.  In  the  United  States,  for 
instance,  the  Reserve  Banks  have  no 
direct  relations  with  the  public  and 
receive  deposits  only  from  banks  and 
the  government.  In  this  country  the 
"open  market"  has  few  points  in 
common  with  the  English  bill  market. 
In  the  United  States  there  are  over 
30,000  independent  banks  scattered 
through  a  vast  territory  whose  activi- 
ties are  tremendously  varied,  instead  of 
a  few  banks  with  thousands  of  branches 
serving  a  country  of  high  industrial  and 
commercial  development. 

The  view  is  often  expressed  that  the 
rediscount  rate  should  be  invariably 
higher  than  the  market  rate — usually 
meaning  the  prevailing  rate  for  com- 
mercial paper — because  the  Reserve 
Banks  are,  after  all,  reserve  banks  and 
should  be  called  on  for  rediscounts  only 
when  the  bank  desiring  to  borrow  is 
under  strain.  There  can  be  no  disagree- 
ment about  the  desirability  of  the 
increase  in  rediscoimt  rates  when  busi- 
ness expansion  needs  to  be  checked,  and 
there  may  be  reason  for  keeping  them 
regularly  higher  than  the  market  rate. 
It  must  not  be  forgotten  that,  what- 
ever the  Reserve  Banks  may  be  in  law, 
in  fact,  they  are  regarded  no  less  by 
bankers  than  by  business  men  and  the 
public  as  a  kind  of  financial  hospital  to 
which  all  classes  may  go  to  have  their 
wounds  treated,  regardless  of  the 
causes  of  the  wounds.  The  banker,  and 
the  business  man  through  his  banker, 
wishes  the  same  treatment  whether  he 
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has  been  hurt  through  his  own  dere- 
Hctions  or  through  a  conjunction  of 
economic  causes,  unforeseeable  and 
uncontrollable.  But  the  determination 
of  a  rediscount  policy  for  the  future 
calls  for  close  analysis. 

Influences  That  Have  Affected 
Rediscount  Rates 

Since  the  depression  following  the 
War  the  factors  influencing  rediscount 
rates  have  been  given  serious  consider- 
ation. At  its  meeting  in  September, 
1921,  the  Federal  Advisory  Council 
expressed  the  view  that  rediscount 
rates  should  bear  a  direct  relation  to  a 
Federal  Reserve  Bank's  reserve  and 
to  the  general  money  market,  and  that, 
in  addition,  consideration  should  be 
given  to  the  items  enumerated  in  the 
Council's  recommendation  of  May  17, 
1921,  as  follows: 

1.  The  reserves  of  the  Federal  Reserve 
System  as  a  whole. 

2.  The  reserve  position  of  the  Federal 
Reserve  Bank  whose  rate  it  is  contemplated 
to  change. 

3.  The  condition  of  all  the  banks  of  the 
country  as  a  whole,  and  of  the  several 
Federal  Reserve  districts. 

4.  The  economic  and  financial  condition 
of  the  country. 

5.  World  conditions,  both  economic  and 
political. 

6.  The  eventual  establishment  of  a 
credit  rate  policy  for  the  Federal  Reserve 
Banks  by  which  the  rediscount  rate  to 
member  banks  is  higher  than  the  prevailing 
commercial  rate,  taking  due  consideration 
of  the  prevailing  open-market  rates  for 
various  classes  of  loans  both  in  this  country 
and  abroad. 

7.  Uniformity  of  rates,  while  at  times 
practicable  and  desirable,  should  not  be 
adopted  as  a  fixed  policy,  the  System  being 
predicated  upon  the  principle  that  varying 
conditions  might  exist  in  different  sections 
of  the  country. 

It  was  further  suggested  that  with 
reference  to  the  general  money  market 


the  following  factors  should  be  con- 
sidered in  arriving  at  a  conclusion  as  to 
what  is  the  current  rate  for  money: 

1.  Rates  charged  by  banks  to  their 
general  customers. 

2.  Rates  for  one-name  paper  bought 
through  note  brokers. 

3.  Open-market  rates  on  bankers' 
acceptances. 

4.  Rates  on  Treasury  certificates. 

This  series  of  rules  is  apparently 
given  potentially.  What  have  been 
the  determining  factors  in  fixing 
rediscount  rates  heretofore  seem 
nowhere  to  have  been  given  in  a 
similar  summation.  In  the  first  year 
or  two  of  the  Reserve  Banks'  opera- 
tions little  attention  was  given  to  the 
rediscount  rate.  Money  was  plentiful 
and  there  was  little  rediscounting.  The 
War  and  its  demands  brought  a  change. 
It  is  no  secret  that  government 
financing  took  precedence  over  every- 
thing else.  The  rediscount  rate,  re- 
gardless of  any  influence  it  might  have 
on  business,  was  adjusted  so  that  the 
purchasers  or  holders  of  war  bonds 
would  receive  preferential  treatment. 
Otherwise,  it  is  doubtful,  with  adher- 
ence to  the  Reserve  Banks  as  the 
instruments  whereby  credit  was  to  be 
made  available  for  war  purposes,  if  the 
war  bonds  could  have  been  success- 
fully sold  at  the  rates  they  bore.  It 
was  when  this  need  became  apparent 
that  the  rate  was  placed  at  a  low 
point.  Business  was,  of  course,  a 
beneficiary'.  There  was  no  departure 
from  this  policy  during  the  War  nor, 
as  is  often  pointed  out,  until  some 
time  after  the  Armistice. 

On  pages  62  and  63  of  the  hearings 
entitled  "Reviving  the  Activities  of 
the  War  Finance  Corporation,"  will 
be  found  the  following  by  Governor 
Harding: 

The  Federal  Reserve  Board  adopted  a 
policy  in  order  to  assist  in  the  war  financing 
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which  was  economically  unsound.  I  say 
this  frankly.  Congress  authorized  certain 
loans.  It  authorized  the  Secretary  of  the 
Treasury  to  determine  the  rates  at  which 
the  loans  should  be  issued.  The  Secretary 
of  the  Treasury  asked  the  advice  of  ex- 
perts and  then  fixed  the  rates  of  interest  to 
be  borne  by  the  several  issues  of  bonds, 
notes,  and  certificates.  During  the  time 
we  were  actually  at  war,  something  like 
$18,000,000,000  of  bonds  were  sold  to  the 
people,  an  amount  certainly  in  excess  of  the 
normal  investment  power  of  the  American 
people  in  such  a  short  time,  and  the  only 
way  in  which  those  loans  could  be  financed 
was  through  the  instrumentality  of  the 
banks.  The  only  way  the  banks  could 
undertake  to  do  it  was  to  get  some  assis- 
tance from  the  Federal  Reserve  Banks  and 
at  a  low  rate.  The  low  rate  of  interest 
borne  by  these  bonds  was  fixed  with  a  view 
of  holding  down  the  expenses  of  the 
government  as  far  as  possible.  Anyway, 
that  is  something  the  Federal  Reserve 
Board  has  no  responsibility  for.  In  order 
to  make  possible  the  floating  of  these  bonds 
we  fixed  a  rate  less  than  their  coupon  rate. 
Some  member  banks  announced  that  for  a 
period  of  six  months  there  would  be  a  rate 
of  4  l^  per  cent  on  notes  secured  by  govern- 
ment obligations.  The  result  was  that 
there  was  no  loss  to  subscribing  banks, 
pending  the  distribution  of  the  bonds  to  the 
public.  There  were  successive  bond  issues. 
The  principal  reason  why  discount  rates 
were  not  increased  earlier  than  they  were  in 
1919  was  on  account  of  Treasury  financing. 

Thus  it  appears  that  government 
financing  and  the  desire  to  have  war 
bonds  bear  low  rates  of  interest  were 
the  determining  factors  until  disaster 
was  scented  in  1919.  Then  present  and 
impending  troubles  dictated  the  in- 
crease of  rates,  which  was  belated. 
It  was  some  time  before  this  increase 
that  liquidation  began.  It  was  a 
considerable  time  afterward  that  defla- 
tion became  a  visible  reality.  It  may 
be  said  only  with  diffidence  that  the 
increased  rates  had  anything  more 
than  a  moral  effect.  Members  of  the 
Reserve  Board  said  repeatedly,   and 


cited  figures  to. show,  that  the  peak  of 
credit  and  currency  expansion  was 
reached  some  months  after  higher 
rates  were  made  effective.  This  in- 
dicates either  that  business  had  such 
an  impetus  that  rediscount  rates  had 
no  effect  in  stopping  it,  or,  if  they  had 
any  effect,  considerable  time  was  re- 
quired to  make  it  apparent.  If  this 
experience  is  to  be  taken  as  a  demon- 
stration of  the  efficiency  of  an  increased 
rediscount  rate  to  stay  business  activ- 
ity, it  must  also  be  taken  as  a  first 
indication  of  the  time  relation  between 
an  advance  or  change  of  rate  and 
business  operations. 

But  whether  the  high  rediscount 
rate  did  or  did  not  halt  business  and 
force  deflation  and  liquidation,  or 
whether  business  toppled  over  for 
other  reasons,  there  is  no  doubt  that  it 
toppled.  Gradually  the  credit  situa- 
tion cleared'  and  is  still  clearing. 
Coincident  therewith  further  study  of 
the  rediscount  rate  and  its  influence 
and  effect  began.  As  the  reserve  per- 
centages of  the  Reserve  Banks  began 
to  mount,  the  demand  for  lowering  of 
the  rates  became  more  and  more  in- 
sistent. The  increase  of  reserves  was 
not,  however,  due  entirely  to  liquida- 
tion. The  flow  of  gold  from  abroad 
was  steady,  and  became  a  very  im- 
portant, if  not  the  most  important,  j 
factor  in  building  reserves  up  to  a  high  1 
point.  It  must  also  be  noted  that  the 
rates  charged  by  commercial  banks 
did  not  go  down  either  simultaneously 
with  those  of  the  Reserve  Banks,  or 
proportionately  to  them.  Commercial 
banks  were  affected  only  indirectly  by 
the  great  inflow  of  gold.  It  required 
liquidation  by  business  to  permit  them 
to  build  up  their  reserves  and  pay  off 
their  debts  to  the  Reserve  Banks, 

This  would  seem  to  show  that  re- 
discount rates  were  fixed  with  no 
consideration  of  the  rates  charged  by 
the  commercial  banks.     The  assump- 
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tion  of  a  causal  relationship  between 
the  two,  therefore,  remains  to  be 
proved  by  the  presentation  of  evidence 
that  the  experiences  of  the  past  two 
years  does  not  offer. 

The   Time   Relationship   Between 

Business  Commitments  and 

Borrowing 

If  no  relationship,  or  one  that  is 
indirect  or  nebulous,  exists  between 
rediscount  rates  and  commercial  bank 
rates,  it  becomes  apparent  that  there 
can  be  no  relationship,  or,  at  least  only 
a  very  remote  one,  between  rediscount 
rates  and  business  activity;  it  is  the 
commercial  bank  rate  that  business 
pays,  not  the  rediscount  rate. 

For    present    purposes,    then,    the 
question  may  be  stripped  down  to  the 
time  relationship  between  the  redis- 
count rate  and  the  commercial  bank 
rate,    between   the    commercial    bank 
rate  and  business  activity,  and  then 
between  the  rediscount  rate  and  the 
latter.    For  the  present,  also,  it  will  be 
necessary  to  ignore  the  manifest  in- 
fluence of  remote  and  indirect  causes. 
In  a  business  scheme  so  intricate  as 
that  of  the  world  today,  it  would  be 
hazardous  to  be  dogmatic  about  such 
relationships.     The  problem  is,  how- 
ever,   to    determine,    if   possible,    the 
more     immediate     relationships — the 
causes  which   act  and  react   on  one 
another  so  as  to  permit  the  application 
of  direct  evidence.    It  is  pertinent  here 
to  note,  for  instance,  that  there  are 
some  thousands  of  banks  which  are 
not  members  of  the  Reserve  System; 
that  each  operating  bank  is  an  inde- 
pendent   entity,    subscribing    to    no 
rules  as  to  interest  charges  and  often 
getting    "all    the    traffic   will   bear"; 
that  loan  risks  vary  with  classes  of 
business  and  in  different  districts,  and 
that    the    demand   for   capital   forces 
new  and  undeveloped  sections  to  bid 
high  in  order  to  attract  funds.     It  is 

14 


probably  only  in  the  large  centers  and 
well  developed  industrial  districts  that 
money  rates  are  subject  to  the  con- 
trolling influence  of  reserve  condition, 
supply  and  demand,  gold  imports,  etc. 

To  get  at  the  time  relationship 
between  business  activity  and  bor- 
rowing, it  is  permissible  to  take  for 
example  the  customary  operations  of 
a  merchant  or  manufacturer.  It  is 
common  knowledge  that  his  interest 
in  the  present  state  of  all  business  and 
of  his  own  business  is  shared  with  his 
concern  for  what  the  future  holds.  He 
plaiis  and  manufactures  and  buys  for 
a  coming  season.  No  matter  how 
active  present  operations,  the  future 
concerns  him  as  much.  He  may  or 
may  not  sound  out  his  banker  as  to  his 
coming  financial  needs.  ^Vhether  he 
does  or  not,  he  makes  contracts  and 
commitments  for  a  coming  season.  If 
the  banker  has  committed  himself  in 
such  cases,  he  will  to  some  extent  have 
foreknowledge  of  the  demand  to  be 
made  upon  him.  But  often,  if  not 
usually,  he  may  be  wholly  unaware  of 
what  his  customer  contemplates.  Busi- 
ness men  will  not  arrange  in  advance 
for  credit  unless  they  foresee  the  im- 
possibility of  meeting  their  obligations 
out  of  current  resources.  If  they  have 
a  line  of  credit,  they  will  not  indicate 
their  intention  to  use  it  at  a  particular 
time  or  during  a  particular  season 
unless  it  promises  to  be  insufficient  for 
their  prospective  needs.  Nor  will  the 
member  bank  signify  its  intention  to 
rediscount  in  the  future. 

In  such  circumstances  the  business 
world,  each  unit  operating  by  itself, 
may  be  building  the  foundation  of  a 
credit  structure  in  the  autumn;  the 
commercial  banks  may  not  be  called 
on  for  loans  until  spring  and  it  may  be 
midsummer  before  the  contracts  and 
commitments  made  months  before  are 
reflected  by  a  demand  for  rediscounts 
at  the  Federal  Reserve  Banks.    How 
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is  a  rediscount  rate  going  to  meet  an 
over-extended  condition,  in  the  sum- 
mer, which  was  pro(hiced  by  opera- 
tions begiui  aiid  completed  many 
months  before? 

Commercial  bank  officials  and  those 
of  Reserve  Banks,  also,  study  business 
conditions  constantly.  Many  of  them 
have  information  and  statistical  or- 
ganizations. They  gather  the  best 
statistical  evidence  they  can,  but  the 
Reserve  Bank  officers  have  no  privity 
of  interest  and  no  intimacy  of  relation- 
ship with  business  men.  Even  with 
superior  advantages  in  this  respect, 
officers  of  member  banks  cannot  an- 
ticipate conditions  except  in  a  very 
general  way.  One  banker  might  be 
alarmed  at  the  prospect  of  a  large 
demand  for  loans  and  his  competing 
neighbor  have  no  evidence  of  such 
impending  events  at  all. 

It  is  such  conditions  that  call  into 
play  the  highest  banking  skill  and  judg- 
ment. Such  conditions  demand  of  the 
banker  a  prescience  which  can  come 
only  from  such  a  familiarity  with  busi- 
ness that  he  feels  rather  than  know^s 
what  is  before  him.  In  making  his  half- 
intuitional  estimates  he  will,  of  course, 
take  account  of  the  fact  that  the 
Reserve  Bank  is  ready  at  hand  if  there 
is  need.  He  will  take  care  of  his 
ciLstomers  and  try  to  adjust  his  rates 
to  competitive  conditions.  His  con- 
clusive "no"  will  send  potential  bor- 
rowers to  other  banks,  to  the  levelling 
of  the  business  of  all  of  them  and  a 
fairly  accurate  adjustment  of  interest 
rates.  But,  dealing  only  with  banks, 
Federal  Reserve  officials  will  have  an 
imperfect  knowledge  of  these  condi- 
tions. And  yet  upon  them  rests  the 
obligation  of  leadership  in  checking  or 
stimulating  business  by  a  proper 
adjustment  of  the  rediscount  rate,  if 
the  rediscount  rate  can  do  it. 

It  seems  fair  to  say  that  while  an 
effort  may  have  been  made  or  is  being 


made  to  adjust  rediscount  rates  on  the 
basis  of  ascertained  future  business 
operations,  the  probability  is  that  the 
rate  has  been  fixed  only  in  relation  to 
what  is  or  what  has  been,  so  far  as  it 
has  been  fixed  at  all  in  relation  to 
business  activity. 

Conclusions 
The  import  of  this  article  has  been: 

1.  That  rediscount  rates  cannot  be  fixed 
on  the  basis  of  British  experience. 

2.  The  opinion  that  rediscount  rates 
should  be  higher  than  commercial  bank 
rates  is  based  on  experience  during  war 
conditions  and  business  contraction  whicli 
may  not  be  a  sufficient  guide  for  the 
future. 

3.  Rediscount  rates  have  heretofore  been 
fixed  chiefly  by  consideration  of  factors 
other  than  their  possible  effect  on  business 
activity. 

4.  Rediscount  rates  can  affect  business 
activity  only  through  bank  rates  which 
bank  customers  must  pay. 

5.  Bank  rates  are  not  only  different  in 
different  sections,  but  are  determined  by 
present  conditions,  whereas  business  com- 
mitments are  made  for  the  future. 

6.  To  influence  business  activity,  hank 
rates  would  have  to  be  determined  in 
relation  to  the  future  commitments  of 
customers  and  the  rediscount  rate  would 
have  to  be  in  correspondence  with  the  bank 
rate,  both  as  to  amount  and  time. 

7.  It  is  the  knowledge  and  judgment  of 
bank  officers  an<l  reserve  officers  on  which 
reliance  must  be  placed  for  the  control  of 
business  conditions  through  credit. 

8.  Insofar  as  the  rediscount  rate  can 
affect  business  activity,  it  must  be  deter- 
mined far  in  advance  if  it  is  to  have  any 
appreciable  effect. 

There  has  been  no  disagreement 
among  bankers  as  to  the  necessity  for 
raising  the  rediscount  rate  when  the 
need  of  checking  business  activity  was 
certain.  If  recent  conditions  gave 
promise  of  permanency,  there  could  be 
no  question  as  to  the  desirability  of 
having  rediscount  rales  always  higher 
than   bank   rates.     On   the   basis   of 
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actual  recent  experience  only  one 
policy  has  been  warranted.  But  as  to 
a  policy  to  control  in  the  future, 
further  experience  must  be  the  guide. 
In  any  event,  changes  in  rediscount 


rates  must  be  made  well  in  advance  of 
foreseeable  changes  in  business  activity, 
if  the  rates  are  to  be  used  for  the 
purpose  they  are  commonly  supposed 
to  serve. 
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THE  most  important  change  in  our 
banking  machinery  entailed  by  the 
Federal  Reserve  Act  as  bearing  upon 
the  question  of  the  expansion  and 
contraction  of  our  circulating  media  is 
the  introduction  of  compulsory  bank- 
ers' banking.  The  essence  of  bankers' 
banking  in  the  United  States  is  the 
reserve  dependence  of  the  commercial 
banks  upon  the  regional  institutions. 
The  deposits  on  the  books  of  the  re- 
gional banks  are  the  reserves  of  the 
commercial  banks.  Inasmuch  as  the 
deposits  of  the  regional  banks  are 
themselves  expansible  and  contractile, 
the  deposits  of  member  banks,  which 
would  be  elastic  even  if  their  reserve 
foundation  were  z/ielastic,  now  have 
an  elasticity  raised  to  the  second 
power. 

Moreover,  the  elasticity  of  both  the 
deposits  of  the  regional  banks  and  of 
the  members  are  buttressed  and  sup- 
ported by  the  Federal  Reserve  note- 
issue  provisions.  Under  the  old  na- 
tional banking  system  an  expansion  of 
loans  and  a  consequent  expansion  of 
deposits  in  the  banking  system  was 
ordinarily  accompanied  by  a  rising 
physical  volume  of  trade  and  rising 
prices.  The  growth  in  business  trans- 
actions, coupled  with  higher  prices, 
impelled  men  to  carry  more  money  in 
their    pockets    and    merchants    more 


money  in  their  tills.  But  the  swelling 
of  pocket  and  till  money  involved  a 
^athdrawal  of  cash  from  the  commer- 
cial banks.  As  money  left  the  banks, 
their  lending  power  was  curtailed,  and 
expansion  of  credits  and  rising  prices 
were  brought  to  a  halt. 

Under  the  operation  of  the  Federal 
Reserve  Act  an  expansion  of  loans  and 
a  consequent  expansion  of  deposits, 
accompanied  by  rising  prices  and  ex- 
panding physical  volume  of  trade,  also 
impel  men  to  carry  more  "money"  in 
their  pockets  and  merchants,  more  in 
their  tills.  Since  1914,  however,  the 
demand  for  additional  pocket  and  till 
money  has  been  met  by  the  issue  of 
promises  of  the  Federal  Reserve  Banks 
to  pay  money.  Lawful  money  is  no 
longer  lost  by  commercial  banks.  In- 
stead it  is  held  by  the  Federal  Reserve 
Banks  as  a  foundation  on  which  is 
reared  a  three-fold  credit  structure:  (1) 
deposits  of  Federal  Reserve  Banks; 
(2)  deposits  of  member  banks  and  (3) 
Federal  Reserve  notes. 

The  control  of  credit  under  our 
Federal  Reserve  System,  therefore, 
becomes  a  matter  of  greater  impor- 
tance than  under  the  old  regime. 
Formerly  an  automatic  check  was 
imposed  on  credit  expansion  before 
extreme  limits  were  reached.  Today, 
in  the  absence  of  that  automatic  check. 
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we  are  to  depend  upon  regulation  of  the 
rediscount  rate  as  a  chief  means  of 
control. 

A  Member  Bank  Cannot  Make 
IManifold  Loans 

Now  the  effectiveness  of  the  redis- 
count rate  as  an  instrument  of  con- 
trolling bank  loans  and,  therefore, 
deposits,  hinges  on  the  relation  between 
the  amount  borrowed  by  a  member 
bank  and  the  amount  that  the  same 
bank  is  able  to  lend  as  a  result.  If  a 
member  bank  is  able  to  lend  five  dol- 
lars on  the  basis  of  one  dollar  bor- 
rowed, it  is  evident  that  the  borrowing 
bank  would  be  xs-illing  and  able  ordi- 
narily to  pay  more  than  4  or  6  per  cent 
for  borrowed  funds.  On  the  other 
hand,  if  the  borrowing  bank  is  able  to 
lend  only  dollar  for  dollar  on  the  basis 
of  borrowed  funds,  that  bank  will  not 
ordinarily  pay  a  higher  rate  of  redis- 
count than  it  receives  at  its  counter. 
Wliat  are  the  facts  at  this  point? 

It  would  at  first  appear  that  a  bor- 
rowing bank  would  be  able  to  make 
manifold  loans  on  the  basis  of  borrowed 
reserve.  Does  not  the  balance  sheet 
of  a  typical  national  bank  show  loans 
(and  deposits)  equal  to  several  times 
its  reserve?  If  reserves  of  $100,000 
support  loans  of  $1,000,000  (and  depos- 
its of  the  same  approximate  amount), 
would  not  the  acquisition  of  additional 
reserves  of  $100,000  enable  the  bank  to 
support  total  loans  of  $2,000,000? 

Normally,  the  bank  that  attempted 
to  increase  its  loans  by  $1,000,000  on 
the  basis  of  $100,000  new  reserve 
would  quickly  be  face  to  face  with  the 
problem  of  how  to  meet  unfavorable 
clearing  balances  of  large  proportions. 
The  borrowers  of  the  $1,000,000, 
leaving  the  proceeds  of  their  loans  on 
deposit,  would  draw  checks  against 
their  bank  balances  for  most  of  the 
$1,000,000;  those  checks  would  be  sent 
far  and  wide  to  creditors  and,  returning 


to  the  bank  in  question,  would  be  paid 
in  cash  or  its  equivalent.  It  is  true 
that  some  of  the  checks  drawn  by 
borrowers  would  be  sent  to  creditors 
who  were  depositors  in  the  drawers* 
bank;  in  that  event  there  would  be  no 
immediate  corresponding  loss  of  cash 
by  the  lending  of  the  bank.  It  is  also 
true  that  some  borrowers  would  not 
withdraw  all  the  funds  borrowed.  If 
due  allowance  is  made  for  these  two 
considerations,  we  may  conclude  that 
for  every  dollar  that  a  typical  Ameri- 
can bank  lends,  it  loses  not  less  than 
eighty  cents  through  direct  cash  with- 
drawals by  borrowers  and  through 
unfavorable  clearmg  balances.^  In 
other  words,  the  typical  banker  is  able 
to  lend  approximately  $1.25  for  each 
$1.00  borrowed.  It  follows  that  redis- 
count rates  roughly  equal  to  the 
market  rates  (if  the  expense  of  carrying 
on  the  banking  business  is  consid- 
ered) will  ordinarily  be  sufficiently 
high  to  serve  as  a  check  on  borrowing 
by  member  banks. 

Borrowed  Reserve  Supports 

Manifold  Loans  in  the 

Banking  System 

It  may  be  added  that  borrowed 
reserve  normally  does  become  the 
foundation  of  manifold  loans  in  the 
banking  system.  Bank  A  borrows  $100,- 
000  from  the  Federal  Reserve  Bank 
and  in  turn  lends  $125,000,  more  or 
less,  to  customers.  The  borrowing 
customers  draw  checks  against  their 
replenished  balances  and  those  checks 
are  remitted  to  creditors.  The  credi- 
tors deposit  the  checks  in  their  own 
banks.  When  the  checks  are  cleared 
and  collected,  not  only  will  the  drawee 
bank  lose  approximately  $100,000  but 
other  banks — banks  B,  we  may  say  for 

'  For  a  more  nearly  accurate  and  more  de- 
tailed statement  see  the  writer's  Bmik  Credit, 
The  Macmillan  Company,  New  York,  1921, 
Chapter  III. 
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convenience — will  have  gained  that 
amount  in  deposits,  and  a  correspond- 
ing amount  in  reserve.  The  lending 
officers  of  banks  B,  mindful  of  the  fact 
that  a  reserve  must  be  held  against 
the  newly  acquired  deposit  liabilities 
as  well  as  against  any  deposits  arising 
from  additional  loans  made  on  the 
basis  of  the  reserve  freshly  acquired, 
will  be  constrained  to  add  to  their  loans 
not  $1.25  for  each  dollar  deposited,  but, 
approximately  $1.10. 

If  banks  B  now  lend  $110,000  on  the 
basis  of  $100,000  newly  lodged  in  those 
banks,  they  will  tend  to  lose  to  other 
banks — banks  C — approximately  80 
per  cent  of  the  amount  loaned,  or  $88,- 
000;  the  $12,000  left  in  banks  C,  may 
be  regarded  as  reserve  against  the 
$100,000  in  deposit  liabilities  growing 
out  of  the  lodgment  of  that  amount  of 
checks  drawn  on  bank  A  and  against 
additional  deposits  growing  out  of  the 
$110,000  in  loans.  Banks  C,  having 
acquired  $88,000,  are  in  a  position  to 
lend  approximately  $96,800  ($1.10  for 
each  dollar  of  deposited  reserve).  If 
80  per  cent  of  their  loans  are  lost  to 
other  banks,  banks  C  would  lose  $77,- 
440  and  retain  $10,560  ($88,000- $77,- 
440)  as  reserve  against  $88,000  in 
deposit  liabilities  arising  from  the 
lodgment  of  that  amount  of  checks 
drawn  on  banks  B  and  against  addi- 
tional deposits  growing  out  of  the 
$96,800  in  loans. 

This  chain  of  operations  continues 
until  the  original  $100,000  becomes  very 
widely  distributed  and  the  total  loan 
expansion  results  in  deposits  sufficient 
to  cover  or  absorb  the  borrowed  re- 
serve. 

Can  a  Bank  Make  Manifold  Loans 

During  Period  of  Loan 

Expansion.'' 

At  this  point  a  crucial  question 
arises.  If  all  banks  within  a  credit 
area  were  expanding  their  loans  at  the 


same  rate,  would  it  not  be  possible  for 
individual  banks  to  make  a  several- 
fold  loan  expansion,  consequent  upon 
a  reserve  acquisition,  without  losing 
cash  through  unfavorable  clearing 
balances,  thereby  rendering  control  of 
credit  expansion  possible  only  by 
raising  the  rate  of  rediscount  unprec- 
edentedly? 

If  the  First  National  Bank  of 
Dayton,  Ohio,  borrows  $100,000  from 
the  Federal  Reserve  Bank  of  Cleve- 
land at  a  time  when  other  banks  in  the 
same  credit  area  are  likewise  borrow- 
ing, and  all  expand  their  loans  in  such 
a  manner  that  what  each  would  nor- 
mally lose  in  reserve  is  met  and  oflFset 
by  streams  of  funds  coming  from  other 
banks,  the  First  National  Bank  of 
Dayton  would  be  able  to  lend  several 
dollars  for  each  dollar  borrowed,  even 
if  allowance  is  made  for  the  likelihood 
that  the  proceeds  of  loans  secured  from 
the  regional  bank  at  Cleveland  would 
be  taken  partly  in  Federal  Reserve 
notes.  Under  these  conditions,  with 
the  bank  in  question  able  to  lend  four 
or  five  dollars  to  each  dollar  borrowed, 
it  has  often  been  contended  that  a 
rate  of  rediscount  that  fell  appreciably 
short  of  being  four  or  five  times  the 
rate  of  discount  or  market  rate  would 
not  be  effective.  That  the  contention 
is  ill-founded  may  easily  be  shown. 

When  all  banks  in  a  given  credit 
area  are  expanding  their  loans,  the 
additional  lending  power  of  each  is 
traceable  to  two  quite  different  facts  or 
forces.  The  first  is  the  fund  borrowed 
by  the  commercial  or  member  bank, 
and  the  second  is  the  fund  or  funds 
that  such  a  bank  receives  through 
deposit  channels  and  as  a  result  of  the 
lending  operations  of  other  banks. 
The  point  to  be  stressed  is  that  what  a 
member  bank  borrows  does  not  deter- 
mine the  amount  that  it  vriW  receive  in 
deposits  that  arise  out  of  the  lending 
operations  of  other  banks.    If  within  a 


198 


The  Annals  of  the  American  Academy 


credit  area  where  all  member  banks 
are  borrowing  and  expanding  their 
loans,  one  institution  suddenly  ceases 
to  borrow,  the  stream  of  increasing 
deposits  flowing  from  the  expanding 
banks  will  tend  to  continue  to  swell  the 
deposits  and,  therefore,  the  lending 
power  of  the  bank  that  has  ceased  to 
borrow,  A  resumption  of  borrowing  by 
the  exceptional  bank  will  enliance  the 
lending  power  of  that  bank  by  an 
amount  only  slightly  in  excess  of  the 
amount  borrowed. 

A  clear  cut  distinction  must  be 
drawn  in  banking  between  lending 
power  that  owes  its  existence  to  funds 
borrowed  by  a  given  bank  and  lending 
power  that  owes  its  existence  to  reserve 
acquired  as  a  consequence  of  expanding 
loans  on  the  part  of  other  banks.  ^Mien 
that  distinction  is  clearly  drawn  the 
persistent  contention  referred  to  loses 
its  semblance  of  validity. 

Having  seen  on  what  grounds  of 
sound  theory  the  control  of  bank 
credit,  i.e.,  loaiLS  and  deposits,  rest,  we 
may  now  be  permitted  briefly  to  ex- 
amine the  question  whether  the  redis- 
count rate  ought  to  be  higher  or  lower 
than  the  market  rate. 

Control  of  Baxk  Credit  Through 
the  Rediscount  Rate 

The  rediscount  policy  of  the  Federal 
Reserve  Board  has  gone  counter  to 
that  of  the  great  central  banks  of 
Europe,  notably  the  Bank  of  England, 
the  European  policy  having  been  to 
maintain  the  rediscount  rate  above  the 
market  rate. 

Numerous  guides  have  been  followed 
by  the  directorate  of  the  Bank  of 
England  in  the  determination  of  the 
bank  rate:  the  reserve  ratio,  the 
state  of  trade,  international  gold 
movements  and  the  market  rate.  Like- 
wise, our  Federal  Reserve  Board  has 
also  been  governed  by  no  single  factor. 
^Yhile  the  state  of  trade,  the  reserve 


ratio,  the  fiscal  needs  of  the  govern- 
ment, etc.,  have  all  received  attention, 
the  writer  believes  that  too  little  effort 
has  been  made  to  bring  the  market 
rate  into  liarmony  with  what  may  be 
called  the  natural  rate  of  interest,  the 
natural  rate  being  the  rate  at  which  the 
supply  of  and  demand  for  loanable  cap- 
ital goods,  as  distinct  from  "money," 
may  be  equated. 

Although  it  is  impossible  always 
accurately  to  ascertain  what  the  nat- 
ural rate  of  interest  is,  it  is  not  difficult 
to  detect  a  wide  disparity  between  the 
market  and  natural  rates.  The  dis- 
parity between  the  market  and  the 
natural  rates  during  the  early  period  of 
credit  expansion  under  the  operation 
of  the  Federal  Reserve  Act,  was  due 
measurably  to  an  inflationistic  policy 
with  a  low  rate  of  rediscount  as  its 
central  feature.  With  a  low  rate  of 
rediscount  obtaining,  our  market  rates 
were  low  and  general  prices  rose  in 
conjunction  with  an  expansion  of  loans 
and  deposits.  Rising  prices  gave  birth 
to  rising  profits,  and  the  predictable 
increased  demand  for  funds,  with  a 
consequent  extreme  rise  in  the  market 
rate  of  interest,  was  soon  in  evidence. 
In  a  country  like  the  United  States 
where  capital  is  highly  productive  and 
preference  for  present  goods  over 
future  is  pronounced,  cheap  money 
can  be  had  only  by  making  everything 
else  dear;  depression  of  interest  rates 
engenders  credit  expansion  and  rising 
prices.  Indeed,  the  price  level  is  itself 
an  index  of  the  relation  of  the  market 
to  the  natural  rate  when  allowance  is 
made  for  the  changing  phases  of  the 
business  cycle. 

Our  extreme  and  recurrent  expansion 
and  contraction  in  industry  and  trade 
can  be  avoided,  not  by  keeping  the  rate 
of  rediscount  invariably  above  the  mar- 
ket rate,  but  by  keeping  it  distinctly 
above  the  market  rate  during  periods  of 
expansion   and  less   markedly   so,   or 
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even  below  the  market  rate,  during 
periods  of  crisis  and  depression.  Let 
the  brakes  of  high  rediscount  rates  be 
set  early,  long  before  the  bottom  of  the 
hill  is  reached;  and  Let  the  accelerating 


force  of  low  rates  be  applied  with 
similar  promptness  and  decision.  If 
the  market  rate  is  kept  in  harmony 
with  the  natural  rate,  violent  changes  in 
the  general  price  level  can  scarcely  occur. 


Agricultural  and  Commercial  Loans 

A  Comparison  of  Loans  Made  in  a  Great  Agricullural  Slate  with 

Loans  to  the  Largest  Bank  and  to  Member  Banks  in  the 

Largest  City  in  the  Seventh  Federal  Reserve  District 

By  J.  B.  McDougal 

Governor,  Federal  Reserve  Bank  of  Chicago 


IT  would  be  too  much  to  expect  the 
general  public  to  have  more  than  a 
casual  comprehension  of  banking  or  of 
the  relations  of  the  Federal  Reserve 
Banks  to  other  banks  or  to  business. 
It  is  not  expected  that  the  public  will 
understand  the  operations  of  a  factory 
which  makes  electrical  machinery  or  of 
the  electrical  machines  that  are  made. 
Still  any  well  informed  man  may 
know  in  a  general  way  what  a  dynamo 
is  and  have  a  grasp  of  what  is  meant  by 
horse  power.  So  might  he  know  that 
a  bank  in  a  great  central  city  probably 
generates  a  large  horse  power  in  credit 
and  that  comparison  of  the  operations 
of  such  a  bank  with  those  of  any  smal- 
ler bank  can  be  valuable  or  informative 
only  if  relative  size  is  considered. 

In  this  country  there  are  banks  of 
all  kinds  and  sizes.  The  customary 
method  of  grading  banks  is  by  "capital 
and  surplus,"  and  "deposits."  It 
takes  40  banks  with  $25,000  capital 
each  to  measure  up  in  capitalization 
to  one  with  $1,000,000.  It  takes  400 
such  banks  to  equal  a  $10,000,000 
institution.  If  the  comparative  figures 
are  carried  far  enough,  and  total  re- 
sources are  used  as  the  basis,  it  will 
be  found  that  there  are  single  banks  in 
New  York  and  Chicago  with  resources 


larger  than  the  combined  resources  of 
all  member  banks  in  certain  individual 
states  or  perhaps  in  several  states. 

These  large  banks  have  as  customers 
many  small  banks,  as  well  as  individ- 
uals and  corporations.  ^Mien  borrow- 
ing from  the  Federal  Reserve  Banks, 
their  transactions  are  usually  in  large 
amounts.  It  is  natural  that  what  is  con- 
sidered moderate  borrowing  for  a  large 
bank  should  appear  extravagant  when 
compared  with  the  amount  borrowed 
by  a  small  bank.  A  loan  of  fifty  million 
dollars  appears  very  large  when  com- 
pared with  one  of  fifty  thousand.  Re- 
latively, however,  fifty  millions  may 
be  much  more  moderate  than  fifty 
thousand,  if  due  consideration  is  given 
the  respective  reserve  balances  main- 
tained with  the  Federal  Reserve  Bank 
by  the  institutions  involved. 

For  instance,  an  oSicer  of  a  country 
bank  called  at  the  Reserve  Bank  one 
day  and  asked  for  an  additional  loan. 
At  the  time  his  bank  had  become  so 
extended  that  its  excessive  borrowings 
had  been  the  subject  of  considerable 
correspondence.  He  was  told  that  a 
definite  limit  must  be  placed  on  his 
borrowings  at  a  point  not  far  from  the 
amount  already  borrowed.  The  coun- 
try banker  was  piqued.     He  called  at- 
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tention  to  the  many  millions  loaned 
to  some  of  the  Chicago  banks.  The 
coimtry  bank's  debt  was  less  than  two 
hundred  thousand.  A  comparison 
was  made  at  once.  It  was  found  that 
on  the  basis  of  reserve  deposits  the 
big  banks  might  have  owed  the  Federal 
Reserve  Bank  nearly  three  times  as 
many  millions  if  they  had  borrowed  in 
the  same  proportion  as  the  small  bank. 

A  part,  at  least,  of  the  criticism  of 
the  operations  of  the  Reserve  Banks 
during  the  recent  trying  times  seems 
to  be  based  on  instances  of  similar 
misconception  of  facts  and  figures.  A 
moderate  ])orrowing  by  a  large  bank 
may  appear  out  of  proportion  when 
compared  to  an  actually  isxcessive 
borrowing  by  a  small  bank,  if  only 
absolute  figures  are  used. 

In  connection  with  the  work  of  tlie 
Joint  Committee  on  Agricultural  In- 
quiry, which  was  instructed  to  "in- 
vestigate .  .  .  the  banking  and  finan- 
cial resources  and  credits  of  the 
country,  especially  as  affecting  agri- 
cultural credits,"  the  Federal  Reserve 
Bank  of  Chicago  made  a  careful  study 
of  its  loans  to  member  banks.  The 
purpose  was  to  ascertain  if  there  had 
been  any  discrimination,  real  or  ap- 
parent, against  banks  serving  agri- 
cultural communities. 

Section  4  of  the  Federal  Reserve 
Act  was  kept  in  mind.  This  section, 
in  outlining  the  duties  of  directors  of 
Federal  Reserve  Banks,  provides  as 
follows : 

Said  board  shall  administer  the  affairs  of 
said  bank  fairly  and  impartially  and  with- 
out discrimination  in  favor  of  or  against  any 
member  bank  or  banks  and  shall,  subject  to 
the  provisions  of  law  and  the  orders  of  the 
Federal  Reserve  Board,  extend  to  each 
member  bank  sucli  discounts,  advancements 
and  accommodations  as  may  be  safely 
and  reasonably  made  with  due  regard  for 
the  claims  and  demands  of  other  member 
banks. 


The  study  developed  some  interest- 
ing facts  that  are  pertinent  to  this 
discussion.  The  loan  records  of  com- 
mercial banks  are  not  kept  in  such 
form  that  borrowers  can  be  classified 
by  occupations  in  any  comprehensive 
way.  It  is  true  that  for  some  time 
past  Federal  Reserve  Banks  have 
required  member  banks  in  their  appli- 
cations for  rediscount  to  specify  the 
business  of  customers  whose  notes  are 
offered.  But  this  information  pro- 
vides no  adequate  measure  of  the  extent 
of  the  service  rendered  to  agriculture. 
It  is  well  known  that  many  country 
banks  make  a  practice  of  using  their 
farmers'  paper  for  rediscount  only  after 
exhausting  their  supply  of  other  eligible 
paper  which  is  presumably  better 
kno^vn  at  the  Federal  Reserve  Bank, 
such  as,  "commercial  paper"  and  notes 
secured  by  United  States  government 
obligations. 

No  statistics  are  available  to  show 
the  absolute  amounts  loaned  to  various 
industries,  but  the  Federal  Reserve 
Bank  of  Chicago  was  able,  by  a  com- 
parison of  its  loans  to  member  banks, 
to  obtain  conclusive  evidence  that  it 
had  not  discriminated  against  agricul- 
ture. Loans  to  and  reserve  deposits  of 
member  banks  in  a  preeminently  agri- 
cultural state  were  compared  with 
similar  figures  for  member  banks  in  the 
other  states  as  well  as  the  largest 
cities  in  the  district. 

One  of  the  tabulations  made  is 
printed  in  full  on  page  201  and  presents 
an  interesting  comparison  of  the  relative 
borrowings  by  all  member  banks  in  the 
preeminently  agricultural  state  with 
all  member  banks  in  the  city  of  Chicago 
and  with  the  individual  bank  whose 
borrowings  exceeded  those  of  any  other 
bank  in  the  Federal  Reserve  District. 

The  table  on  page  201  includes  per- 
centages, showing  the  ratio  of  amounts 
borrowed  to  reserve  deposits  kept  in 
the  Federal  Reserve  Bank,  a  method 
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Loans  to  All  Member  Banks  in  a  Great  Agricultural  State  Compared  with  Loans  to 
THE  Largest  Borrowing  Bank  in  the  Seventh  Federal  Reserve  District  and  Loans 
TO  All  Member  Banks  in  the  City  of  Chicago;  also,  Comparatht:  Reserve  Deposit 
Figures. 

(In  thousands  of  dollars) 


All  member  banks 

in  Agricultural 

State 

Largest  borrowing 

bank  in  the 

District 

All  member 
banks  in 
Chicago 

July  2,  1920  .... 

*Reserve  Deposit 
Loans 
Per  cent  loans  to  reserve 

21,000. 
63,000. 

32,000. 
80,000 . 

135,000. 
252.000. 

deposit 

300. 

250. 

186.6 

October  2.  1920 . 

*Reserve  Deposit 
Loans 
Per  cent  loans  to  reserve 

21,000. 
78,000. 

31,000. 
78,000. 

133,000. 
250,000 . 

deposit 

371.4 

251.6 

187.9 

Januarys,  1921 

*Reserve  Deposit 
Loans 
Per  cent  loans  to  reserve 

20.000. 
94,000. 

30,000. 
70,000. 

130,000. 
187,000. 

deposit 

470. 

233.3 

113.8 

April  2,  1921  . .  . 

*Reserve  Deposit 
Loans 
Per  cent  loans  to  reserve 

20,000. 
75,000. 

28,000. 
71,000. 

121,000. 
188,000. 

deposit 

375. 

253.5 

155.3 

July  1,  1921  .... 

*Reserve  Deposit 
Loans 
Per  cent  loans  to  reserve 

18,000. 
64,000 . 

29,000. 
33,000. 

123.000. 
128,000. 

deposit 

355.5 

113.7 

104.0 

October  1,  1921 . 

*Reserve  Deposit 
Loans 
Per  cent  loans  to  reserve 

18,000. 
62,000 . 

32,000. 
7,000. 

127,000. 
51,000. 

deposit 

344.4 

21.9 

40.1 

*  Average  for  month. 


of  comparing  accommodations  granted 
which  is  familiar  to  all  bankers.  The 
figures  are  given  at  intervals  of  three 
months  and  cover  the  period  of 
greatest  expansion  of  credit  in  the 
United  States.  It  is  worthy  of  note 
that  the  total  borrowings  for  all  mem- 
ber banks  in  the  agricultural  state  were 
on  one  day  nearly  five  times  their  total 
reserve  deposits,  while  the  total  bor- 
rowings of  the  largest  borrowing  bank 
in  the  Federal  Reserve  District  at  the 
peak   were    about   two   and    one-half 


times  its  reserve  deposit.  It  is  also 
interesting  to  note  that  while  on 
October  1,  1921,  the  largest  borrowing 
bank  in  the  Federal  Reserve  District 
was  indebteded  to  the  Federal  Re- 
serve Bank  to  the  extent  of  only  22 
per  cent  of  its  reserve  deposit,  the  total 
borrowings  for  all  member  banks  in  the 
agricultural  state  on  the  same  date 
were  344  per  cent  of  their  total  reserve 
deposits. 

It  will  also  be  noted  from  the  chart 
on  page  202  showing  these  percentages. 
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that  since  April  2,  1921,  there  has  been 
great  decrease  in  the  amounts  owed  by 
the  city  banks,  while  the  curve  for  the 
agricultural  state  does  not  show  a 
proportionate  decline. 

This  examination  of  actual  figures 
makes    clear    two    points:    (1)  There 


was  no  discrimination  against  agricul- 
ture by  the  Chicago  Reserve  Bank. 
Member  banks  in  cities  were  not 
favored.  (2)  Relative,  rather  than 
absolute,  figures  must  be  used  if  an 
accurate  idea  of  the  situation  is  to  be 
had. 


Popular  and  Unpopular  Activities  of  the  Federal 
Reserve  Board  and  the  Federal  Reserve  Banks 

By  William  A.  Scott 

University  of  Wisconsin 


ON  accomit  of  the  extraordinary 
conditions  under  which  our  Fed- 
eral Reserve  System  has  been  obliged 
to  operate,  public  opinion  towards  it 
has  taken "  peculiar  twists  and  turns. 
Hopefulness,  uncertainty  and  lack  of 
enthusiasm  characterized  it  at  the  start, 
a  condition  easily  explainable  by  the 
party  controversy  which  preceded  its 
establishment,  differences  of  opinion 
regarding  the  details  of  the  law  govern- 
ing it  and  conflicts  of  interest  among 
the  people  most  directly  affected  by  it. 
Those  who  had  fought  and  bled  for  the 
Aldrich  plan  were  naturally  critical 
of  this  one  and  uncertain  regarding  the 
manner  in  which  it  would  work.  The 
state  bankers,  generally,  were  hostile 
towards  it  because  they  feared  that 
some  of  their  sources  of  profits  would 
be  jeopardized,  and  many  national 
bankers  did  not  like  its  coercive  fea- 
tures. The  undiscriminating  public 
undoubtedly  hoped  that  it  would  suc- 
ceed and  was  disposed  to  give  it  a  fair 
trial. 

The  outbreak  of  the  European  War, 
three  months  before  the  Federal  Re- 
serve Banks  were  ready  to  begin  opera- 
tions, cleared  the  atmosphere  and 
smoothed  the  pathway  for  them  so  far 
as  public  opinion  was  concerned,  though 
in  other  respects  it  complicated  their 


problems.  The  financial  difficulties 
which  speedily  followed  made  most 
people  thankful  for  their  existence  and 
created  a  feeling  of  dependence  upon 
them.  No  one  was  disposed  to  hamper 
them  by  criticism. 

Before  our  entrance  into  the  War, 
their  activities  do  not  seem  to  have 
attracted  public  attention  to  an  extent 
sufficient  to  arouse  either  its  criticism 
or  its  approval.  The  policy  developed 
during  this  period  of  concentrating  in 
their  vaults  as  large  a  part  of  the 
rapidly  increasing  gold  supply  as  possi- 
ble by  exchanging  their  notes  with  the 
banks  for  gold,  important  though  it 
was  in  checking  somewhat  the  rapidly 
expanding  bank  credits  and  in  render- 
ing this  mass  of  the  precious  metal 
easily  available  for  any  purpose  for 
which  it  might  be  needed,  seemed  to 
excite  curiosity  rather  than  interest. 

War    Compulsions 

With  our  entrance  into  the  War  in 
April,  1917,  the  Federal  Reserve  Banks 
were  called  upon  to  assist  the  Treasury 
in  its  colossal  financial  operations.  As 
financial  agents  of  the  government, 
they  performed  the  work  of  executing 
its  plans  and  measures  and,  what  is 
more  important,  so  long  as  the  War 
lasted  and  for  some  time  thereafter. 
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their  policies  were  shaped  primarily 
Avith  reference  to  the  government's 
needs  and  interests. 

The  greatest  of  these  was  the  flota- 
tion of  billions  of  bonds  and  short  time 
notes,  and  the  Reserve  Banks'  part  in 
the  work  was  to  act  as  the  government's 
agents  in  the  sale  of  these  securities 
and  to  aid  in  creating  a  market  for 
them.  To  this  end  they  established 
discount  rates  considerably  below  the 
market  with  a  differential  in  favor  of 
loans  on  the  security  of  government 
bonds  and  notes,  rates  low  enough,  in 
fact,  to  make  it  possible,  with  the  aid 
of  rediscounts,  for  member  banks  to 
loan  without  loss  to  bond  buyers  at 
rates  not  higher  than  the  bonds  and 
notes  themselves  yielded. 

There  can  be  no  doubt  that  this  was 
a  violation  of  the  rules  of  sound  com- 
mercial banking.  It  opened  the  doors 
to  the  inflation  of  bank  credit  and  to 
the  evils  which  follow  in  its  train. 
Conscious  though  they  were  of  this 
fact,  the  Federal  Reserve  Banks  and 
the  Federal  Reserve  Board  were  forced 
to  adopt  this  policy.  The  Liberty 
loans  could  not  otherwise  have  been 
floated.  Without  borrowing  from  their 
banks,  the  people  could  not  have 
purchased  their  necessary  allotment  of 
bonds,  and  the  banks  could  not  have 
made  these  loans  unless  the  Federal 
Reserve  Banks  had  rediscounted  for 
them  on  the  security  of  these  loans  at 
rates  which  did  not  involve  loss.  Had 
the  Reserve  Banks  refused  to  adopt  this 
policy,  public  opinion  would  certainly 
have  condemned  them  and  probably 
Congress  would  have  forced  them  to  it. 

Responsibility   for   the   Rise  and 
Fall  of  Prices 

One  of  the  penalties  that  had  ulti- 
mately to  be  paid  for  this  Aiolation  of 
sound  banking  principles  was  misun- 
derstanding and  criticism,  not  criticism 
of  this  policy,  which  had  the  hearty  and 


even  enthusiastic  endorsement  of  pub- 
lic opinion,  but  criticism  of  the  meas- 
ures the  Federal  Reserve  Banks  had 
ultimately  to  adopt  in  order  to  save 
themselves  and  the  credit  system  of 
the  country  from  the  consequences  of 
this  policy. 

This  misunderstanding  and  criticism 
resulted  from  the  contemporaneous  ex- 
pansion of  bank  credits  and  the  rise  of 
prices.  Both  were  necessary  results 
of  the  same  causes,  namely,  the  read- 
justments in  the  relations  between  the 
demand  and  supply  of  important  groups 
of  commodities  and  the  transfer  on  a 
large  scale  of  demand  operations  from 
private  individuals  and  corporations  to 
the  government.  But  the  people,  with 
the  assistance  of  a  group  of  economists, 
interpreted  the  causal  relations  differ- 
ently. They  insisted  that  the  expan- 
sion of  bank  credits  was  the  cause  of 
the  rising  prices,  and,  since  the  discount 
policy  of  the  Federal  Reserve  Banks 
was  held  to  be  chiefly  if  not  wholly 
responsible  for  the  inflation,  these 
banks  were  held  responsible  for  the 
high  prices. 

This  theory  aroused  no  widespread 
criticism  of  the  Federal  Reserve  Banks 
so  long  as  prices  continued  to  rise  and 
prosperity  to  be  general,  but,  when  the 
high  price  period  came  to  an  end  and 
the  opposite  movement  got  under  way, 
the  belief  that  the  Federal  Reserve 
Banks  and  the  Federal  Reserve  Board 
could  greatly  influence  and  perhaps 
control  price  movements  subjected 
them  to  pressure  from  people  who  were 
being,  or  thought  they  were  being, 
injured  by  the  slump  in  prices  and, 
when  the  banks  did  not  yield  to  this 
pressure,  to  the  severe  criticism  of  these 
people. 

The  course  of  events  which  resulted 
in  such  pressure  and  criticism  seems  to 
have  been  about  as  follows:  The  Arm- 
istice was  succeeded  by  about  a  year 
and  a  half  of  booming  business,  accom- 
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panied  by  extravagance,  speculation 
and  soaring  prices.  Bank  credits,  in- 
cluding those  of  the  Federal  Reserve 
System,  expanded  rapidly,  and  bank 
reserves  rapidly  declined.  Towards 
the  end  of  1919  ordinary  prudence  and 
a  decent  regard  for  the  safety  of  our 
credit  system  demanded  that  a  halt  be 
called.  The  Federal  Reserve  Board 
and  the  responsible  officers  of  the 
Federal  Reserve  Banks  felt  and  knew 
that  good  banking  policy  would  have 
required  them  to  put  on  the  breaks 
much  earlier,  but  they  were  stopped  by 
the  financial  exigencies  of  the  govern- 
ment whose  need  for  floating  large 
loans  did  not  end  with  the  Armistice. 
The  government  needed  the  aid  of  the 
Federal  Reserve  Banks  quite  as  much 
as  during  the  War. 

During  the  year  1919  the  Federal 
Reserve  Banks  and  the  Federal  Re- 
serve Board  tried  in  vain  to  moderate 
the  pace  of  the  member  banks  by  moral 
suasion  and  other  indirect  methods  and 
it  was  not  until  December  of  that  year 
that  the  financial  condition  of  the 
government  freed  their  hands  to  such 
an  extent  that  they  felt  free  to  apply 
the  brake  of  increasing  discount  rates. 

The  upward  movement  of  prices 
came  to  an  end  in  the  early  summer  of 
1920  and  the  slump  that  followed  syn- 
chronized very  closely  with  the  period 
of  high  discount  rates  at  the  Federal 
Reserve  Banks.  The  pressure  upon 
the  banks  to  carry  people  who  were  in 
trouble  on  account  of  the  rapidly 
shrinking  value  of  inventories,  and 
farmers  whose  crops  could  either  not 
be  marketed  at  all  or  at  prices  much 
below  the  cost  of  production,  was  very 
great.  The  Federal  Reserve  Banks 
and  the  Federal  Reserve  Board  urged 
the  member  banks  to  extend  all  possi- 
ble assistance  to  these  distressed  people 
and  supported  them  in  this  policy  by 
liberal  rediscounts,  with  the  result  that 
the  total  loans  and  discounts  of  the 


banks  continued  to  increase  for  several 
months  after  the  slump  in  prices  started 
and  did  not  show  any  tendency  to 
decline  until  near  the  end  of  the  year 
1920.  The  demand  for  bank  accom- 
modations was  so  great  as  to  keep  rates 
at  a  high  level  and  to  make  excessive 
rates  possible  in  individual  cases. 

Pressure    for    Lower   Rediscount 

Rates 

In  times  of  financial  distress  people 
always  search  for  an  explanation  in  the 
hope  of  finding  some  means  of  relief, 
and,  in  this  case,  the  process  of  reason- 
ing outlined  above,  running  from  Fed- 
eral Reserve  Bank  discount  rates 
through  general  bank  credits  to  prices, 
seemed  to  furnish  the  key  and  also  to 
suggest  a  remedy.  Proof  that  low 
discount  rates  result  in  expanding 
bank  credits  and  rising  prices  and  high 
discount  rates  in  contraction  of  credits 
and  falling  prices,  seemed  to  be  at  hand 
in  the  fact,  easy  to  establish  by  statis- 
tics and  graphs,  that  prices  did  rise 
during  the  period  of  low  discount  rates 
and  began  to  fall  soon  after  the  policy 
of  higher  discount  rates  was  inaugura- 
ted. The  remedy  seemed  clearly  to  be 
a  radical  cut  in  discount  rates,  which, 
it  was  claimed,  would  result  in  the 
expansion  of  credits  or,  at  least,  in  pre- 
venting contraction  and  in  a  check  on 
the  price  slump  and,  if  continued,  in 
an  upward  movement  of  prices. 

The  spokesmen  of  the  distressed 
classes  in  the  community  deluged  the 
Federal  Reserve  Board  with  appeals 
for  this  kind  of  relief  and,  upon  its  re- 
fusal to  grant  it,  wath  criticism  and,  in 
some  instances,  even  with  abuse.  The 
Board  was  clearly  between  the  devil 
and  the  deep  sea.  There  was  no  ques- 
tion about  the  necessity  for  high  dis- 
count rates  and  the  removal  of  the 
differential  in  favor  of  government 
paper-secured  loans  if  the  credit  sys- 
tem of  the  country  was  to  be  kept  in  a 
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sound  condition;  but  it  was  equally- 
clear  on  the  other  hand  that  that  policy 
was  unpopular. 

Recent  Criticisms  of  Reserve 
Board  Policy 

The  old  saw  that  misfortunes  never 
come  singly  proved  true  in  this  case. 
At  this  truly  critical  time  the  Federal 
Reserve  Board  was  publicly  attacked 
in  newspapers  and  before  Congress. 
Beside  the  abolition  of  the  progressive 
rates  in  force  in  four  of  the  districts  and 
a  general  cutting  of  discount  rates,  it  is 
not  easy  to  determine  precisely  what 
these  critics  wanted  the  Board  to  do, 
but  one  demand  seems  to  have  been  for 
it  to  undertake  the  task  of  cleaning 
up  all  the  dirty  places  in  our  banking 
system  even  to  the  extent  of  correcting 
the  bad  practices  of  individual  bankers. 
Through  the  examinations  conducted 
by  the  Controller  of  the  Currency  a 
number  of  these  had  been  discovered  or 
at  least  it  was  so  thought.  It  was  also 
demanded  that  the  Board  use  its  influ- 
ence with  the  Federal  Reserve  Banks 
to  force  or  to  induce  them  to  refiLse  to 
grant  credit  to  member  banks  that 
were  not  playing  the  banking  game  in 
the  manner  in  which  the  critics  thought 
it  ought  to  be  played. 

In  the  course  of  this  campaign  of 
criticism,  a  number  of  charges  were 
brought  against  the  Federal  Reserve 
Board  and  the  Federal  Reserve  Banks, 
especially  that  of  New  York  City. 
The  chief  of  these  were :  that  the  Board 
is  suffering  from  "bureaumania"  and 
is  unsympathetic,  governing  itself  by 
general  rules  which  it  refuses  to  relax 
in  individual  cases  which  are  thought 
to  appeal  to  the  sympathy  of  its  mem- 
bers; that  it  is  extravagant,  sanctioning 
too  high  salaries  and  other  unnecessary 
expenditures;  that  it  has  permitted  an 
inequitable  distribution  of  credit,  Wall 
Street  being  favored  and  the  farmers 
pinched;  that  it  refused  to  abandon  the 


progressive  rate  policy  or  even  greatly 
to  modify  it  when  cases  of  what  were 
regarded  by  the  critics  as  excessive  rates 
were  brought  to  its  attention,  and  that 
it  refused  to  reverse  its  rate  policy  when 
the  harm  being  wrought  by  the  slump 
in  prices  became  apparent. 

In  support  of  these  charges,  the 
critics  indulged  in  fallacious  reasoning, 
misuse  of  statistics  and  the  familiar 
tricks  of  the  political  stump  speaker. 
They  frequently  disregarded  those 
parts  of  the  Federal  Reserve  Act  which 
determined  the  distribution  of  powers 
and  duties  between  the  Federal  Reserve 
Banks  and  the  Federal  Reserve  Board, 
or  put  an  interpretation  upon  them 
which  varied  from  that  made  by  the 
Board.  In  matters  of  this  kind  there 
is  often  room  for  differences  of  opinion, 
but  the  critical  energy  was  moved  by 
the  assumption  that  the  Board  was 
wrong  and  refused  to  conform  to  the 
judgment  of  a  superior  wisdom. 

Apparently  the  critical  force  had  no 
conception  of  the  consequences  that 
would  follow  the  Board's  failure  strictly 
to  follow  general  rules  of  action  impar- 
tially applied.  Even  if  the  laws  under 
which  it  operates  gave  it  the  right  so 
to  do,  the  attempt  to  deal  with  the  cases 
of  individual  bankers  or  of  individual 
borrowers  would  soon  swamp  it  with 
an  unmanageable  mass  of  detail  and 
render  impossible  the  execution  of  any 
policy  however  necessary  or  desirable. 

The  favorite  method  of  proving  that 
Wall  Street  was  being  favored  and  the 
farmers  pinched  was  to  quote  statistics 
that  show  that  the  Federal  Reserve 
Bank  of  New  York  was  loaning  at  one 
time  to  one  member  bank,  or  to  a  few 
large  member  banks,  more  than  certain 
other  Reserve  Banks  in  the  agricultural 
sections  were  loaning  to  large  numbers 
or  to  all  their  member  banks.  That 
it  is  necessary  to  observe  the  relation 
between  the  amount  of  the  real  credit 
needs  of  all  the  constituents  of  each 
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Federal  Reserve  Bank  and  the  total 
amount  of  loans  in  each  case  before 
such  statistical  comparisons  can  have 
any  significance,  either  never  occurred 
to  the  critics  or  they  chose  to  ignore  the 
fact  in  order  to  make  an  effect  on  their 
audience.  Moreover,  these  facts  were 
not  emphasized:  That  Reserve  Banks 
in  the  farming  country  borrowed  from 
other  Reserve  Banks,  usually  in  the 
East,  or  that  large  banks  in  centers  like 
Chicago  ran  up  their  indebtedness  at 
the  Federal  Reserve  Banks,  in  part  if 
not  chiefly,  to  help  their  correspond- 
ents located  in  agricultural  sections. 

Much  was  also  made  of  the  fact  tliat 
some  member  banks  in  the  New  York 
district,  rediscounting  heavily  at  the 
Federal  Reserve  Bank,  were  them- 
selves loaning  heavily  to  speculative 
customers,  without  attempting  to  show 
what  was  the  proportion  of  such 
loans  to  the  total  in  each  case  or  how 
cutting  down  the  lines  of  discount  of 
these  banks  at  the  Federal  Reserve 
Bank  would  have  affected  their  con- 
stituents as  a  whole;  or  without  even 
debating  the  question  whether  it  would 
be  good  policy  for  the  Federal  Reserve 
Bank  in  New  York  to  refuse  to  redis- 
count good,  eligible  paper  for  a  bank 
on  the  ground  that  it  disapproves  some 
of  its  loans. 

The  opponents  of  Reserve  Board 
policy  appear  to  believe  that  the  Fed- 
eral Reserve  Bank  of  New  York  and 
the  Federal  Reserve  Board  are  guilty  of 
sins  of  omission  or  of  commission  rela- 
tive to  the  New  York  call  loan  market. 
They  argue  that  high  rates  on  that 
market  attract  funds  from  other  parts 
of  the  country  w^hich  ought  to  be 
loaned  at  home  and  otherwise  would  be. 
Just  how  they  would  use  the  Federal 
System  to  prevent  this  they  nowhere 
make  clear.  Perhaps  they  would  have 
the  Federal  Reserve  Bank  of  New  York 
refuse  to  rediscount  for  a  bank  that 
loans  on  the  call  market! 


With  almost  hysterical  enthusiasm 
were  cited  the  cases  of  a  little  bank  in 
Alabama  and  a  few  others  in  which  the 
application  of  the  progressive  rate  rule 
had  resulted  in  very  high  rates  on  a 
few  loans.  These  were  exploited  to  the 
limit  in  public  addresses.  The  mem- 
bers of  the  Reserve  Board  probably  dis- 
liked these  extreme  results  of  the  pro- 
gressive principle  quite  as  much  as 
anyone  else,  but  they  stubbornly 
thought  out  their  own  remedy.  They 
recommended  a  rebate  of  the  excessive 
interest  payments  in  these  cases  and 
the  deferring  of  final  judgment  on  the 
principle  itself  until  wider  experience 
should  give  them  more  light.  The 
critics  had  their  own  notions,  however, 
and  one  was  to  play  upon  the  feelings 
and  prejudices  of  their  audiences 
through  the  use  of  these  extreme  cases. 

The  refusal  of  the  Board  to  lower 
discount  rates  when  the  slump  in 
prices  occurred  was  classed  as  "unpar- 
donable." The  arguments  disclosed 
complete  unconsciousness  of  the  fact 
that  there  was  room  for  differences  of 
opinion  regarding  the  best  policy  to 
pursue  at  that  time  or  of  the  reasons 
for  the  Board's  refusal.  The  Board's 
action  could  only  be  accounted  for  on 
the  ground  of  "inertia"  or  "inability 
to  comprehend  the  meaning  of  events." 

Discrimination  Against  the  Farmer 

The  criticism  that  the  Federal  Re- 
serve System  has  discriminated  against 
the  farmers  seems  to  have  been  endorsed 
by  a  good  many  people  in  agricultural 
sections,  especially  in  the  South  and 
some  parts  of  the  West  where  farmers 
have  been  especially  hard  pressed  by 
the  slump  in  prices.  The  real  credit 
needs  of  these  farmers  have  been  very 
great  and  their  desire  for  credit  in 
many  cases  has  been  in  excess  of  their 
needs,  since  they  wanted  loans  to  en- 
able them  to  liold  their  crops  for  cost- 
of-production-pli!s-])rofits  prices  for  the 
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realization  of  which  there  were  no  real 
prospects.  In  many  cases,  doubtless, 
these  needs  and  desires  have  not  been 
satisfied  and  the  Federal  Reserve  Banks, 
or  the  Federal  Reserve  Board,  or  both, 
have  been  held  responsible  for  the 
failure.     Why? 

The  testimony  of  Governors  Hard- 
ing, Strong  and  others  before  the  Joint 
Commission  of  Agricultural  Inquiry 
clearly  shows  that  the  Federal  Reserve 
System  has  not  been  at  fault  in  this 
matter;  that,  on  the  contrary,  the 
resources  of  this  System  have  been  put 
at  the  disposal  of  member  banks  in  the 
agricultural  sections  without  stint  and 
that  member  banks  have  been  urged 
to  respond  to  the  farmers'  needs  to  the 
fullest  extent  possible.  There  is  no 
evidence  that  rediscounts  of  eligible 
paper  have  been  refused  member  banks 
in  these  sections,  but,  on  the  contrary, 
the  evidence  shows  that  the  Federal 
Reserve  Banks  in  these  regions  have 
borrowed  heavily  from  other  Federal 
Reserve  Banks  and  stretched  the  eligi- 
bility rules  to  the  limit  in  order  to  ac- 
commodate such  banks.  There  is  also 
abundant  evidence  that  member  banks 
have  taken  advantage  of  these  privi- 
leges and  as  a  whole  have  responded 
liberally  to  the  farmers'  needs.  Their 
rediscounts  and  loans  have  expanded 
rapidly  since  the  slump  in  prices  began, 
the  former  passing  far  beyond  the 
normal  lines  of  credit  set  for  them  by 
the  regulations  of  the  Federal  Reserve 
Banks,  and  in  many  cases  member 
banks  have  gone  beyond  the  limits  set 
by  sound  practice  in  order  to  accom- 
modate their  farmer  customers. 

Limitations  of  Co:mmercial  Banking 

The  explanation  of  the  farmers' 
criticisms  must  be  sought  in  a  mis- 
understanding of  the  limitations  of  our 
commercial  banking  system,  on  the  one 
hand,  and  of  our  Federal  Reserve  Sys- 
tem, on  the  other.     These  critics  do 


not  know  that  the  chief  stock-in-trade 
of  commercial  banks  is  short  time  self- 
liquidating  paper,  that  the  amount  of 
any  other  kind  of  paper  they  should 
carry  is  strictly  limited  and  that,  if 
they  go  beyond  this  limit,  they  get 
themselves  and  everybody  else  into 
trouble.  Nor  do  these  critics  realize 
that  a  large  part  of  their  own  paper  in 
normal  times,  and  most  of  what  they 
have  to  offer  in  these  critical  times,  is 
not  of  the  short  term  self-liquidating 
kind.  It  is  unfortunate  that  we  do 
not  have  institutions  especially  fitted  to 
satisfy  these  credit  needs,  but  the  fact 
is  that  we  have  not.  Our  banking 
system  is  defective  at  this  point,  but 
from  this  fact  it  does  not  follow  that  it 
would  be  good  policy,  or  any  advantage, 
even  to  the  farmer,  to  wreck  our  com- 
mercial banlcs  in  an  effort  to  do  what 
they  are  unfitted  to  do. 

Neither  do  these  farmer  critics  seem 
to  know  that  a  Federal  Reserve  Bank 
can  serve  them  only  through  a  member 
bank  and  then  only  by  means  of  redis- 
counting  eligible  paper.  If  the  mem- 
ber bank  with  which  the  farmer  deals 
does  not  have  eligible  paper  or  is  un- 
willing to  offer  it  for  rediscount,  the 
Federal  Reserve  Bank  can  do  nothing. 

Misguided  Opposition 

The  farmer  has  also  misunderstood 
the  operation  of  high  rediscount  rates, 
especially  those  of  the  progressive 
variety.  He  has  thought  that  these 
rates  have  prevented  rediscounts  by 
his  bank  and  in  this  way  have  made  it 
impossible  for  his  banker  to  accom- 
modate him.  In  some  cases,  doubtless, 
he  has  been  given  this  impression  by 
the  banker  himself  who  has  preferred 
"passing  the  buck"  to  the  Federal 
Reserve  Bank  to  giving  his  customer 
the  true  reason  for  his  unwillingness  to 
accommodate  him.  That  rediscounts 
in  agricultural  sections  have  not  been 
prevented  by  high  rediscount  rates  is 
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shovm  by  the  facts.  The  rediscount 
item  has  increased  in  spite  of  these 
rates.  What  these  high  rates  were 
intended  to  acconipHsh  and  what  Ihey 
evidently  did  accompUsh,  was  to  force 
more  careful  discrimination  between 
real  and  unreal  and  between  greater 
and  lesser  needs  and  to  cut  down  the 
volume  of  speculation. 

Farmers  have  also  been  infected  by 
the  theory  that  the  so-called  deflation 
policy  of  the  Federal  Reserve  Banks 
caused  the  slump  in  prices. 

Public  Support  or  Class  Control 

No  one  would  be  so  rash  as  to  claim 
infallibility  for  the  Federal  Reserve 
Board  or  for  the  responsible  officers  of 
the  Federal  Reserve  Banks,  least  of  all 
these  persons  themselves.  It  would 
be  strange  if  they  had  not  made  mis- 
takes. They  have  had  to  conduct  a 
new  institution  during  a  period  in 
which  conditions  were  excessively  ab- 
normal and  in  which  principles  and 
rules  of  action,  seemingly  well  estab- 
lished by  experience,  were  clearly  in- 
applicable. They  have  had  to  blaze 
new  trails  and  to  settle  new  problems 
upon  which  very  little  light  was  thrown 
by  past  experiences  here  of  in  other 
countries.  But  no  fair-minded  person 
can  read  and  digest  the  testimony  of 
Governors  Harding,  Strong,  Miller  and 
others  before  the  Joint  Commission  of 
Agricultm-al  Inquiry  and  escape  the 
conviction    that    every    policy    they 


adopted  was  carefully  thought  out  in 
the  light  of  the  actual  conditions  con- 
fronting them,  that  these  pohcies 
worked  on  the  whole  extremely  well 
and  in  the  best  interests  of  the  country, 
that  these  men  are  able  and  conscien- 
tious and  know  their  business  and  that 
the  country  was  veyy  fortunate  to 
have  the  operation  of  the  Federal 
Reserve  System  in  their  hands  during 
this  extremely  critical  period  in  its 
history. 

The  unfortunate  thing  is  that  few 
of  the  fair-minded  people  of  the  coun- 
try can  or  will  read  that  testimony. 
The  ordinary  man  knows  little  about 
banking  and  would  find  it  difficult  to 
understand  discussions  regarding  it  if 
he  did  read  them.  Pubhc  opinion 
regarding  such  matters  is  not  formed 
by  careful  reflection  and  weighing  of 
the  facts.  Large  numbers  of  people 
are  bound  to  be  influenced  and  to  have 
their  opinions  determined  by  such 
criticisms  as  have  been  made.  Since 
the  charter  period  of  the  Federal  Re- 
serve Banks  extends  for  several  more 
years,  the  effect  of  this  misguiding  of 
the  public  mind  and  feeling  is  likely  to 
be  demands  upon  Congress  for  modifi- 
cations of  the  Federal  Reserve  System 
in  the  direction  of  making  it  subservient 
to  special  interests  and  attempts  to 
put  the  system  in  the  control  of  men 
who  will  use  it  in  the  promotion  of  such 
interests.  It  is  time  for  the  friends  of 
sound  banking  to  be  on  the  alert. 


The  Development  of  an  Open  Market  for 
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IT  is  the  function  of  an  open  discount 
market  to  promote  mobility,  elastic- 
ity and  maximum  economy  in  the  use 
of  credit.    Mobility  is  assured  through 


the  free  sale  and  purchase  of  bills  and 
paper  acceptable  as  a  basis  of  dealing 
in  the  market.  \Miere  pressure  is  felt 
bills  are  offered  for  sale  and  the  result- 
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ing  funds  relieve  the  pressure.  The 
funds  are  offered  by  those  districts 
where  temporarj'^  abundance  prevails, 
and  where,  therefore,  a  profitable 
em])loynient  of  the  surplus  is  sought. 
Thus,  through  the  instrumentality  of 
the  discount  market,  funds  are  trans- 
ferred from  places  where  they  are 
wanted  less  to  places  where  they  are 
wanted  more.  This  is  the  essence  of 
credit  mobility.  Just  as  an  open  dis- 
count market  promotes  mobility  of 
credit  it  also  promotes  elasticity, 
namely,  expansion  and  contraction  in 
response  to  changing  demand.  An 
increase  in  demand  is  indicated  by  a 
growing  abundance  of  paper  offered  in 
the  market.  A  decrease  in  demand  is 
likewise  reflected  in  the  liquidation  of 
maturing  paper,  and  in  the  diminution 
in  the  volume  of  new  paper  flowing  into 
the  market  and  offered  for  sale.  The 
more  abundant  offering  of  new  paper 
tends  to  lead  to  credit  expansion,  while 
the  liquidation  of  that  which  matures, 
and  which  is  not  offset  by  a  corre- 
sponding offer  of  new  paper,  results  in 
contraction. 

An  open  discount  market  can  be 
developed  irrespective  of  the  system 
of  reserve  organization  that  may 
characterize  a  given  country.  Even 
imder  a  system  of  scattered  reserves, 
there  is  nothing  to  i:)revent  banks  and 
individuals  in  different  sections  of  the 
countrv'  from  buying  and  selling  dis- 
counts from  and  to  one  another  and 
from  developing  whatever  market 
machinery  may  be  necessary  for  the 
purpose.  Yet  since  such  operations 
necessarily  imply  large  and  rapid 
movements  of  funds,  it  is  obvious  that 
under  a  centralized  scheme  of  reserves, 
with  effective  clearing  machinery,  the 
inevitable  shifting  of  funds  growing 
out  of  open  market  operations  can 
\)e  executed  with  least  friction  and 
delay. 

Moreover,  under  a  centralized  system 


of  reserves  an  open  discount  market 
contributes  toward  economy  of  opera- 
tion of  the  credit  system  because,  by 
promoting  the  free  flow  of  funds,  it 
permits  the  full  utilization  of  available 
credit  in  the  market  before  further 
expansion  by  the  central  institution 
becomes  necessary.  If  pressiu-e  devel- 
ops in  any  area,  through  the  facilities 
of  the  open  market  the  surpluses  of 
other  areas  can  immediately  be  drawn 
upon  without  initial  resort  to  the 
reserve  holding  agency.  With  an  open 
discount  market  the  free  credit  tends 
to  be  completely  absorbed  before  the 
central  reserve  agency  is  called  upon 
for  the  expansion  that  usually  implies 
a  weakening  of  basic  reserves. 

Lastly,  it  may  be  said  that  an  open 
market  may  also  be  serviceable  in  the 
international  flow  of  credit  and  in  the 
safeguarding  of  the  domestic  reserve 
situation.  If  the  market  is  sufficiently 
well  established,  and  if  the  dealings  in 
it  are  of  a  nature  and  a  scope  to  en- 
gender the  necessary  confidence,  the 
foreigner  may  be  induced  to  enter  in 
it  and  to  invest  in  its  wares  such  sur- 
plus funds,  temporarily  available,  as 
he  can  command.  As  demand  increases 
and  as  rates  of  discount  rise,  larger  and 
larger  sums  may  be  attracted  from 
abroad.  This  tends  favorably  to  affect 
the  exchange  rates  and  may  obviate  the 
necessity  of  bullion  shipments. 

Conditions  Creating  an  Open 
Discount  Market 

Since  an  open  discount  market  can- 
not create  itself,  it  follows  that  the 
development  of  such  a  market  must  be 
contingent  upon  a  favorable  conjunc- 
ture of  circumstances. 

First  of  all,  an  open  discount  market 
requires  forms  of  discountable  credit 
instrurAents  that  will  lend  themselves 
to  a  free  market  handling.  Not  all 
credit  instruments,  of  course,  are  avail- 
able for  open  market  operations,    Un- 


An  Open  Market  for  Commercial  Paper 


211 


der  the  old  national  banking  system, 
both  law  and  practice  checked  the 
development  of  satisfactory  open  mar- 
ket instruments.  The  typical  Ameri- 
can credit  instrument  under  that 
system  was  the  single  name  promis- 
sory note,  which,  owing  to  the  obvi- 
ously personal  character  of  the  credit 
which  it  represented,  was  not  adapted 
to  open  market  operations.  We  had  a 
so-called  "commercial  paper  market," 
but  its  facilities  were  at  the  service 
only  of  large  and  nationally  kno-wTi 
firms.  Moreover,  it  was  a  market  for 
the  first  placement  rather  than  for  the 
free  rehandling  of  paper.  It  would 
therefore  hardly  be  regarded  as  a  real 
discount  market. 

Similarly,  the  old  commercial  time 
draft  which  had  been  a  common  in- 
strument in  pre-Civil  War  days,  de- 
generated, under  the  pressure  of  the 
cash-discount  and  the  open-account 
system,  into  a  sort  of  "dunning" 
instrument,  employed,  in  all  except  a 
few  lines,  for  the  purpose  of  collect-* 
ing  overdue  accounts.  The  bankers' 
acceptance,  on  the  other  hand,  which 
is  admirably  adapted  to  free  and  rapid 
exchanging,  was  practically  unlawful 
down  to  the  time  when  provision  was 
made  for  it  in  the  Federal  Reserve  Act 
and  in  some  state  laws.  Thus  we  had 
no  open  discount  market  in  this  coun- 
try because  we  had  no  paper  that  could 
be  handled  in  such  a  market. 

But  in  addition  to  a  satisfactory 
commodity  to  be  handled  in  a  market, 
it  is  also  necessary  to  have  prospective 
buyers  and  sellers.  In  other  words, 
there  must  be  a  favorable  attitude 
toward  the  market  and  a  willingness  to 
use  its  facilities  on  the  part  of  those  who 
are  expected  to  resort  to  it.  But  in 
this  respect,  also,  American  banking 
practice  had  developed  along  different 
lines.  We  had  put  the  emphasis  on 
independent,  highly  competitive  local 
institutions,  each  more  or  less  distrust- 


ful of  the  rest  and  safeguarding  its 
business  secrets  with  a  peculiar  jeal- 
ousy. The  cash-discount  and  single- 
name  system  also  tended  to  emphasize 
the  direct  relations  between  the  banker 
and  his  client  and  was  thus  inimical  to 
the  development  of  a  system  which 
implied  the  free  handling  of  paper  in 
an  open  market.  In  general,  except  in 
their  relations  with  their  regular  metro- 
politan correspondents,  bankers  did 
not  wish  to  confess  the  need  for  any 
assistance.  Hence  there  was  a  strong 
tendency  for  them  to  hold  on  to  the 
paper  that  they  had  originally  dis- 
counted. They  also  often  objected  to 
disclosing  the  rates  which  they  orig- 
inally charged,  and  some  have  accused 
them  also  of  wishing  to  "hog"  the 
whole  interest  and  of  being  unwilling 
to  split  it  with  others  through  a  proc- 
ess of  rediscounting  or  reselling  in  an 
open  market.  However  all  this  may 
be,  the  fact  remains  that  our  bankers 
were  not  particularly  well  disposed 
toward  open  discount  market  opera- 
tions. 

The  Reserve  System  Provides  an 
Open  IVIarket 

The  framers  of  the  Federal  Reserve 
Act  thus  had  a  task  on  their  hands. 
The  advantages  of  an  open  discount 
market  were  freely  enough  conceded, 
but  how  were  they  to  provide  the  neces- 
sary technical  expedients?  And  how 
lay  the  foimdation  for  a  favorable 
attitude  toward  such  a  market?  In  an 
earlier  article,  published  in  The  Annals 
in  January,  1916,  the  WTiter  discussed 
the  pro\asions  of  the  Federal  Reserve 
Act  and  the  regulations  of  the  Federal 
Reserve  Board  bearing  on  the  subject 
of  commercial  paper  and  promulgated 
up  to  that  time.  The  great  contribu- 
tion of  the  Act  itself  was  a  system  of 
reserve  centralization  and  control,  the 
basis  of  a  system  of  domestic  clearings 
and  transfers,  and  the  legalization  of 
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bankers'  acceptances.  These  accept- 
ances were  at  first  limited  to  export 
and  import  transactions,  but  were  later 
made  applicable  to  domestic  transac- 
tions as  well.  Similarly,  the  amount 
of  acceptances  for  which  a  member 
bauk  might  make  itself  liable  was 
increased  from  50  per  cent  to  100  per 
cent  of  its  combined  capital  and  sur- 
plus. The  Board's  contribution  is  to 
be  found  in  the  regulations  which  it 
has  drawn  up  in  connection  with  the 
different  forms  of  commercial  paper 
and  in  the  policies  which  it  has  pur- 
sued toward  encouraging  the  use  of, 
and  the  investment  in,  paper  accept- 
able for  open  market  operations. 

At  the  present  time  it  may  be  said 
that  Section  13  of  the  Reserve  Act 
supplies  the  member  banks  with  their 
authority  to  engage  in  the  acceptance 
business.  The  acceptances  which  they 
create  must  have  a  maturity  not 
greater  than  six  months,  exclusive  of 
days  of  grace.  They  may  grow  out  of 
transactions  involving  the  exportation 
or  importation  of  goods  or  out  of  those 
involving  domestic  shipments,  but  in 
the  latter  case  the  acceptances  must 
be  accompanied  by  shipping  docu- 
ments conveying  or  securing  title  at  the 
time  the  member  bank  makes  the 
acceptance,  or  they  must  be  secured  by 
warehouse  receipts  or  other  such  docu- 
ments conveying  or  securing  title 
covering  readily  marketable  staples. 
Similarly,  under  regulations  drawn  up 
by  the  Board,  member  banks  may 
accept  drafts  or  bills  of  exchange 
drawn  upon  them  by  banks  or  bankers 
abroad  where  the  purpose  is  to  furnish 
dollar  exchange  required  by  the  usages 
of  trade.  Such  acceptances  must  not, 
however,  have  more  than  three  months' 
sight  to  run. 

The  total  amount  of  acceptances  for 
each  member  bank  is  restricted  to  a 
sum  equal  to  one-half  of  its  paid-up  and 
unimpaired    capital    and    surjjlus,    al- 


though under  gejieral  regulations  the 
Reserve  Board  may  authorize  a  mem- 
ber bank  to  accept  bills  growing  out  of 
exports  and  imports  up  to  the  full 
amount  of  its  capital  and  surplus. 
There  is,  however,  the  proviso  that  in 
no  event  may  the  domestic  or  the  dol- 
lar exchange  acceptances  exceed  a  total 
of  fifty  per  cent  of  the  member  banks' 
capital  stock  and  surplus.  Similarly, 
there  is  a  general  restriction  to  the 
effect  that  no  member  bank  may  accept 
for  any  one  person  or  firm  to  an  amount 
greater  than  10  per  cent  of  its  paid-up 
and  unimpaired  capital  and  surplus 
unless  the  member  bank  is  secured 
either  by  attached  documents  or  by 
some  other  adequate  security  growing 
out  of  the  same  transaction  as  the 
acceptance.  All  acceptances  in  these 
different  classes  which  mature  within 
three  months,  exclusive  of  days  of 
grace,  and  carry  the  indorsement  of  at 
least  one  member  bank,  are  eligible 
for  discount  at  Federal  Reserve 
Banks. 

But  more  important  still,  so  far  as  an 
open  discount  market  is  concerned, 
are  the  provisions  of  Section  14  of  the 
Federal  Reserve  Act.  This  section 
authorizes  Federal  Reserve  Banks, 
under  regulations  prescribed  by  the 
Board,  to  purchase  and  sell  in  the  open 
market,  at  home  or  abroad,  from  or  to 
domestic  or  foreign  banks,  firms,  cor- 
porations, or  individuals,  cable  trans- 
fers and  bankers'  acceptances  and  bills 
of  exchange  of  the  kinds  and  maturi- 
ties made  eligible  for  rediscount,  with 
or  without  the  indorsement  of  a  mem- 
ber bank.^ 

Since  nothing  like  an  open  discount 
market  had  developed  in  this  country, 
it  was  foreseen  that  in  trying  to  build 
one  up  and  to  win  the  support  of  the 

^  In  this  connection  attention  should  be  called 
to  the  fact  that  some  of  the  states  have  also 
authorized  their  banking  institutions  to  engage 
in  the  acceptance  business. 
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member  banks,  the  leadership  of  the 
Reserve  Banks  would  have  to  be  relied 
upon.  This  is  what  gives  special  sig- 
nificance to  the  provisions  of  Section 
14.  For  the  same  reason  much  sig- 
nificance attaches  also  to  the  regula- 
tions of  the  Board  bearing  on  the 
eligibility  of  paper  for  rediscount  at 
and  for  open  market  purchases  by  the 
Reserve  Banks. 

In  general,  it  may  be  said  that  paper 
to  be  eligible  for  discount  must  have 
grown  out  of  a  transaction  involving 
"producing,  purchasing,  carrying  or 
marketing  goods  in  one  or  more  of  the 
steps"  of  "production,  manufacture 
or  distribution,  or  for  the  purpose  of 
carrying  or  trading  in  bonds  or  notes 
of  the  United  States. "^  On  the  other 
hand,  it  must  not  be  paper  whose  pro- 
ceeds are  to  be  used  for  fixed  invest- 
ments of  any  kind  or  for  other  capital 
purposes;  or  paper  used  for  specula- 
tive purposes  or  for  lending  to  others. 
Various  expedients  such  as  statements, 
shipping  documents,  warehouse  re- 
ceipts, etc.,  are  relied  upon  to  guarantee 
the  essential  nature  of  the  paper  and 
to  safeguard  its  security.  For  pur- 
poses of  rediscount  Section  13  of  the 
Reserve  Act  made  eligible  notes,  drafts 
and  bills  of  exchange  of  certain  types. 
But  open  market  pm^chases  by  the 
Reserve  Banks  were  limited  to  bankers' 
acceptances  and  bills  of  exchange  of 
the  kinds  and  maturities  made  eligible 
for  rediscount  by  Section  13.  The 
effect  of  this  limitation  was  to  rule  the 
promissory  note  out  of  the  field  of  open 
market  pm-chases,  leaving  within  this 
field  bankers'  acceptances,  bills  of 
exchange  and  so-called  trade  accept- 
ances which  are  defined  as  drafts  or 
bills  of  exchange  "dra^Ti  by  the  seller 
or  the  purchaser  of  goods  sold,  and 
accepted  by  such  purchaser."' 

*  Regulations  A,  Series  of  1920. 

*  Regulation  A,  Series  1920,  Section  V. 


The  Reserve  System  Encourages 
an  Open  Discount  Market 

From  the  beginning  the  Reserve 
Board  has  done  all  that  it  could  to 
further  the  development  of  an  open 
discount  market.  It  encouraged  the 
Reserve  Banks  in  their  efforts  to 
emphasize  the  importance  of  accept- 
ances as  investments,  not  only  by 
their  own  purchases  but  also  in  the 
favorable  rates  that  were  accorded 
them.  The  Board  has  cordially  ap- 
proved the  acceptance  service  that 
some  of  the  Reserve  Banks  have 
provided  for  their  member  banks.  Sim- 
ilarly, the  Board  has  also  dealt  gen- 
erously with  acceptances  in  its  regula- 
tions and  decisions,  although  it  has 
tried  at  the  same  time  to  maintain  the 
principles  laid  do^\^l  in  the  Reserve 
Act  with  respect  to  the  fimdamental 
character  of  the  paper.  During  and 
immediately  after  the  War  the  Board 
stretched  a  point  with  respect  to 
renewal  paper,  but  only  in  exceptional 
cases  can  such  paper  now  be  considered 
eligible.^ 

Favorable  rates  of  discount  were 
recognized  from  the  outset  as  the 
strongest  practical  stimulant  to  the 
growth  of  an  acceptance  market.  In 
their  open  market  purchases  the  Re- 
serv'c  Banks,  that  were  primarily  con- 
cerned, quoted  more  favorable  rates 
for  acceptances  than  for  other  com- 
mercial paper  and  granted  the  same 
discrimination  also  for  acceptances 
directly  discounted  for  the  member 
banks.  Such  preference  was  consid- 
ered fully  justified  by  the  essential 
character  of  the  paper.  On  the  other 
hand,  the  Reserve  Banks  allowed  the 
open  market  rates  to  control  buying 
rates  as  largely  as  possible,  shading 
the  rate  slightly  where  a  strong  indorse- 

*  See  Sixth  Annual  Report  of  the  Federal  Reserve 
Board  covering  operations  for  the  year  1919, 
page  22.  Ibid.,  page  33. 
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ment  justified  it.  To  induce  broader 
purchases  by  member  banks  the  Board 
itself  recognizes  that  a  differential  rate 
must  be  maintained  in  favor  of  prime 
bills  indorsed  and  rediscounted  by- 
member  banks.  Such  differential  always 
assures  the  member  bank  of  some 
profit  should  it  find  it  necessary  or  desir- 
able to  rediscount  at  its  Reserve  Bank 
the  acceptances  that  it  has  purchased.^ 

Special   Inducements   to   Buy 
Acceptances 

As  a  further  inducement  to  member 
banks  to  invest  in  acceptances,  some 
of  the  Reserve  Banks  have  maintained 
special  lines  of  service.  The  New  York 
Bank,  for  example,  has  for  several  years 
bought  bills  in  the  open  market  on 
member  bank  account.  If  desired,  the 
Reserve  Bank  retains  the  paper,  col- 
lects it  at  maturity  and  credits  the 
member  bank's  account.^  The  Rich- 
mond Reserve  Bank  also  buys  accept- 
ances for  its  member  banks  and  allows 
the  meml>er  bank  to  specify  the  names 
of  the  acceptors  whose  paper  is  wanted.^ 
The  Richmond  Bank  also  has  been 
buying  unindorsed  bills  directly  from 
the  acceptors.  This  encourages  the 
meml^er  bank  to  utilize  its  acceptance 
powers,  and,  at  the  same  time,  affords 
the  Reserve  Bank  the  opportunity  of 
keeping  well  informed  concerning  the 
methods  employed  in  the  granting  of 
acceptance  credits.  The  Boston  Bank 
has  been  making  persistent  efforts  to 
cultivate  investment  in  acceptances 
for  secondary  reserve  purposes.  The 
Cleveland  and  Chicago  Banks  report 
a  steady  broadening  of  the  market  as 
a  result  of  successful  missionary  work 

*  See  Sixth  Annual  Report  of  the  Federal  Reserve 
Board  covering  operations  for  the  year  1919, 
page  23. 

•  Report  of  Federal  Reserve  agent.  Sixth 
Annual  Report  of  the  Federal  Reserve  Board, 
page  319. 

^  Seventh  Annual  Report  of  the  Federal  Reserve 
Board,  page  52. 


with  their  member  banks  through  their 
member  bank  relations  department.* 

In  the  development  of  the  accept- 
ance market  it  was  recognized  that  the 
dealer  would  of  necessity  play  an 
important  part.  It  is  essential  to  the 
success  of  the  acceptance  that  it  be 
quickly  sold  after  acceptance  has  been 
effected.  The  dealer  has  been  increas- 
ingly relied  upon  to  effect  a  rapid  dis- 
tribution of  the  paper  as  it  is  created. 
Naturally,  unless  there  is  a  rapid  turn- 
over in  the  market,  the  dealer  may 
have  to  carry  large  amounts.  This 
requires  more  capital  than  most  dealers 
can  afford,  and  hence  some  of  the 
Reserve  Banks  have  followed  the  prac- 
tice of  carrying  a  part  of  this  load. 
The  Banks  take  the  paper  for  fifteen 
day  periods  under  a  re-purchase  agree- 
ment, pending  distribution.^  This  has 
made  it  possible  for  the  dealers  to 
operate  continuously  on  a  much  larger 
scale  than  would  otherwise  be  the  case, 
and  it  has  meant  much,  therefore,  in 
the  upbuilding  of  the  market. 

Extent  of  the  Acceptance  Market 

The  principal  market  into  which 
acceptances  flow  is,  of  course,  New 
York.  This  has  thrown  a  special  bur- 
den on  the  New  York  Reserve  Bank,  but 
through  allotments  to  other  Reserve 
Banks  this  burden  has  been  distributed 
to  some  extent.^"  Purchasers  of  accept- 
ances were  at  first  only  the  larger 
banks,  but  today  dealers  have  as 
clients  in  addition  to  many  banks, 
corporations,  firms  and  private  indi- 
viduals.^^ During  the  past  year  heavy 
purchases  on  foreign  account  have  also 
been  made.^^    Moreover,  in  some  states 

'  Seventh  Annual  Report  of  the  Federal  Reserve 
Board.,  page  52. 

'  Ibid.,  page  51. 

^^  Ibid.,  page  51. 

"  Ibid.,  page  50,  p.  3G6. 

^  See  Report  Federal  Reserve  agent.  New 
York  District — Seventh  Annual  Report  of  the 
Federal  Reserve  Board,  p.  382. 
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by  act  of  legislature  bankers'  accept-  of  these  districts.^'   But  it  is  reasonable 

ances  have  been  made  eligible  invest-  to  suppose  that  as  time  goes  on  the 

ments  for  savings  banks  and  this  prom-  advantage    of    the    acceptance    as    a 

ises  a  fruitful  source  of  demand.    The  liquid,  short-time  investment  will  be 

main  development  has  naturally  come  quite    generally    recognized    and    the 

in  the  larger  industrial  and  commercial  scope  of  the  market  should  be  more 

centers.    The  Board  states  that,  as  a  nearly  countrywide  than  it  is  now. 

rule,    in    the    South,    Southwest    and  The  general  trend  of  the  acceptance 

certain   parts    of   the    West,    meml^er  may   be   indicated    by   a   few   tables, 

banks   have    only   partially   exercised  Table  I  shows  the  acceptance  liabilities 

their   acceptance   powers,    while   pur-  of  member  banks  at  each  controller's 

chasers    of    acceptances    are    almost  call  since  November,  191;>. 

exclusively  banks  in  the  larger  centers  Tables  II  and  IIA  show  the  Reserve 

TABLE  I.   Volume  of  Member  Bank  Acceptances  as  per  the  Controller's 
Call  for  the  Specified  Dates  * 

(In  thousands) 

November  10,  1915 266 

December  31,  1915 32,876 

March  7,  1916 42,677 

May  1,  1916 62,452 

June  30,  1916 73,641 

September  12,  1916 81,290 

December  27,  1916 107,909 

March  5,  1917 108,550 

May  1,  1917 118,799 

June  20,  1917 157,870 

September  11,  1917 138,231 

November  20,  1917 153,645 

December  31,  1917 217,190 

March  4,  1918 230,164 

May  10,  1918 250,323 

June  29,  1918 231,805 

August  31,  1918 243,772 

November  1,  1918 332,719 

December  31,  1918 305,101 

March  4,  1919 269,173 

May  12,  1919 224,150 

June  30,  1919 -. 272,035 

September  12,  1919 323,226 

November  17,  1919 359,109 

December  31,  1919 407,639 

February  28,  1920 424,669 

May  4,  1920 438,430 

June  30,  1920 431,196 

September  8,  1920 414,583 

November  15,  1920 406,525 

December  29,  1920 375,416 

February  21,  1921 345,644 

April  28,  1921 304,231 

June  30,  1921 250,925 

*  Specially  prepared  by  the  Di\  ision  of  Analysis  and  Research  of  the  Federal  Reserve  Board. 
"See  Report  Federal  Reserve  agent.  New  York  District — Seventh  Annual  Report  of  the  Federal 
Reserve  Board,  p.  382. 
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TABLE  II.     Fkderal  Reserve  Baxk  Discounts  and  Purchases  of  Trade  and  Bankers' 

Acceptances  '' 

{In  thovsands) 


Year 

Discounts 

Purchases  in 

Open  Mabket 

Bankers 

Trade 

Bankers 

Trade 

1915 

19,940 

71,643 

187,162 

49,810 

1,959 
5,212 
37,771 
187,373 
138,420 
192,157 
101,129 

64,814 
369,762 
1,046,765 
1,748,503 
2,788,619 
3,143,737 
996,851 

31 

1916  

16,333 

1917  

30,948 

1918  

61,036 

1919       

30,558 

1920 

74,627 

1921-9  Mo 

0,687 

TABLE  II A.    Same  Data  bt  Months  for  1920  and  1921  to  Date 


1920 


Discounts 


Bankers 


Trade 


Purchases  in  Open  Market 


Bankers 


Trade 


January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

Year 

1921 

January 

February 

March 

April 

May 

June 

July 

August 

September 

9  Months 


17,226 

28,611 

34,534 

28,172 

15,254 

9,431 

7,069 

5,490 

8,103 

10,354 

13,275 

9,643 


16,520 
11,001 
23,383 
15,296 
16,541 
13,938 
13,457 
14,011 
17,100 
19,389 
15,143 
16,318 


299,746 
296,959 
298,459 
240,704 
270,498 
261,333 
209,296 
247,438 
255,858 
280,162 
230,832 
252,452 


187,162 


192,157 


3,143,737 


2,706 

3,349 

4,901 

6,890 

3,739 

24,419 

10,168 

12,270 

2,131 

1,670 

1,008 

1,376 


74.627 


8,430 
6,159 
1,512 
7,404 
6,560 
3,790 
1,942 
1,408 
2,605 


20,171 

13,256 

11,709 

10,860 

9,768 

9,937 

8,673 

8,781 

7,974 


121,135 

167,362 

148,698 

121,412 

137,980 

64,599 

46,623 

107,270 

81,772 


69,810 


101,129 


996,851 


1,064 

2,079 

557 

2,099 

622 

75 

47 

33 

111 


6,687 


•*  Specially  prepared  by  the  Division  of  Analysis  and  Research  of  the  Federal  Reserve  Board. 
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TABLE  III.     Bills  Bought  in  Open  Market" 
(In  Thousands  of  Dollars) 


Federal  Reserve  Bank 

1917 

1918 

1919 

1920 

1921  (9  mos.) 

Boston    .  .            

80,481 
445,307 
70,710 
51,007 
54,759 
25,388 
61,142 
22,788 
16,397 
17,561 
9,743 
48,018 

194,158 

945,498 
77,686 

122,800 
70,766 
45,477 

122,787 
26,096 
13,903 
14,691 
25,024 

150,653 

360,784 

1,211,399 

14,049 

261,750 
52,977 
51,061 

292,012 
87,503 

108,714 
26,086 
12,415 

345,827 

304,445 

1,697,330 

41,232 

294,602 
51,712 
39,576 

345,021 

36,020 

18,060 

17,173 

8,348 

364,845 

New  York 

Philadelphia 

Cleveland 

Richmond 

Atlanta 

Chicago 

St.  Louis 

Minneapolis 

Kansas  City 

Dallas 

San  Francisco 

Totals 

909,301 

1,809,539 

2,825,177 

3,218,364 

"  Yearly  returns  Seventh  Annual  Report  Federal  Reserve  Board,  p.  52. 


Bank  discounts  and  purchases  of 
bankers'  and  trade  acceptances  for 
indicated  periods. 

Table  III  shows  the  purchases  in 
the  open  market  by  or  for  the  account 
of  each  Federal  Reserve  Bank  during 
the  years  1917-1920  included  and  for 
the  first  nine  months  of  the  present 
year. 

Future   Development   Through 
Bankers'  Acceptances 

It  will  be  observed  that  from  the 
spring  of  1920  down  to  the  last  quarter 
of  1921  the  volume  of  operations 
declined.  This  was  due  primarily  to 
the  great  decline  in  our  foreign  trade, 
but  the  collapse  at  home  also  exerted  a 
considerable  influence.  Another  no- 
table circumstance  is  the  specially 
large  drop  in  trade  acceptances  as 
contrasted  with  bankers'  acceptances. 
The  experience  with  trade  acceptances 
has  not  been  particularly  encouraging. 
In  nature,  the  trade  acceptance  differs 
diametrically  from  the  bankers'  accept- 


ance and  experience  seems  to  prove 
that  it  lends  itself  to  serious  abuse.^* 
Evils  have  been  complained  of  also  in 
connection  with  bankers'  acceptances, 
but  such  evils  can  be  handled  through 
the  banks  more  easily  than  trade 
acceptance  abuses  can  be  remedied 
through  the  more  numerous  and  less 
amenable  private  business  firms.  The 
future  development  of  the  open  market 
is  thus  likely  to  rest  more  and  more 
completely  on  the  bankers'  acceptance, 
and  a  great  impetus  would  be  given  to 
this  development  if  in  domestic  busi- 
ness a  credit  procedure  based  on  the 
bankers'  acceptance  were  more  widely 
employed. 

"  The  Federal  Reserve  agent  of  District  No. 
1  in  his  1920  report  to  the  Board  says:  "The 
development  of  the  use  of  trade  acceptance — 
at  least  the  domestic  trade  acceptance — unlike 
that  of  the  bankers'  acceptances,  does  not  appear 
to  have  been  entirely  satisfactory.  That  they 
have  been  misused  there  is  little  question,  and 
for  the  most  part  the  banks  in  the  district  do  not 
feel  any  more  favorably  disposed,  if  as  much  so, 
to  encourage  their  use  than  in  the  past. 
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The  Efficiency  of  Credit 

By  O.  M.  W.  Sprague 

Harvard  University 


A  GOOD  irrigation  system  and  a 
perfect   system  of  credit   would 
exliibit  strikingly  similar  characteris- 
tics.   The  supply  of  credit,  as  of  water, 
would  be  abundant,  produced  at  a  min- 
imum cost,  and  free  from  interruption 
or   exliaustion.      Adequate   means    of 
distribution    would    be    developed    to 
furnish  the  water  in  the  one  case  and 
credit  in  the  other  to  every  part  of  the 
territory'  to  be  served.     And  then,  to 
seciu-e    good   results,    judgment    must 
needs  be  exercised  in  both  cases."    Unin- 
telligent and  lavish  use  of  the  water 
will  be  harmful  to  the  crops  and  may 
exhaust  the  most  abundant  sources  of 
supply.     Similarly  with  credit,  unre- 
strained use  has  an  unfavorable  effect 
upon  industrial  output,   stimulates  a 
rank  growth  of  speculation  and  is  the 
principal  cause  of  extreme  fluctuations 
in  the  general  level  of  prices.     Irriga- 
tion experience  also  teaches  that  ex- 
tensions   and    improvements    in    one 
direction  may  be  wasteful  and  even 
positively  hazardous  unless  they  are 
accompanied    by    balancing    develop- 
ments in  other  directions.    This  essen- 
tial requirement,  if  a  credit  system  is  to 
develop   in   a  satisfactory  fashion,   is 
commonly    overlooked.      The    estab- 
lishment and  operation  of  the  Reserve 
Banks  has  introduced  many  and  im- 
portant changes  in  our  banking  system. 
^^'hether  that  development  has  been  a 
well  balanced  development  is,  in  my 
judgment,  the  most  searching  and  im- 
portant question  raised  by  our  credit 
experience  during  the  last  six  years. 

More  Credit  at  Lower  Cost 

An  increase  in  the  supply  of  credit 
and  a  reduction  in  basic  costs  are 
definite  results  of  the  changes  in  our 


banking  arrangements  brought  about 
by  the  establishment  and  operation  of 
the  Reserve  Banks.  The  reduction  in 
reserve  requirements  for  member  banks 
and  the  concentration  of  those  re- 
serves in  the  Reserve  Banks,  where 
they  become  in  turn  the  basis  for 
further  credit  in  the  form  of  Federal 
Reserve  notes  and  also  of  reserve  bal- 
ances, have  greatly  reduced  the  amount 
of  gold  or  other  reserve  money  re- 
quired to  support  a  given  volume  of 
credit.  Estimates  of  the  saving  thus 
secured  vary  somewhat,  but  for  our 
present  purpose  it  is  sufficient  to  note 
that  all  calculations  agree  in  the  con- 
clusion that  gold  is  now  a  basis  for  at 
least  twice  as  much  credit  as  in  the 
period  before  the  Reserve  System  was 
established. 

A  reduction  in  the  amount  of  gold 
required  to  support  a  given  volume  of 
credit  would  be  followed  by  a  positive 
.reduction  in  the  cost  of  bank  credit  if 
the  volume  of  credit  was  not  enlarged. 
Less  gold  would  then  be  used  for  bank- 
ing purposes,  and  the  surplus  could  be 
used  in  the  arts  or  exported  in  payment 
for  goods,  services  or  securities.    Again, 
insofar  as  additional  credit  might  serve 
to    increase    production,     a    positive 
advantage  would  be  derived  from  the 
reduction    in    reserve    requirements. 
But  manifestly  the  amount  of  addi- 
tional credit  that  can  exert  a  favorable 
influence  upon  production  is  small.    A 
large  increase  in  the  supply  of  credit, 
if  freely  used,  is  a  positive  detriment 
to  industry.     Its  effects  are  seen  in 
r;:})idly  advancing  prices,  an  over-ex- 
tended condition  of  business  concerns 
generally,  and  widespread  speculation, 
<  ulminating  in  crises  and  followed  by 
trade  depression. 
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Leaving  out  of  consideration  the 
special  case  of  the  use  of  credit  in 
financing  the  War,  it  is  not  easy  to 
discover  any  positive  gain  that  the 
country  has  reahzed  from  economy  of 
gold  which  has  been  secured  through 
the  establishment  of  the  Reserve  Sys- 
tem. So  far,  the  results  have  been 
unfavorable.  The  additional  credit 
was  freely  extended  and  we  now  are 
enduring  the  inevitable  consequences. 
So  far  as  the  supply  of  credit  is  con- 
cerned, a  repetition  of  this  experience  is 
entirely  possible.  Loan  liquidation, 
always  an  incident  of  periods  of  depres- 
sion and  abnormal  gold  imports,  is 
placing  the  banks  in  position  to  grant 
billions  of  additional  credit  as  soon  as 
an  active  demand  develops. 

A  more  certain  gain  from  the  Re- 
serve System  is  the  assurance  that  the 
flow  of  credit  will  not  be  interrupted 
through  exhaustion  of  supply  or  by  the 
working  at  cross  purposes  of  the  banks 
as  happened  in  successive  crises  down 
to  and  including  the  crisis  of  1907. 
This  assurance  that  the  flow  of  credit 
will  not  be  interrupted  in  the  future  is 
not  the  result  of  the  increase  in  the  sup- 
ply of  credit.  It  could  have  been 
gained  without  any  increase  whatever 
in  credit  supply.  The  exhaustion  of 
the  lending  power  of  the  banks  on 
future  occasions  of  financial  strain  is 
altogether  unlikely  because  the  Re- 
serve Banks  recognize  responsibility 
for  the  general  credit  situation  in  this 
regard,  and  regularly  hold  in  reserve, 
power  to  extend  credit  on  an  extensive 
scale  to  be  used  freely  in  case  of  emer- 
gency. Through  the  Reserve  System 
the  banks  of  the  country  have  also 
become  closely  knit  together  for  settle- 
ment purposes,  and  there  is  therefore 
no  longer  reason  to  fear  that  they  will 
suspend  payments  on  future  occasions 
of  financial  strain.  In  short,  that  a 
future  crisis  -^nll  degenerate  into  a 
panic  is  no  longer  one  of  the  hazards 


to  which  the  conduct  of  business  is 
subject. 

The  Distribution  of  Credit 

Turning  now  to  the  distribution  of 
credit,  the  Reserve  System  is  found  to 
have  made  considerable,  though  by  no 
means  fundamental,  changes.  On 
account  of  the  almost  complete  ab- 
sence of  branch  banking  in  the  United 
States,  credit  is  far  less  fluid  in  this 
country  than  elsewhere.  The  supply 
of  credit  in  each  community,  and 
especially  in  the  smaller  ones,  is  in 
large  measure  limited  to  the  resources 
of  the  local  banks  eked  out  by  such 
amounts  as  they  may  choose  or  are 
able  to  borrow  from  banks  in  other 
places.  Through  the  Reserve  Banks 
the  borrowing  facilities  of  many  local 
banks  have  been  materially  enlarged. 
But  it  still  remains  true  that  credit  is 
far  less  fluid  than  in  the  countries 
where  banking  is  conducted  by  banks 
operating  regional  or  nation-wide  sys- 
tems of  branches.  This  is  the  price, 
not  necessarily  too  high  a  price,  that 
we  pay  for  our  system  of  independent 
local  banks. 

It  is  in  the  employment  of  credit  that 
the  least  change  has  followed  the 
establishment  of  the  Reserve  System. 
Aside  from  certain  general  restrictions, 
each  local  bank,  and  properly,  is  free 
to  employ  its  funds  as  may  seem  to  it 
advisable.  The  Federal  Reserve  Act 
widened  the  scope  of  the  lending  activ- 
ities of  the  banks  somewhat  by  author- 
izing them  to  accept  a  limited  range  of 
bills  of  exchange  and  to  lend  a  moder- 
ate amount  on  mortgage  security. 
The  Act  also  aimed  at  making  com- 
mercial loans  more  attractive  by  ex- 
cluding other  loans,  with  the  exception 
of  those  secured  by  United  States 
government  obligations,  from  redis- 
count at  the  Reserve  Banks. 

These  changes  in  the  law  and  modi- 
fications in  banking  practice  are  im- 
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portant,  but  were  not  expected  to 
change  materially  the  general  char- 
acter of  the  assets  of  the  banks. 

More  Credit  Without  New  Uses 

This,  then,  is  the  gist  of  the  situation 
resulting  from  the  establishment  and 
operation  of  the  Federal  Reserve 
System:  an  enormous  increase  in  the 
available  supply  of  credit  and  no  con- 
siderable new  uses  for  this  credit.  No 
new  uses  for  credit  are  needed  to  ab- 
sorb this  additional  supply.  The  bulk 
of  this  additional  credit  cannot  be 
employed  with  advantage  to  the  com- 
munity, but  only  to  its  positive  dis- 
advantage. Credit  serves  a  productive 
purpose  by  facilitating  the  transfer  of 
capital  assets  and  of  goods  in  process 
of  production  and  marketing.  But 
when  business  is  active,  and  people 
are  already  fully  employed,  additional 
doses  of  credit  do  not  result  in  a  larger 
physical  output  of  goods.  Additional 
credit  then  subjects  all  industry  to 
the  unhealthful  influence  of  protracted 
advance  in  prices.  The  demand  for 
credit  grows  more  and  more  intense 
and  is  practically  wnthout  limit.  At 
such  times,  moreover,  the  thousands  of 
competing  banks  are  quite  incapable 
of  imposing  restraint  upon  borrowers 
so  long  as  they  possess  unused  lending 
power.  The  fear  that  desirable  deposi- 
tors will  go  elsewhere  is  strong  and 
warps  judgment.  In  these  circum- 
stances, cautions  and  warnings  from 
the  Reserve  Banks  have  little  effect; 
they  were  not  heeded  in  1919. 

The  Reserve  Banks  now  have  a  re- 
serve which  is  nearly  7.5  per  cent  of 
their  demand  liabilities,  with  prospects 
good  for  a  still  higher  ratio  before  con- 
ditions become  favorable  for  a  period 
of  renewed  business  acti\nty.  Redis- 
counts to  the  amount  of  about  $3,000,- 
000,000  could  be  granted  and  still,  in  the 
absence  of  gold  exports,— an  unlikely 
event — the  Reserve  Banks  would  be 


well  within  legal  reserve  requirements. 
On  the  basis  of  the  credits  secured 
through  these  rediscoimts  the  com- 
mercial banks  of  the  country  would  be 
able  to  extend  loans  by  from  two  to 
three  times  the  amount  discounted. 
In  other  words,  it  may  be  conserva- 
tively estimated  that  there  is  at  least 
ten  billion  dollars  of  unused  bank 
credit  in  the  United  States  at  the 
present  time. 

The  Discount  Rate  and  the  Price 
Level 

In  the  Federal  Reserve  System  we 
have  an  agency  which  has  the  power  to 
make  a  vast  increase  in  the  supply  of 
credit  for  the  bulk  of  which  there  is 
only  one  influence  that  will  create  an 
intense  demand.  *  That  influence  is 
rising  prices.  A  moderate  advance  in 
prices  may  indeed  have  a  beneficial 
effect  on  production  after  a  period  of 
depression,  but  a  prolonged  upward 
swing  of  prices  creates  speculative 
conditions,  stimulates  speculative  ac- 
tivities, and  tends  to  bring  all  but  the 
most  cautious  business  concerns  into 
an  over-extended  condition.  Such  a 
prolonged  upward  movement  of  prices 
with  all  its  disastrous  consequences  is 
hardly  possible  without  large  use  of  the 
credit  resources  of  the  Reserve  Banks. 
It  would  seem,  therefore,  that  the 
effect  of  advancing  prices  on  the  general 
business  situation  should  be  a  factor  of 
the  first  importance  in  shaping  the 
discount  policy  of  the  Reserve  Banks, 
assuming  more  and  more  importance 
as  a  period  of  business  activity  con- 
tinues. The  management  of  the 
Reserve  Banks  is,  however,  by  no 
means  inclined  to  this  view  of  the 
matter.  Responsible  officers  of  the 
banks  and  also  members  of  the  Federal 
Reserve  Board  roundly  assert  that 
they  are  not  concerned  with  the  course 
of  prices  and  that  in  the  determination 
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of  discount  policies  the  price  situation 
is  not  a  definite  factor. 

The  attitude  of  the  management  of 
the  Reserve  Banks  in  regard  to  re- 
sponsibility for  the  course  of  prices 
forcibly  recalls  an  experience  of  the 
most  ancient  of  central  banks.  For 
more  than  a  generation,  the  directors 
of  the  Bank  of  England  stoutly  in- 
sisted that  the  Bank  was  no  more 
responsible  for  the  situation  in  time  of 
crisis  than  any  other  London  bank. 
Finally,  largely  as  a  result  of  repeated 
onslaughts  by  Bagehot  in  TJie  Econ- 
omist— given  more  permanent  form  in 
Lombard  Street — the  policy  of  the 
Bank  was  definitely  reversed  and  the 
course  that  has  become  universal 
practice  in  handling  crises  was  adopted. 

There  is  unhappily  little  doubt  that 
the  Reserve  System  has  lost  somewhat 
in  general  public  estimation  during  the 


last  two  years.  It  bears  much  of  the 
burden  of  the  consequences  of  the 
unwise  low  discount  policy  which  the 
Treasury  Department  unwisely  in- 
sisted must  be  continued  for  more 
than  a  year  after  the  Armistice.  The 
wisdom  subsequently  manifested  in 
refusing  to  give  way  to  demands  for 
additional  credit,  which  would  have 
made  a  bad  situation  worse,  could  not 
be  expected  to  make  a  strong  appeal 
to  the  people  at  large.  For  the  future, 
if  not  prevention,  at  least  clear  evi- 
dence that  the  Reserve  System  has  not 
contributed  to  the  creation  of  the 
intense  activity  tha.t  breeds  depression 
is  a  reasonable  demand  on  the  part  of 
the  public.  This  expectation  will  not 
be  realized  if  large  additional  supplies 
of  credit  are  furnished  by  the  Reserve 
Banks  at  times  when  prices  are  rising 
rapidly  and  persistently. 
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Baldwin,  D.  C.  Capital  Control  in  Neto 
York  (State).  Pp.xxiv/2'^5.  Price,  $3.00. 
New  York:  McDevitt- Wilson's  Inc.,  19:21. 

I'p  to  a  few  years  ago,  many  public 
utilities  had  the  habit  of  claiming  that  "a 
contract  was  a  contract,"  while,  lately,  a 
large  part  of  the  consuming  public  has  been 
inclined  to  adopt  the  slogan  as  its  own. 
But  there  has  of  late  been  evident  a  grow- 
ing realization  on  the  part  of  the  public 
that  while  revenge  may  be  sweet,  it  has  its 
limitations  as  a  steady  diet.  We  can  exist 
without  the  utilities,  but  we  cannot  "live" 
without  them;  not  only  are  they  indispen- 
sable to  our  present  standard  of  comfort, 
but  they  are  already  lagging  far  behind  our 
demands  upon  them.  The  utilities,  on 
the  other  hand,  cannot  serve  us  without  a 
sound  basis  of  credit,  the  foundation  of 
^^  hich  is  a  budget  which  not  only  balances, 
l)ut  allows  for  the  necessary  reserve  and 
emergency  funds.  The  result  of  the  har- 
rowing experiences  of  the  last  five  years  is 
that  now,  after  the  pendulum  has  been 
allowed  to  swing  both  ways,  both  the 
utility  corporations  and  the  public  have 
experienced  a  deeper  realization  than  ever 
before  of  the  mutual  benefit  to  be  derived 
from  the  proper  governmental  control  of 
the  issuance  of  securities. 

In  view  of  the  more  widespread  realiza- 
tion of  this  fact  brought  about  by  recent 
events,  a  study  of  the  regulation  of  security- 
issues  accomplished  in  the  State  of  New 
York  is  welcome  at  this  time.  New  York 
was  one  of  the  first  of  our  commonwealths 
to  inaugurate  effective  control  in  this  mat- 
ter, and,  being  the  wealthiest  and  most 
populous  of  the  states,  the  j)roblems  in- 
volved were  especially  numerous  and  com- 
plex; in  fact,  the  First  District  Commission, 
with  jurisdiction  over  the  city  of  Greater 
New  York,  had  to  cope  with  problems  that 
were  unique  and  without  a  parallel,  either 
in  this  country  or  in  Europe. 

The  author  of  this  monograph  has  traced 
the  growth  of  New  York's  administrative 
regulation  of  security-issues  from  the  first 
crude  and  nominal  beginnings  in  the  early 
fifties  of  the  last  century  to  the  middle  of 
1918,  sii^ce  which  time  little  of  constructive 


significance  has  been  accomplished.  Really 
effective  control  of  securities  in  the  State 
of  New  York  dates  from  the  going  into 
effect  of  the  Public  Service  Commissions 
Law  (July  1, 1907).  This  act  was  fathered 
by  Governor  Hughes  and  its  final  enact- 
ment was  due  almost  wholly  to  his  per- 
sistent efforts.  The  passage  of  this  act 
marked  an  epoch  in  public  utility  regulation. 
For  years  the  control  of  the  issuance  of 
securities  by  regulative  bodies  had  been 
recognized  as  the  key  to  all  the  other  as- 
pects of  utility  regulation,  and  this  act, 
creating  the  Public  Service  Commissions  of 
the  First  and  Second  Districts,  respectively, 
not  only  granted  them  power  to  comi)el  the 
rendering  of  adequate  service  to  the  public, 
but  also  clothed  them  with  authority  to 
approve  or  reject  i)roposed  issues  of  stocks 
and  bonds.  In  the  ten  years  following 
1907,  the  New  York  Commissions  ac- 
complished a  vast  amount  of  pioneer  work 
with  the  aim  of  securing  as  conservative 
capitalizations  as  were  possible  in  the  face 
of  the  chaotic  conditions  with  which  they 
were  confronted,  to  the  end  that  the  in- 
vesting public  might  be  protected  without 
the  necessity  of  exploiting  the  consuming 
public  either  through  the  furnishing  of 
inadequate  service  or  the  charging  of 
exorbitant  rates. 

The  principles  worked  out  by  the  Com- 
missions during  this  period,  and  subse- 
quently upheld  or  modified  by  the  courts, 
make  an  interesting  study  both  from  the 
standpoint  of  governmental  authority  and 
of  investment  protection.  In  the  further 
elaboration  of  sound  governmental  control 
of  security-issues,  which  recent  experience 
has  shown  to  be  so  necessary  for  all  parties 
concerned,  these  principles  will  be  regarded 
as  among  the  most  valuable  precedents 
available. 

Hayes,  Edward  Cary.  Sociology  and 
Ethics.  Pp.  viii,  354.  Price,  $3.00  net; 
New  York:  D.  Applcton  and  Company, 
1921. 

ITiis  book  may  be  said  to  be  a  footnote 
to  a  paragrapli  in  the  author's  Introduction 
to  Sociology,  published  five  years  ago,  in 
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which  he  wrote  (page  4):  "Sociology  aims 
at  nothing  less  than  the  transfer  of  etliics 
from  the  domain  of  speculative  philosophy 
to  the  domain  of  objective  science."  The 
book  is  essentially  a  plea  for  an  objective 
scientific  ethics — for  a  sociology  which  is 
an  objective  scientific  ethics. 

Ethical  theory,  according  to  Dr.  Hayes, 
who  is  professor  of  Sociology  at  the  Uni- 
versity of  Illinois  and  now  president  of  the 
American  Sociological  Society,  has  passed 
through  the  "three  stages  of  progress"  of 
Comte's  famous  classification.  It  first  had 
its  theological  stage,  in  which  the  moral 
law  was  regarded  as  the  voice  of  God  in 
the  soul  of  man.  Then  followed  the  met- 
aphysical period,  with  the  concept  of  moral 
law  as  an  abstraction  emanating  from  the 
"Ding  an  Sich."  Finally,  it  is  in  process 
of  entering  the  "scientific"  stage,  in  which 
rightness  and  goodness  of  conduct  will  be 
determined  by  scientific  study  of  the  real- 
ities of  life,  wherein  the  values  of  life  will 
be  determined  objectively. 

It  is  a  thought-provoking  book.  Soci- 
ologists who  have  emphasized  the  pure 
rather  than  the  applied  side  of  their  sub- 
ject will  fuid  their  practice  sharply  chal- 
lenged. Historical  ethics  is  reminded  of 
its  a  priori  assumptions  and  preoccupations 
with  an  abstract  individualism.  Theo- 
logians and  moralists,  alarmed  by  the 
deterministic  implications  of  social  science, 
are  reassured,  such  implications  being  rec- 
onciled in  their  traditional  views.  Al- 
though the  book  is  marred  by  a  deal  of 
repitition,  obviously  the  result  of  inter- 
mittent effort  scattered  over  a  number 
of  years,  it  is  a  searching  but  optimistic 
analysis  that  will  repay  careful  perusal. 
James  H.  S.  Bossard. 

University  of  Pennsylvania. 

Barker,  J.  Ellis:  Modern  Germany,  Her 
Political  and  Economic  Problems.  Pp.  vii, 
496.  Price,  $6.00.  E.  P.  Dutton  &  Co., 
1921. 

This  is  the  sixth  edition  "entirely  re- 
written and  very  greatly  enlarged."  The 
writer  is  a  widely  known  and  very  able 
authority,  whose  writings  in  the  leading 
British  journals  have  attracted  wide  atten- 
tion.    In  this   edition   he  had   condensed 


much  that  appeared  in  earlier  editions  and 
included  seven  new  chapters. 

LippiNCOTT,  Isaac:  Economic  Develop- 
ment of  the  United  States.  Pp.  xvi,  691. 
Price,  $3.50.  New  York:  D.  Appleton  and 
Company,  1921. 

One  of  the  greatest  needs  of  American 
students  has  been  for  a  suitable  economic 
history  of  the  United  States.  Perhaps 
time  is  necessary  for  the  scholars  of  any 
country  to  produce  such  a  work  because 
of  all  that  is  involved.  At  any  rate,  for 
that  reason  or  for  some  other,  there  has 
been  a  dearth  of  satisfactory  studies.  Even 
the  monographic  literature  has  been  com- 
paratively meager. 

Professor  Lippincott  has  taken  a  great 
step  in  advance  in  his  treatment.  As  he 
observes  in  the  introduction,  he  has  not 
limited  himself  to  a  mere  record  of  indus- 
trial progress,  but  has  endeavored  to  bring 
together  causes  and  results.  After  an  in- 
troductory section  on  factors  in  economic 
development,  the  treatment  is  by  periods 
through  1914  with  a  concluding  chapter  on 
the  war  period  from  1914  to  1920.  Empha- 
sis is  well  distributed  over  the  different  peri- 
ods and  a  common  defect  of  such  studies — 
over-emphasis  on  the  earlier  years — seems 
to  have  been  avoided.  The  distribution 
of  space  between  different  phases  of  develop- 
ment may,  however,  be  more  open  to  crit- 
icism. For  the  period  from  1860  to  1914 
only  two  chapters  are  given  to  the  extrac- 
tive industries  and  two  to  agriculture, 
a  total  of  89  pages,  while  to  manufactures 
and  commerce  are  given  eight  chapters 
or  220  pages.  We  are  still  nearly  fifty 
per  cent  a  rural  population.  This  fact 
and  the  acute  problems  presented  by  our 
rural  conditions  would  seem  to  warrant  a 
different  emphasis. 

The  volume  is  the  best  study  yet  avail- 
able, both  for  private  reading  and  for  the 
class  room,  and  will  doubtless  find  a  wide  use. 

Bowman,  Isaiah,  Ph.  D.  The  New  World. 
Pp.  vii,  632.  Price,  $6.00.  New  York: 
World  Book  Company,  1921. 

The  past  few  months  have  been  months 
of  intensive  education  of  the  American  peo- 
ple in  affairs  international.     The  conclusion 
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of  the  AYorld  War  with  its  reiuaking  of  maps 
and  its  reordering  of  industries  and  of 
markets  has  made  this  work!  a  very  small 
one.  This  book  gives  a  wealth  of  world  facts 
each  citizen  should  have  at  his  disposal. 

The  hook  is  a  geography  rej)lete  w^th 
maps  reliable  and  up  to  date;  but  it  is  more 
than  a  geography.  The  book  is  a  history 
in  that  the  important  epoclis  in  the  his- 
torical, industrial,  social  and  racial  develop- 
ments of  each  of  the  countries  are  noted; 
but  it  is  more  than  a  history:  It  is  a  treatise 
of  world-wide  industry  in  that  it  gives  the 
location  and  output  of  coal  mines,  and  iron 
mines  and  other  natural  resources;  it  lo- 
cates the  world's  industries,  it  outlines  the 
world's  waterways,  pictures  the  world's 
routes  for  trade,  and  gives  the  industrial 
backbone  of  every  nation.  And.  yet  it  is 
more  than  a  book  on  industry.  It  is  also 
replete  with  matters  political  in  their  de- 
velopment and  social  in  their  origin.  And 
yet  it  is  something  more  than  a  source 
book  on  the  leading  social  and  industrial 
facts  of  the  nations  of  the  earth.  The 
book  is  a  mine  of  information  as  broad  as 
human  life  itself  and  this  information  is 
concisely  put  and  is  accurate  in  its  scholar- 
ship. Only  one  in  close  touch  with  the  ex- 
tensive sources  of  the  American  Geograph- 
ical Society,  and  in  close  touch  with  all  the 
information  open  to  government  officials 
preparatory  to  the  many  recent  world  con- 
ferences, could  have  had  access  to  the  diver- 
sified sources  from  which  the  knowledge  in 
this  volume  has  come. 

The  book  discusses  the  problems  of  im- 
perial Britain,  the  political  and  colonial 
aims  of  France,  Belgium  as  the  crossroads 
of  Europe,  the  Italian  situation,  the  dem- 
ocratic drift  in  Spain,  Portugal's  colonial 
policies,  transportation  and  industrial  prob- 
lems of  Switzerland,  the  Scandinavian 
countries  and  Holland,  the  problems  of  the 


German  people,  the  national  existence  of 
Austria,  the  new  Hungary,  the  domain  of 
the  Czecho-Slovaks,  Jugo-Slavia  and  the 
Adriatic,  the  new  frontiers  of  Rumania,  the 
mountaineers  of  Albania,  the  reunited 
Greek  lands,  the  borderlands  of  Poland,  the 
development  of  Lithuania,  land  tenure  and 
trade  outlets  in  Esthonia  and  Latvia,  the 
geographical  setting  and  the  problems  of 
Finland,  the  ethnic  groups  of  the  Russian 
Empire  with  the  background  of  the  Russian 
disorder,  Constantinople  as  a  European 
thorouglifare,  the  Jewish  homeland — 
Palestine,  Anatolia — the  last  remnant  of 
the  Turkish  Empire,  the  Transcaucasian 
peoples,  the  interests  of  Persia  in  their  re- 
lation to  British  industry,  the  unsettled 
land  of  the  Nomad  in  inner  Asia,  the  raw 
materials  in  the  Far  East  and  their  control, 
the  expansion  of  Japan  toward  the  main- 
land of  Asia,  the  conflict  of  Chinese  and 
Japanese  interests,  the  Pacific  realm  and 
Australia,  the  past  and  present  status  of 
colonies,  the  European  powers  in  Africa, 
boundary  disputes  in  Latin  America  and 
the  relations  between  Latin  America  and 
the  United  States. 

Such  a  recital  of  the  contents  of  the  book 
gives  some  idea  as  to  its  value  as  a  reference 
book  at  these  times.  Not  the  least  valuable 
part  of  the  book  is  its  carefully  prepared 
bibliography  covering  each  of  the  points 
mentioned  above  and  many,  many  others. 
In  an  Appendix  is  giVfen  a  list  of  dates  and 
names  of  principal  treaties  and  agreements 
from  1814  to  1920.  In  addition  to  the 
niaps  are  many  choice  illustrations  re- 
flecting the  natural  and  industrial  activi- 
ties of  many  of  the  leading  countries  of  the 
world.  Tlie  book  is  a  credit  not  only  to 
the  author  but  to  American  scholarship  in 
general. 

Clyde  L.  King. 

University  of  Pennsylvania. 
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Present  Day  Social  and  Industrial  Conditions 

in  Austria 


By  Dr.  Fkiedkich  Hertz 

Vienna 


THE  fate  of  Austria  has  aroused 
world-wide  sympathy  and  the  un- 
paralleled relief-movement  organized 
in  so  many  countries,  is,  perhaps,  the 
most  hopeful  symptom  of  the  revival 
of  the  spirit  of  solidarity  and  brother- 
hood in  the  world.  America  has  taken 
the  lead  in  this  movement  and  her 
generous  efforts  have  actually  saved 
Austria's  children  and  have  filled  the 
hearts  of  the  Austrian  people  with 
gratitude  and  admiration.  Yet  even 
charity  must  at  last  come  to  an  end. 
The  question  therefore  arises  whether 
the  present  Republic  of  Austria,  as 
constituted  by  the  Peace  Treaty,  is 
capable  of  existing  as  a  separate  unit 
at  all;  whether  it  possesses  the  basis 
for  living  on  the  products  of  its  own 
labor. 

Austrian  public  opinion  at  present 
seems  to  despair  of  this  possibility.  For 
plebiscites,  organized  in  several  Aus- 
trian provinces,  gave  an  overwhelming 
majority  for  fusion  with  Germany. 
Also,  immediately  after  the  foundation 
of  the  Republic,  the  Austrian  National 
Assembly  pronounced  itself  for  such  a 
union.  But  all  the?e  declarations  en- 
countered the  veto  of  the  Allies,  es- 
pecially of  France,  which  threatened 
Austria  with  the  gravest  measures  if 
she  did  not  check  the  movement, 
though  the  Peace  Treaty  expressly  ad- 
mits the  possibility  of  a  fusion  with 
the  consent  of  the  League  of  Nations. 
The  Austrian  plebiscites  had  no  aim 
other  than  to  create  a  basis  for  an  ap- 
peal to  the  League  of  Nations  by  ascer- 


taining that  the  people  really  desired  a 
fusion  with  Germany. 

The  motives  of  this  movement  are  to 
a  great  extent  economic  though,  of 
course,  the  general  desire  for  national 
unification  also  plays  a  certain  part. 
A  glance  at  the  rates  of  exchange  or 
prices,  suflSces  to  prove  that  Germany 
is  by  far  better  off  than  Austria,  in 
spite  of  all  the  schemes  for  the  economic 
rehabilitation  of  Austria,  drawn  up  by 
the  Allies.  Up  till  now  (July,  1921) 
very  little  has  come  of  all  these  schemes 
and  Austrian  public  opinion  has  lost 
nearly  all  confidence  in  this  respect. 
On  the  other  hand  the  German  mark, 
which  in  pre-war  days  was  1.18  kronen, 
at  present  is  equivalent  to  almost  11 
kronen!  The  main  reason  for  this 
disastrous  depreciation  of  the  currency 
consists  in  the  disproportion  between 
imports  and  exports,  which  forces  the 
government  continually  to  increase  the 
banknote  circulation  in  order  to  pay  for 
the  necessary  imports  of  food,  coal, 
and  raw  materials.  Consequently,  the 
Austrian  krone  has  gone  down  to  much 
less  than  the  hundredth  part  of  its  pre- 
war standard  and  the  budget  shows  a 
steadily  increasing  deficit. 

Now  the  question  is  whether  this 
deficit  in  the  trade  balance  and  in  the 
budget  is  temporary  or  permanent;  in 
other  words,  whether  Austria  possesses 
enough  productive  powers  to  pay  for 
her  supplies  from  abroad.  In  Austria 
opinions  on  this  point  are  divided  but 
in  most  cases  the  answer  is  in  the  nega- 
tive.    The  fact  is  emphasized  that  by 
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the  Peace  Treaty  Austria  has  lost  most 
of  her  natural  wealth;  that  her  former 
coal  riches,  especially,  and  most  of  the 
fertile  soil  have  been  awarded  almost 
totally  to  other  countries,  and  that 
nothing  has  been  left  to  Austria  but 
the  barren  rocks  of  the  Alps  and  a  huge 
capital  of  two  million  inhabitants,  the 
former  administrative  center  of  a  big 
empire,  now  doomed  to  unproductive- 
ness. It  has  been  maintained  that  the 
population  of  Vienna  consists  mainly 
of  officials,  commercial  and  financial 
middlemen,  artists,  pleasure-seekers 
and  similar  elements,  while  industrial 
production  in  former  Austria  was  mostly 
carried  on  in  Czecho-Slovakia.  Such 
statements,  however,  are  exaggerations. 
To  a  great  extent  their  underlying  mo- 
tive is  political  propaganda,  and  they 
are  employed  especially  by  certain 
supporters  of  the  fusion  with  Germany 
to  underrate  the  productive  capacity  of 
Austria  in  order  to  prove  that  the 
union  is  the  only  way  left.  On  the 
other  hand,  these  pan-German  argu- 
ments are  also  used  by  Czech  propa- 
gandists who  represent  Vienna  as  a 
parasite  which  has  always  sponged  on 
the  toil  of  the  Slavic  provinces  and 
which  therefore  must  be  eliminated  by 
a  system  of  trade  restrictions. 

The  only  truth  in  all  these  statements 
is  that  the  natural  resources  of  present 
Austria  are  very  restricted  indeed. 
They  consist  mainly  in  forests,  iron  ore, 
salt  and  water  powers.  Of  the  total 
subterranean  coal  wealth  of  former 
Austria,  only  one-half  of  one  per  cent 
came  to  the  present  Austrian  Republic, 
all  the  rest  V>eing  divided  between 
Czecho-Slovakia  and  Poland.^  Then, 
too,  the  agricultural  soil  of  Austria  can- 
not be  compared  with  the  rich  plains  of 
Jugo-Slavia,  Poland  or  Czecho-Slova- 

'  The  actual  output  is  larger  than  the  percent- 
age quoted  but  the  Austrian  coal  mines  will  be 
exhausted  in  a  rather  short  time  and  the  coal 
(lignite)  is  of  very  poor  quality. 


kia.  It  is  also  true  that  Austria  has 
lost  a  very  great  part  of  her  industries, 
developed,  financed  and  owned  by 
Austrian  manufacturers  in  the  Ger- 
man parts  of  Czecho-Slovakia.  But 
on  the  other  hand,  Austria  even  now 
possesses  great  industries,  mainly  con- 
centrated in  and  around  Vienna.  Prob- 
ably most  Austrians  would  be  highly 
surprised  by  the  statement  that  pres- 
ent Austria  comprises  almost  the  same 
number  of  factories  and  factory  work- 
ers as  Bohemia,  though  Bohemia  has 
half  a  million  inhabitants  more.  Yet 
it  is  an  indisputable  fact  as  can  easily 
be  gathered  from  pre-war  statistics. 

In  former  Austria,  every  industrial 
worker  employed  in  a  workshop  with 
motor  power  had  to  be  insured  against 
accident.  In  1913  the  number  of  such 
insured  industrial  workers  amounted 
to  745,289  in  Bohemia  and  to  740,000 
in  the  present  territory  of  Austria. 
The  number  of  factories  (workshops 
with  motor  power  and  more  than 
twenty  workmen)  amounted  in  1919  to 
6,283  in  present  Austria,  while  in  Bo- 
hemia there  were  6,544  factories  in 
1915.  These  are  the  latest  figures 
available.  Of  course,  Bohemia  had  a 
greater  mining  industry  (64,568  miners 
against  29,308  in  Austria)  and  her 
domestic  industries,  not  included  in  the 
preceding  statistics,  were  more  exten- 
sive than  those  of  Austria.  Moreover, 
Bohemia  has  the  great  advantage  of  a 
much  more  fertile  soil  and  a  very  high 
level  of  agricultural  development  as 
compared  with  Austria.  But  these 
advantages  of  Bohemia  are  more  than 
outweighed  by  the  enormous  transit, 
trade  and  banking  system  of  Austria, 
by  her  great  capital  investments  in  all 
the  territories  of  the  former  empire  and 
by  the  importance  of  Vienna  as  a  cen- 
ter of  science,  medicine,  technics,  art, 
music  and  pleasure,  attracting  hundreds 
of  thousands  of  foreigners  from  all 
parts  of  the  world. 
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The  greatest  drawback  for  Austria  is 
that  her  agriculture,  which  is  mainly  in 
the  hands  of  small  peasants,  is  not  on 
the  same  level  as  her  industries.  Yet 
Austria  possesses  50  per  cent  more 
productive  soil  per  head  than  does 
Switzerland,  and  it  can  easily  be  proved 
that  Austria  could  produce  the  greatest 
part  of  her  food  requirements.  This, 
however,  cannot  be  achieved  in  a  short 
time  because  the  peasants  can  only  be 
educated  gradually  and  slowly.  More- 
over, the  development  of  Alpine  agri- 
culture according  to  the  Swiss  model 
demands  large  capital  and  many  years. 

Also,  the  view  that  unproductive  ele- 
ments form  a  much  greater  part  of  the 
population  in  Austria  than  elsewhere  is 
quite  unfounded.  Before  the  war  in 
the  present  territory  of  Austria  53  per 
cent  of  the  total  population  were  em- 
ployed in  different  occupations  and 
this  figure  surpassed  every  country 
in  Europe  and  was  equalled  only  by 
France.  Especially  great  was  the  per- 
centage of  female  workers.  The  num- 
ber of  officials  and  professionals  (law- 
yers, teachers,  etc.)  in  1910  amounted 
to  7.29  per  cent  of  the  occupied  popula- 
tion in  Austria;  to  8.2  per  cent,  in 
France;  6.4  per  cent,  in  England;  6.2 
per  cent,  in  Germany  and  6.1  per  cent, 
in  Holland.  This  percentage  of  officials 
would  certainly  seem  too  numerous  for 
present  impoverished  Austria,  but  it 
must  be  borne  in  mind  that  the  figures 
usually  quoted  comprise  all  the  rail- 
waymen  and  workers  in  state  mines 
and  factories  (salt  and  tobacco  monop- 
olies, etc.).  The  greatest  part  of 
these  so-called  officials  are  therefore 
manual  workers.  If  railway  employes 
are  excluded,  the  number  of  state  offi- 
cials (including  teachers  and  law  officials) 
forms  about  six-tenths  of  one  per  cent 
of  the  population. 

It  is  possible,  therefore,  that  Austria 
possesses  enough  productive  forces  to 
maintain    herself,    provided    that    she 


were  really  in  a  condition  to  use  these 
means  to  their  full  extent.  If  the 
plight  of  Vienna  and  the  ruin  of  Aus- 
trian finances  has  startled  the  world, 
the  reason  consists  in  the  fact  that 
productivity  was  paralyzed  for  a  very 
long  time  and  even  now  is  far  from 
being  normal. 

Present  Austria  produces  compara- 
tively but  little  coal,  raw  materials  and 
food  and  she  must  buy  these  products 
from  the  neighboring  states  with  in- 
dustrial products.  Therefore,  Austria 
more  than  most  other  states  absolutely 
requires  free  trade  both  for  imports  and 
exports.  Long  before  Germany  was 
united  in  a  customs  union,  old  Austria 
had  already  formed  an  economic  unit 
without  internal  barriers  (since  1773) 
and  all  parts  of  the  big  empire  were 
economically  interdependent.  This  ec- 
onomic unity  was  broken  up  by  the 
Peace  Treaty  in  such  a  way  that  new 
Austria  was  absolutely  at  the  mercy  of 
her  neighbors  who  believed  that  their 
interests  would  be  greatly  furthered  by 
a  system  of  economic  seclusion.  This 
belief,  however,  proved  entirely  wrong. 
The  disruption  of  the  monetary  union 
by  Jugo-Slavia  and  Czecho-Slovakia 
not  only  ruined  Austrian  currency,  but 
also  did  great  harm  to  the  monetary 
value  of  the  states  themselves.  While 
after  the  war  the  old  Austrian  currency 
was  still  quoted  about  30  Swiss  francs 
for  100  kronen,  this  figure,  after  the 
stamping  of  the  bank  notes,  went  dowTi 
to  about  4  francs  for  Czecho-Slovakia, 
and  even  now,  after  the  lapse  of  three 
years,  stands  below  8  francs.  The 
same  happened  in  all  other  states 
which  believed  that  the  monetary  sepa- 
ration from  Austria  would  greatly  im- 
prove their  own  currency. 

The  same  belief  led  also  to  a  sort  of 
mutual  commercial  blockade  among  all 
the  Succession  States  of  Austria-Hun- 
gary. Of  course  the  underlying  ideas 
of  this  new  mercantilism  were,  more  or 
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less,  to  be  found  everywhere  in  Europe; 
they  were  but  the  war  spirit  appHed 
to  economics.  Everywhere,  states  (and 
even  provinces  or  districts  within  each 
state)  endeavored  to  keep  their  food 
and  other  vital  productions  as  much  as 
possible  for  themselves,  and  therefore 
restricted  exports.  Everywhere,  the 
tendency  was  also  to  restrict  imports  of 
luxuries  and  other  "unnecessary" 
things  in  order  to  protect  the  rate  of 
exchange;  and,  lastly,  everywhere, 
traffic  and  travelling  generally  were 
subjected  to  many  regulations  and 
restrictions,  either  in  order  to  secure  the 
working  of  the  internal  distribution,  the 
control  of  food,  coal  and  raw  materials 
introduced  during  the  war  or  "to  con- 
form to  the  Peace  Treaty.' 

But  in  the  case  of  the  Austro-Hun- 
garian  Succession  States,  the  conse- 
quences of  this  system  were  the  more 
disastrous  as  they  had  formed  an 
economic  unit  for  many  centuries,  and 
as  very  often  the  economic  isolation 
was  still  aggravated  by  national  ani- 
mosities. 

Most  critical  was  the  situation  at 
Vienna,  because  it  was  most  helpless 
and  most  exposed  not  only  to  national 
jealousies  directed  against  the  former 
capital  itself  but  also  to  economic  re- 
actions springing  from  differences 
among  neighbors,  ^\^^enever  Poles 
and  Czechs,  or  Poles  and  Germans,  or 
Hungarians,  or  Czechs,  or  Italians  and 
Jugo-Slavs  were  quarrelling  about  coal 
territories,  or  a  province  or  a  .seaport, 
the  reaction  was  felt  in  Vienna,  because 
of  her  central  position,  and  immediately 

*  On  the  one  hand,  the  economic  system  of  the 
Peace  Treaty  forcibly  increases  exports  for  Rep- 
aration, etc.,  and  at  the  same  time  keeps  down 
wages  in  Germany  and  Austria.  The  natural 
consequence  is  that  every  other  state  tries  to 
shut  itself  off  against  these  forced  exports.  On 
the  other  hand  Germany  and  .Austria  had  to  im- 
pose enormous  new  taxes  and  this  made  it  neces- 
sary too  to  control  exports  in  order  to  prevent 
VermogensfluchX  fsmuggling  out  of  values). 


coal  and  food  supplies  were  stopped 
either  through  the  suspension  of  rail- 
way traffic  or  through  other  extraordi- 
nary measures.  Moreover,  every  state 
possessing  food  was  willing  to  sell 
it  only  against  ".sound  money"  or 
against  goods,  not  against  paper  money. 
But  how  could  Vienna  pay  in  sound 
money  since  the  disruption  of  the 
monetary  union  had  brought  about  a 
total  breakdown  of  the  Austrian  cur- 
rency, and  how  could  her  industries 
produce,  since  the  coal  supply  from 
Czecho-Slo  vakia  and  Silesia  was  strangl- 
ed to  an  entirely  insufficient  minimum.'* 
In  1919  the  factories  of  Austria  could 
work  only  at  a  rate  of  about  25  per  cent 
because  the  coal  producing  states 
absolutely  refused  to  deliver  more  coal 
and  the  people  of  Vienna  had  to  cut 
down  trees  in  the  surrounding  woods 
and  drag  them  home  on  their  backs  in 
order  to  cook  their  scanty  meals.  In 
the  following  year  the  coal  output  in 
Czecho-Slovakia  increased  to  86  per 
cent  of  the  peace  production,  yet  Aus- 
tria received  only  40  per  cent,  though 
most  of  the  Czecho-Slovak  mines  are 
,  owned  by  Austrians  who  would  will- 
ingly have  sent  coal  if  the  Czech  Gov- 
ernment had  only  allowed  it.  At  last 
the  impoverishment  of  Austria  led  to  a 
severe  crisis  in  Czecho-Slovakia  whose 
industries  had  always  sold  most  of 
their  products  to  Vienna.  The  conse- 
quence was  a  closing  down  of  factories 
in  Czecho-Slovakia  and  a  setting  free 
of  coal  for  Austria  which,  however,  in 
the  meantime  had  been  forced  to  pro- 
cure coal  from  Holland! 

In  the  same  way  Austria  had  during 
a  long  time  to  buy  grain,  flour  and  meat 
in  America,  Manchuria,  etc.,  and  even 
sugar  in  Java,  instead  of  getting  them 
from  her  neighbors  who  had  an  abun- 
dance of  the.se  foodstuffs.  Generally  in 
all  states,  including  Austria,  exports 
were  restricted  not  only  where  there 
was  a  scarcity,  but  also  when  a  great 
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surplus  was  available  for  export,  as  in 
the  case  of  sugar  and  coal  in  Czecho- 
slovakia, or  in  the  case  of  wood  and 
paper  in  Austria  and  of  cattle  and  grain 
in  Jugo-Slavia.  Every  state  tried  to 
control  the  export  of  its  chief  products 
in  order  to  exact  greater  advantages 
from  neighbors  dependent  on  these 
supplies.  But  the  result  of  this  policy 
was  very  often  the  exact  opposite  of 
that  expected!  Indeed,  Czecho-Slova- 
kia  which  developed  this  policy  to  the 
highest  pitch,  through  it  lost  the  Aus- 
trian market  for  many  of  her  products. 
For  example,  Czecho-Slovakia  restrict- 
ed the  export  of  textile  goods  and  iron 
to  Vienna  with  the  effect  that  the 
Italians  conquered  the  Austrian  market 
in  cotton  goods  and  the  Germans,  the 
iron  market  to  the  detriment  of  Czecho- 
slovakia. The  same  policy  of  state 
interference  was  also  applied  to  im- 
ports, and  Austria  suffered  severely 
through  the  sudden  seclusion  of  many 
of  her  traditional  markets.  Instead  of 
protective  tariffs,  a  general  prohibition 
of  all  imports  has  been  decreed  and  any 
imports  (as  w'cll  as  exports)  require 
special  licenses. 

Austria  herself  at  the  beginning 
followed  a  much  freer  trade  policy  than 
her  neighbors,  but  gradually  she,  too, 
began  to  increase  her  trade  restrictions, 
either  because  of  retaliation  or  for  pur- 
poses of  taxation  of  luxury  imports. 
Yet  the  whole  system  has  already  over- 
lived itself.  Conviction  has  become 
general  in  all  the  Succession  States 
that  trade  and  traffic  must  be  relieved 
of  some  of  their  fetters  and  that  the 
system  of  prohibitions  and  special 
licenses  must  give  way  to  the  principle 
of  comparatively  free  trade  under  a 
revised  customs  tariff. 

Under  this  practical  blockade,  Vienna 
had  to  suffer  appallingly  but  already 
the  beginning  of  freer  traffic  has  created 
a  surprising  revival  in  trade  at  the 
Capital.     Moreover,  the  very  difficul- 


ties arising  from  the  economic  disrup- 
tion have,  on  the  other  hand,  contrib- 
uted to  very  remarkable  developments 
in  Vienna.  The  countless  barriers, 
discrepancies  and  frictions  between  the 
new  states  made  it  more  necessary  than 
ever  to  have  a  central  point  for  coping 
with  these  new  fangled  absurdities. 
Every  traveller  must  now  continually 
change  his  money  because  he  has  to 
pass  a  new  frontier  every  few  hours. 
The  trader  cannot  send  money  freely 
to  any  place  without  the  assistance  of 
a  bank,  as  he  formerly  did,  and  if  he 
has  to  travel,  passport  and  other 
difficulties  cause  enormous  waste  of 
time  and  force.  Under  such  circum- 
stances, Vienna  has  become  a  gigantic 
clearing  house,  central  market  and 
meeting  point  for  all  the  Succession 
States.  An  incredible  number  of  new 
banks  and  commercial  houses  have 
sprung  up  and  their  gorgeous  premises 
form  a  new  feature  in  the  streets  of  the 
city.  The  Vienna  banks  are  dealing 
every  day  w'ith  fantastic  amounts  of 
foreign  exchanges  and  the  stock  ex- 
change is  seething  with  wuld  specula- 
tion for  the  account  of  all  new  states. 
The  very  multitude  of  trade  and  traffic 
difficulties  which  nobody  can  keep  in 
mind  induces  foreign  merchants  to 
consign  their  goods  to  Vienna  which 
serves  as  a  sort  of  free  port  and  as  a 
distributing  center  for  the  whole  of 
former  Austria-Hungary  and  Eastern 
Europe.  In  consequence  of  so  many 
difficulties,  many  more  brains  andhands 
are  necessary  for  handling  a  certain 
volume  of  trade  and  this  is  one  of  the 
main  reasons  for  the  astounding  multi- 
plication of  new  firms  in  Vienna. 

All  these  evolutions  have  created  an 
atmosphere  of  bustling  commercial 
activity,  of  reckless  gambling  and 
extravagant  luxury.  The  people  con- 
nected wnth  it  are  mostly  foreigners  and 
the  Viennese  are  very  bitter  against 
them,      calling      them      "profiteers" 
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(Schieber).  Yet  their  doings  are  to 
some  extent  an  inevitable  conseqnence 
of  the  great  catastrophe  of  war.  Good 
and  evil  are  inextricably  mixed  up  in 
this  development,  yet  superficial  ob- 
servers usually  overlook  its  less  favor- 
able side;  they  forget  that  this  whole 
buoyant  prosperity  is  in  many  respects 
more  apparent  and  artificial  than  real, 
and  that,  in  the  main,  a  relatively  small 
class  is  profiting  by  it.  For,  in  the  last 
resort,  all  these  thousands  of  new 
traders  and  gamblers  with  their  huge 
staff  of  clerks  and  their  appendix  of 
parasites  are,  to  a  great  extent,  not  a 
symptom  of  increased  production  or 
trade.  They  owe  their  existence  partly 
to  the  disruption  of  the  former  eco- 
nomic unity  and  the  paralyzing  effects 
of  government  restrictions,  which  can 
be  overcome  only  by  the  often  unscru- 
pulous practices  of  these  adventurers, 
and  partly  to  the  impoverishment  of 
Austria  by  such  adventurers  who  with 
their  "sound  money"  buy  up  the  rem- 
nants of  Austria's  wealth.  Somebody 
must  at  last  pay  for  this  multitude  of 
new  businesses,  and  this  darker  side  is 
neglected  by  most  of  the  foreign  visi- " 
tors  walking  through  the  luxurious 
streets  near  the  "Ring." 

Yet  the  fact  remains  that  in  the  last 
year  a  remarkable  improvement  has 
taken  place  in  Austria,  in  spite  of  the 
fact  that  the  rate  of  exchange  has 
dropped  about  one-fifth  during  this 
time.'^  The  working  classes  have  been 
able  to  increase  their  wages  consider- 
ably though  they  are  still  far  below 
the  peace  parity.  But  the  situation  of 
the  intellectual  middle  classes  and  of 
old  people,  no  longer  able  to  work,  has 
grown  still  worse.  A  higher  official  or 
university  professor,  for  example,  now 
receives  about   12  times  his  pre-war 

'  In  July,  1920  the  quotation  in  Vienna  for  l£ 
was  600  kronen  and  for  1  dollar  150  kronen,  while 
a  year  later  the  £  was  over  .'5,000  and  the  dollar 
over  800  kronen. 


salary,  and  this  will  soon  be  increased 
to  about  20  times  the  amount,  but 
prices  have  gone  up  at  least  from  100 
to  150  times  as  compared  with  pre-war 
prices.  There  are  many  scholars  and 
retired  high  functionaries  who  have 
taken  to  manual  professions  or  other 
very  subordinate  positions ;  old  admirals 
or  generals  have  become  cobblers  and 
their  wives  and  daughters  are  toiling 
day  and  night  with  needlework.  Many 
families  can  keep  two  ends  together 
only  by  selling  their  furniture,  trinkets 
or  works  of  art.  Of  course  this  condi- 
tion must  soon  come  to  an  end. 

The  condition  of  the  middle  classes 
however,  will  be  affected  for  the  worse 
by  the  progressing  abandonment  of 
state  control  over  food.  The  system 
of  selling  food  rations  to  the  people  be- 
low the  cost  price  paid  by  the  state  was 
quite  unavoidable  as  long  as  the  pro- 
ductive forces  of  the  towns  were  para- 
lyzed by  coal  scarcity  and  other  hin- 
drances. On  the  other  hand,  the  state 
subsidies  for  this  purpose  have  ruined 
the  budget,  and  the  currency  and 
maximum  prices  have  contributed  to 
lame  agricultural  production.  There- 
fore a  radical  change  is  about  to  be 
carried  out,  but  it  will  certainly  cause 
new  sufferings  to  the  classes  which  are 
least  organized  and  least  able  to  adapt 
their  income  to  rising  prices,  viz.,  the 
intellectual  workers. 

It  is  generally  recognized  that  any 
real  economic  rehabilitation  of  Austria 
must  begin  with  the  stabilization  of 
the  monetary  value.  The  rapid  fluc- 
tuations in  the  exchange  are  seriously 
impeding  solid  trade  and  fostering 
speculation.  Therefore  the  different 
schemes  for  restoring  Austria's  economic 
life  have  all  taken  this  as  a  starting 
point.  At  present  the  League  of 
Nations  is  considering  such  a  plan  and 
there  is  no  doubt  about  its  earnest  de- 
sire to  carry  it  through.  Conferences 
are  to  be  held  at  the  same  time  between 
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all  the  Succession  States  for  the  settle- 
ment of  outstanding  economic  ques- 
tions and  the  abandonment  of  trade 
restrictions.  This  excellent  scheme  is 
due  mainly  to  the  endeavors  of  the 
former  American  Representative  on 
the  Reparation  Commission,  Colonel 
Smith.  Some  minor  questions  have 
already  been  settled  in  this  way,  but 
unfortunately  most  new  states  seem 
rather  reluctant  to  follow  a  policy  of 
economic  solidarity  and  cooperation 
because  they  are  afraid  that  this  would 
infringe  upon  their  sovereignty.  Aus- 
trians,  generally,  deeply  regret  that 
America  has  withdrawn  from  the 
Reparation  Commission  and  that  apart 
from  its  most  magnanimous  relief 
measures  the  United  States  seems  to  be 
disinterested  as  regards  the  economic 
consequences  of  the  disruption  of 
Austria  which  was  mainly  brought 
about  by  President  Wilson's  policy.^ 

One  great  asset  in  Austria's  future 
development  is  the  total  absence  of 
tendencies  dangerous  to  external  and 
internal  peace.  Most  European  coun- 
tries are  at  present  agitated  by  the  mad 
convulsions  of  nationalism  and  com- 
munism. In  Germany,  Italy,  Hun- 
gary, etc.,  civil  war  was  or  is  still  raging, 
and  red  and  white  terrorists  are  out- 
doing one  another  in  bloodshed  and 
atrocities.  In  Austria  the  whole  revo- 
lution from  an  old  monarchy  to  a  new 
republic  has  passed  off  quietly.  Aus- 
tria is  the  only  country,  indeed,  where 
communism  is  almost  non-existent;  at 
the  general  elections  not  even   1  per 

*  It  is,  however,  unfounded  to  blame  the 
principle  of  self-determination  as  is  often  done  in 
American  papers.  Not  the  principle  but  the 
fact  that  it  has  been  disregarded  has  caused  the 
present  economic  situation  and  political  unrest. 
According  to  this  principle  the  thirty-nine  mil- 
lion Germans,  annexed  by  Czecho-Slovakia, 
would  have  remained  united  with  Austria  and 
since  their  territory  comprises  the  greatest  coal 
mines  and  industries  Austria  would  never  have 
been  paralyzed  in  her  productivity  and  would 
not  have  needed  any  relief  whatever. 


cent  of  the  votes  were  cast  for  the 
communists  and  they  have  not  a  single 
member  in  Parliament.  Even  the 
nationalists  polled  only  a  small  number 
of  votes  (13  per  cent),  and  these  of  a 
rather  mild  type  if  compared  with  the 
Pan-Germans  in  Germany  or  the  Fas- 
cisti  in  Italy.  Obviously,  the  Austrian 
character  is  averse  to  all  forms  of  vio- 
lence. The  two  great  parties  are:  1. 
The  Christian  Socialists,  who  are  simi- 
lar to  the  German  Centre  party,  and 
chiefly  composed  of  small  peasants  and 
artisans.  They  polled  43.5  per  cent 
of  all  votes.  2.  The  Social  Demo- 
crats (35.5  per  cent),  who  are  moderate 
Socialists.  At  present  a  non-party  gov- 
ernment is  in  power,  formed  of  neutral 
officials  and  mainly  supported  by  the 
Christian  Socialists.  In  external  poli- 
tics, Austria  pursues  a  policy  of  strict- 
est neutrality  and  good  relations  to 
all  states. 

Vienna  has  always  been  a  very  inter- 
national city.  From  earliest  times  two 
of  the  greatest  European  commercial 
highways  have  crossed  it.  Vienna  has 
also  been  the  center  of  a  great  interna- 
tional Empire  for  many  centuries. 
Nowhere  else  in  Europe  do  so  many 
cultural  elements  from  different  nations 
flow  together,  and  this  very  confluence 
has  formed  the  Viennese  character  with 
a  certain  instinctive  tolerance  and 
broadmindedness.  There  is  no  aggres- 
siveness in  the  Austrian  mind  and  the 
people,  certainly,  never  had  the  slight- 
est suspicion  of  the  criminal  folly  of 
those  few  diplomats  who  kindled  the 
War  in  1914.  Also,  the  Austrian  char- 
acter does  not  lack  energy  to  the  extent 
that  is  so  often  supposed.  But  what  is 
really  wanting,  just  now  more  than 
ever,  is  self-confidence.  Quite  other- 
wise from  the  inhabitants  of  Germany, 
Austrians  were  rather  used  to  underrate 
their  own  economic  efficiency,  and 
their  local  patriotism  satisfied  itself, 
rather,  with  stressing  cultural  achieve- 
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ments.  Even  before  the  war  it  had 
been  a  qnite  general  tendency  in  Aus- 
tria to  compare  the  economic  develop- 
ment of  Germany  with  that  of  Austria 
in  a  manner  very  derogatory  to  the 
latter.  Indeed,  it  was  a  great  surprise 
to  Austrian  economists  when  I  proved, 
in  a  book  published  in  1918,  that  in  the 
ten  years  before  the  war  Austrian 
industries  had  increased  in  exactly  the 
same  proportion  as  had  the  industries 
of  Germany.*  Now  the  whole  develop- 
ment since  the  breakdown  of  old  Aus- 
tria has  still  greatly  increased  the  lack 
of  confidence  in  the  future.  The  abso- 
lute dependency  of  Austria  on  her 
neighbors  as  regards  food,  coal  and  raw 
materials,  other  restrictions  in  the 
Peace  Treaty  and,  finally,  the  failure  of 
so  many  well-meant  schemes  of  the 
Allies  for  the  economic  restoration, 
have  created  a  wide-spread  feeling  of 
despondency. 

Therefore  economic  reconstruction 
requires  a  psychological  change  as  well. 
It  is  necessary  to  diminish  the  abnor- 
mal dependency  of  Austria  on  her 
neighbors  and  to  make  her  more  self- 
contained  by  developing  agriculture, 
opening  new  coal  mines  and  harnessing 
water  powers.  A  project  of  greatest 
importance  for  Austria  has  just  been 
started  in  Germany,  namely  the  con- 
struction of  a  ship  canal  between  the 
Rhine  and  the  Danube.  This  great 
work  will,  of  course,  take  a  long  time 
but  its  accomplishment  will  give  Vienna 
free  access  to  the  North  Sea,  and  in- 
crease traffic  on  the  Danube  enormous- 

'  Cf.  Dr.  Fr.  Hertz,  Die  Produktionsgrundlagen 
der  bsterreichischen  Industrie  tor  und  nock  dem 
Kriege,  insbesonders  im  Vergleich  mil  Deutschland 
(Verlag  flir  Fachliteratur,  Wien)  Gth  Edition, 
1918. 


ly.  The  difficulty  with  the  Danube 
always  has  been  that  while  most 
transports  went  up  the  river,  return 
freights  were  lacking.  But  after  the 
completion  of  the  ship  canal  it  will  be 
possible  to  ship  all  raw  materials,  food 
and  coal  direct  from  Rotterdam  down 
the  Danube  to  Vienna,  and  to  the 
other  Danube  ports  which  in  return 
will  send  their  products  up  the  river. 

Many  other  excellent  schemes,  too, 
have  been  drawn  up  for  increasing 
productivity  and  enabling  Austria  to 
live  on  her  labor.  But  it  must  be 
realized  that  all  these  plans  require 
great  outlay  of  capital  and  a  long  period 
of  time,  and  that  the  whole  economic 
organism  of  Austria  has  been  exhausted 
to  the  utmost  during  the  years  of  the 
War  and  still  further  through  the 
economic  war  after  the  War.  The 
particular  conditions  of  Austria  render 
the  execution  of  great  schemes  and  re- 
forms most  difficult,  and  the  constantly 
progressing  financial  ruin  of  Austria 
has  up  till  now  justified  the  pessimism 
dominating  public  opinion. 

Finally,  it  is  important  beyond  all 
that  the  still  pending  questions  con- 
nected with  the  Peace  Treaty  should 
be  settled  as  soon  as  possible.  The 
uncertainty  as  to  how  these  outstand- 
ing problems  will  be  solved  is  making 
for  much  distrust  of  the  future.  Also 
the  question  of  reparations,  though  it 
does  not  seem  to  have  much  practical 
bearing,  ought  not  to  be  left  open. 
Only  such  a  general  settlement  will 
restore  the  confidence  of  foreign  capital- 
ists in  Austria's  future,  and  will  give 
hope  to  the  Austrians  themselves  that 
their  efforts  for  working  out  their  own 
salvation  will  not  be  in  vain. 
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CHAPTER  I 


The  Population  of  the  Austrian  Republic 

By  Dr.  Wilhelm  Winkler 

Hofsekretar  of  the  Central  Commission  for  Statistics  and  Privatdocent  for  Statistics 
at  the  University  of  Vienna 


THE  former  Austro-Hungarian  Mon- 
archy has  fallen  a  victim  to  the 
working  of  the  principle  of  nationality 
according  to  which  political  boundaries 
and  those  of  language  communities 
should  be  identical.     It  may,  therefore, 


not  seem  unexpedient  to  begin  a  con- 
templation of  the  resident  population 
in  one  of  its  newly  formed  states  with 
a  review  of  the  distribution  of  the  in- 
habitants of  the  old  Danubian  Mon- 
archy according  to  their  language.^ 


A  Classification  of  the  Population  of  the  Former  Danubian  Monarchy  by  Language  ' 


Austria 

Hungary 

Bosnia 
AND  Herzegovina 

Austro-Hungarian 
Monarchy 

Absolute 

Per- 

Absolute 

Per- 

Absolute 

Per- 

Absolute 

Per- 

numbers 

centage 

numbers 

cenfage 

numbers 

centage 

numbers 

centage 

Germans  .  .  . 

9,950,678 

34.83 

2,037,435 

9.75 

22,968 

1.21 

12,011,081 

23.39 

Magyars .  .  . 

10,899 

0.04 

10,050,575 

48.12 

6,443 

0.34 

10,067,917 

19.61 

Czechs 

6,435,532 

22.52 

7,045 

0.37 

6,442,577 

12.54 

Slovakians  ^ 

b 

b 

1.967,970 

9.42 

482 

0.03 

1,968,452 

3.83 

Poles 

4,965,667 

17.38 

0 

c 

10,975 

0.58 

4,976,642 

9.69 

Ukrainians  . 

3,518,882 

12  32 

472,587 

2.26 

7,431 

0.39 

3,998,900 

7.79 

Slovenians  . 

1,253,148 

4.39 

0 

0 

3,108 

0.16 

1,256,256 

2.45 

Croatians^ 

1,833,162 

8.78] 

Serbians    J 

783,010 

2.74 

1,106,471 

5.30| 

1,822,564 

96.02 

5,545,207 

10.80 

Roumanians 

275,088 

0.96 

2,949,032 

14.12 

608 

0.03 

3,224,728 

6.28 

Italians   and 

Ladinians 

768,592 

2.69 

0 

" 

2,462 

0.13 

771,054 

1.50 

Sundry 

others  "... 

469,255 

2.25 

13,958 

0.74 

483,213 

0.94 

Foreigners'*. 

609,304 

2.13 

d 

d 

d 

d 

609,304 

1.18 

28,570,800 

100 

20,886,487 

100 

1,898,044 

100 

51,355,331 

100 

*  Language  of  daily  commerce  in  Austria,  mother-tongue  in  Hungary,  Bosnia  and  Herzegovina. 

''  The  Slovakians  being  numbered  among  the  Czechs  in  Austria,  the  number  of  the  latter  would 
appear  a  little  too  high,  that  of  the  former  a  little  too  small. 

"  In  Hungary,  the  Poles,  Slovenians,  Italians  and  Ladinians  are  included  in  "  Sundry  others." 

"*  In  Austria  the  foreigners  were  excluded  from  the  census  relating  to  the  question  of  language,  not 
so  in  Hungary,  Bosnia  and  Herzegovina. 

1  See  Oesterreichische  Statistik  N.  F.  Vol.  1,  Part  2,  Vienna  1914;  Magyar  Statisztikai  Kdz- 
leminyek.  Vol.  42,  Budapest  1912;  Die  Ergebnisse  der  Volkszdhlung  von  Bosnian  und  Herzegovina, 
Sarajevo  1912.  Foreigners  may  best  find  these  figures  in  Annuaire  Internationale  de  Statiitique, 
Vol.  1,  Page  143  ff.,  Haag  1916. 
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The  number  of  the  inhabitants  of 
Austria-Hungarj'  speakinj^  German 
amounted  to  nearly  ten  miUions  or  al- 
most 35  per  cent,  and,  together  with 
the  1'26,393  subjects  of  the  German 
Empire  and  other  German-speaking 
foreigners,  to  more  than  ten  millions. 
In  Hungary',  alone,  their  number  ex- 
ceeded two  millions,  thus  forming  one- 
tenth  of  the  entire  population.  This 
total  number  of  over  1'2  million  Ger- 
mans in  the  Danubian  Monarchy — ^of 
which  over  9.4  millions  inhabited  an 
area  of  119,000  square  kilometers,  a 
compact  territory  with  a  population 
speaking  exclusively'  German,  and  bor- 
dering on  the  German  Empire^ — was, 
during  the  existence  of  the  Danubian 
Monarchy,  a  factor  of  some  importance, 
but  with  respect  to  the  intellectual 
rather  than  to  the  political  life,  the 
three  parts  in  which  the  ^Monarchy  was 
divided  (Austria,  Hungary  and  Bosnia- 
Herzegovina)  being  quite  independent 
of  each  other  as  far  as  their  politic  of 
nationality  was  concerned.  Great  im- 
portance attaches  to  those  figures, 
however,  as  illustrative  of  the  working 
of  the  principle  of  nationality  after  the 
dismemberment  of  the  old  Monarchy. 
For  while  the  majority  of  the  other 
nations  of  the  disintegrated  Monarchy 
succeeded  in  realizing  the  principle  of 
nationality,'  the  German-speaking  in- 
habitants had  to  face  very  grave 
opposing  influences.  Indeed,  repre- 
sentatives of  the  compact  German 
territories,  elected  by  universal,  equal 
and  secret  elections,  met  in  a  National 
Assembly  in  Vienna  immediately  after 
the  Revolution,  and  solemnly  and  unan- 
mously  pass  ed  a  law  which  pronounced 

*  See  the  detailed  statement  on  the  cover  of 
my  map  of  languages  in  Central  Euroi)e,  Vienna, 
Hermann  Goldschmiedt,  1921. 

'  The  Czechs  obtained  an  independant  state 
of  their  own,  the  Poles,  Roumanians,  Southern 
Slavs  and  Italians  were  united  with  their 
motherlands. 


these  territories  to  belong  together  and 
to  form  one  single  state,  the  National 
State  of  German- Austria.*  The  founda- 
tion of  this  state,  an  example  of  the 
formation  of  a  state  by  the  right  of 
national  self-determination,  has,  how- 
ever, not  been  acknowledged  by  the 
Council  of  Four  in  Paris. 

The  new  Austrian  state,  while  it  was 
compelled  to  adopt  the  name  of  Repub- 
lic of  Austria,  had  to  give  up  a  territory 
of  2G,869  kilometers  with  3,122,839 
German-speaking  inhabitants  to  the 
Czecho-Slovakian  Republic,  a  territory 
of  7,318  kilometers  with  228,447  Ger- 
man-speaking inhabitants  to  Italy, 
and  likewise  some  rather  large  districts 
with  a  German  majority  to  Jugo-Slavia. 
This  loss  of  territories  with  their  popu- 
lation was  particularly  painful,  as  the 
territories  yielded  up  to  Czecho-Slova- 
kia  were  some  of  them  remarkable  for 
their  abundance  in  coal  and  manufac- 
tures (German-Bohemia)  and  others 
for  their  agricultural  productivity 
(German-South  Moravia),  while  with  ■ 
the  Dolomite  district  Austria  lost  a  ~ 
center  of  attraction  for  tourists 
throughout  the  world. 

Geographical    Frontiers    of    the 
Republic  of  Austria 

The  new  frontier  of  the  Republic  of 
Austria  as  fixed  by  the  Treaty  of  St. 
Germain  takes  almost  the  same  course 
as  the  old  boundaries  of  the  provinces 
of  Lower*  and  Upper  Austria  towards 

*  See :  Staaisgesetzblatt  fiir  den  Staat  Deutschos- 
terreich.  No.  1  ex  1918  (Resolution  of  the  Pro- 
visional National-Assembly  of  German-.Vustria, 
dated  30th  of  October,  concerning  the  funda- 
mental institutions  of  the  supreme  power);  No. 
40  ex  1918  (Law  dated  22nd  of  November,  1918, 
concerning  area,  frontiers  and  relations  of  the 
territory  of  German-.\ustria) ;  No.  4  ex  1919 
(Decree  Vollzugsanweisung  of  the  German- 
Austrian  Staatsrat,  State-council,  dated  the  3rd 
January,  1919,  concerning  the  districts  of  juris- 
diction, municipalities  and  villages,  which  should 
form  the  territory  of  German-Austria. 

'  Deviations  are  to  be  found  in  the  districts  of 
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Czecho-Slovakia  on  the  north.  Then 
it  runs  along  the  old  boundary  line 
towards  Bavaria  and  Switzerland, 
abandoning  the  same,  however,  south- 
west of  Nauders  and,  turning  eastward 
over  the  ridge  of  the  Central-Alps  (the 
.Alps  of  the  Oetztal,  the  Stubai  and  the 
Zillertal,  and  the  Brenner  Pass)  cuts 
the  German  territory  of  the  Tyrol  in 
two.^  Starting  from  the  Dreiherren- 
spitze  in  the  Hohe  Tauern  it  first  runs 
south  and  then  southeast,  following  on 
the  whole  the  southern  frontier  of 
Carinthia  (Carnishian  Alps,  and  Kara- 
wanks)  at  the  same  time  sequestering 
the  district  of  Tarvis  and  two  smaller 
districts  in  southern  and  northeastern 
Carinthia.  Farther  north  of  the  Drave, 
the  frontier  takes  in  the  main  and  east- 
ward course  as  far  as  Radkersburg, 
whereby  important  German  territories, 
among  them  Mahrenberg  and  Marbm-g 
have  fallen  to  the  share  of  the  Jugo- 
slav Kingdom.^  The  eastern  frontier 
of  the  Republic  of  Austria  follows  at 
first  a  tract  of  the  former  frontier  of  the 
Empire  northeast  of  Radkersburg,  then 
deviates  to  the  northeast,  following  in 
general  the  frontier  determined  by  lan- 
guage and  embracing  German-West 
Hungary,  the  so-called  "Burgenland." 

Lundenburg,  Feldsberg  and  Gmiind,  some  parts 
of  Lower-Austria  being  given  up  to  Czecho- 
slovakia. 

^  For  this  and  for  the  following  see:  "  Flug- 
schriftenfurDeutsch-Oesterreichs  Recht,"  Vienna 
1919. 

^  See:  Die  Siidgrenze  der  deutschen  Steirrmark, 
memoir  of  the  Academic  Senate  of  the  Univer- 
sity of  Graz,  Graz  1919.  The  territory  hemmed 
in  by  the  frontier  of  the  German  language  at 
Marburg,  by  the  Bacher-range  and  a  port  of  the 
frontier  of  Carinthia,  is  inhabited  by  40,080 
Germans  (  =52.4  per  cent)  and  36,310  Slovenes 
(  =47.5  per  cent).  It  is  further  remarkable,  that 
this  frontier  cuts  off  the  only  direct  railway  com- 
munication (Leibnitz-Marburg-Klagenfurt)  be- 
tween the  provinces  of  Styria  and  Carinthia 
which  are  separated  by  the  'Kor-Alp.'  So  the 
whole  traffic  between  the  inhabitants  of  these 
provinces  must  be  carried  through  a  foreign 
oountjry,  unless  the  people  prefer  to  take  the 


The  German  town  of  St.  Gotthard 
remains  at  Hungary;  the  frontier  then 
takes  its  course  to  the  north  till  it 
reaches  the  Neusiedler  Sea.  Excluding 
the  German  town,  Giins,  it  turns  a  little 
eastward,  north  of  the  Einser  Canal, 
but  bends  off  northwards  to  the  Dan- 
ube without  embracing  the  whole  of  the 
territory  where  the  German  language  is 
spoken  excluding,  especially,  the  Ger- 
man towns  of  Wiesselburg  and  Ungar- 
isch-Altenburg  which  like  St.  Gotthard 
and  Giins  have  been  only  quite  lately 
Magyarized.  Finally,  the  frontier  fol- 
lows the  Danube  and  the  March. 

General  Decrease  in  Population 

The  territory  enclosed  within  these 
limits  (excluding  German-West  Hun- 
gary which  has  not  been  surrendered  to 
Austria  and  the  plebiscite  territory  of 
Carinthia)  covers  an  area  of  83,944 
kilometers.  According  to  the  census 
taken  on  January  31,  1920,^  its  pop- 
ulation has  diminished  from  6,294,639 
in  the  year  1910  to  6,067,430,  i.e.  by 
227,209  persons  or  3.61  per  cent.  The 
main  share  of  this  decline  falls  to  the 
city  of  Vienna,  the  population  of  which 
has  been  reduced  from  2,031,498  in  the 
year  1910  to  1,842,005  in  the  year  1920, 
the  reduction  reaching  the  number  of 
189,493  persons  or  9.33  per  cent.  We 
may  best  understand  the  importance  of 

round-about  way  via  Graz  and  Bruck  of  Mur. 
Yet  the  Council  of  the  Four  generally  made 
allowances  in  the  interests  of  traffic  even  if 
against  the  principle  of  nationality.  So  for 
instance  the  Magyars  were  given  over  the  wholly 
German  territory  of  Wieselburg  and  Ungarisch- 
Altenburg  (belonging  to  Western  Hungary)  to 
secure  for  them  the  railway-line  from  Raab  to 
Pressburg,  which  is  indeed  of  minor  importance 
for  them,  than  the  above  line  (Leibnitz-Marburg- 
Klagenfurt)  for  Austria. 

^  See:  Beitrage  ziir  Statisfik  der  Republik 
Oesterreich,  Part  5,  Vorldufige  Ergebnisse  der 
ausserordentlichen  Volkszahlung  vom  31.  Jdnner, 
1920  nebst  Gemeindeverzeichnis.  Published  by 
the  Central  Commission  for  Statistics,  Vienna 
1920. 
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these  statistic  facts  if  we  bear  in  mind 
that  a  healthy  population  living  under 
normal  conditions  should  increase. 
This  increase  amounted  in  the  territory 
of  the  present  Republic  of  Austria 
during  the  decade  from  1900  to  1910, 
to  10. Gl  per  cent  annually,  i.e.  more 
than  one  per  cent  a  year.^  This  .state- 
ment of  a  decrease  in  the  year  1920  not 
only  implies  the  above-mentioned  loss 
of  a  quarter  of  a  million  people,  but 
beyond  this  it  means  at  the  same  time 
an  outweighing  of  the  growth  the 
populace  must  have  shown  in  the  pre- 
war period  from  1911  to  1914.  We 
must    further    consider    the    reduced 


Mortality 

The  figures  below  may  allow  us  to 
form  an  idea  of  the  natural  evolution 
of  the  populace  {i.e.,  excluding  those 
who  died  outside  the  frontiers  of  the 
Austrian  Republic  on  the  battlefields 
or  in  hospitals).'^ 

The  number  of  births  has  diminished 
from  153,542  in  the  last  year  of  peace, 
1913,  to  87,594,  or  a  decrease  of  57.04 
per  cent,  in  the  year  1918,  the  last  in 
which  these  statistics  have  been  pub- 
lished. Taking  the  sum  of  the  yearly 
deficit  in  birtlLs  we  arrive  at  a  total 
deficit  of  227,514  births  up  to  1918. 


Ye 


Birth  and  Death  Rate  1913-1918 
Born  alive 


1913 153,542 

1914 151,862 

1915 118,942 

1916 94,199 

1917 87,599 

1918 87,594 


Deaths 

Excess  of  births 

over  deaths 

118,363 

35,179 

119.462 

32,400 

140,211 

21,269 

136,402 

42,203 

147,384 

59,785 

166,378 

78,784 

birth-rate  during  the  war  and  post-war 
time,  which  allows  us  the  computing  of 
the  total  war  loss  of  this  small  country 
at  nearly  one  million  souls.  The  actual 
war  losses  due  to  military  service  form 
but  a  comparatively  small  part  of  this 
total.  Including  an  appropriate  quota 
of  those  reported  "missing,"  they  may 
be  estimated  at  160,000-170,000.io 
There  must  be  added  the  increased 
mortality  in  the  interior  of  the  country 
due  to  the  starvation  blockade  and 
the  economic  catastrophe  following  the 
War;  then,  the  falling-off  in  the  birth- 
rate owing  to  the  absence  of  the  men 
from  their  families,  to  the  war  casual- 
ties and,  eventually,  to  losses  by  migra- 
tion. 

'  Calculated  after  the  Oesterreichische  Staiistik 
N.  F.  Vol.  I,  part  1,  pages  29  and  36. 

'"  See:  W.  Winkler  Die  Totenverlusle  dcr 
osterreichisch-ungarisrhen  Monarchic  nach  Na- 
tionalitdten,  Vienna  1919. 


On  the  other  hand,  the  number  of  deaths 
increased  during  the  same  period  from 
118,363  to  166,378  or  up  to  140.56  per 
cent.  This  makes  an  excess  of  118,022 
deaths  for  the  entire  period  under  con- 
sideration. The  deaths  of  military  per- 
sons although  included  in  these  figures, 
contribute  but  little  to  them;  for  of 
the  325,000  deaths  of  military  per- 
sons, who  according  to  the  army  statis- 
tics have  died  of  their  wounds  or  of  dis- 
eases at  the  hospitals,  at  least  one-half 
occurred  mainly  on  foreign  soil  at 
the  front  or  along  the  military  roads. 
Supposing  the  remainder  of  the  wound- 
ed to  be  evenly  distributed  over  the 
whole  Monarchy,  about  18,000  would 
fall  to  the  share  of  the  Republic  of 
Aastria,  still  leaving  an  excess  of,  at 
least,  100,000  civilian  deaths.  So,  for 
instance,  in  Vienna,  of  which  town  we 

1^  See:   Staiistisches  Handhuch  fur  die  Republik 
Oesterreich,  Vol.  I,  first  year,  Vienna  1920. 
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have  specified  figures,  the  number  of 
(leatlis  among  civihans  increased  from 
32,130  in  the  year  1913  to  44,130  in  the 
year  1918.  Among  this  number  the 
deaths  from  tuberculosis  amounted  to 
4,981  in  the  year  1913,  to  7,381  in  the 
year  1918  and  to  as  many  as  7,843  in 
the  year  1919.'"  The  influenza  epi- 
demic in  1918  had  easy  play  with  the 
population  which  had  been  weakened 
through  lack  of  proper  nourishment. 
Half  of  the  inhabitants  of  the  Austrian 
Republic  were  attacked  by  the  disease 
and  20,458  persons  succumbed  to  it.^' 

Structure  of  Popul.ition 

Some  of  these  changes  in  the  popula- 
tion  are   made  evident  by  a  careful 


At  the  age  above  fourteen  there  were 
1,212  women  to  1,000  men;  in  places 
with  more  than  2,000  inhabitants,  we 
even  find  an  average  of  1,337  to  1,000. 
This  proportion  of  the  figures  opens  up 
bad  matrimonial  prospects  for  the 
young  girls  and  a  bad  outlook  for  the 
future  growth  of  the  population.  This 
structure  of  the  population  is  also  a 
disadvantage  for  the  productivity  of 
the  Austrian  Republic.  While  accord- 
ing to  the  United  States  censas  of  1910 
there  were  in  America  but  91  women  to 
every  100  men  from  twenty  to  sixty 
years  of  age,  there  were  109  women  to 
every  100  men  of  that  age  in  Austria. 
The  proportion  of  the  sexes  alone, 
represented  in  an  equal  number  of  in- 


Increase  in  Tuberculosis  1913-1918 

1913  1918 

Cases  of  tuberculosis 5 .  97  per  cent   7 .  60  per  cent 

Duration  of  illness  from  tuberculosis, 240 .  10   days   336 .  50    days 

Deaths  from  tuberculosis 0 .  04  per  cent  0 .  93  per  cent 


consideration  of  the  structure  of  the 
population  according  to  the  age  of  the 
inhabitants,  as  it  would  appear  from  a 
study  of  the  census  of  1920.  It  is  true 
this  does  not  clearly  demonstrate  the 
aforementioned  mortality  among  civil- 
ians for,  as  a  matter  of  fact,  it  has 
victimized  individuals  of  every  age  and 
sex.  On  the  other  hand,  we  can  easily 
gather  from  this  census  the  casualties 
among  all  men  able  to  bear  arms  and 
the  hea\y  falling  off  of  births.  The  de- 
cline of  the  male  population  is  in  the 
first  place  of  great  importance  to  the 
menaced  evolution  of  the  population. 

*^  See:  The  publications  of  the  Public  Health 
Department  at  the  Ministry  for  Social  Adminis- 
tration: VIII,  Siegfried  Rosenfeld,  Die  Wirk- 
ungen  dcs  Krieges  auf  die  Sterblichkeit  in  Wien, 
Vienna  1920  and  XI,  by  the  same  author,  Die 
Aendeningen  der  Tuberkuloschdufigkeit  Oester- 
reichs  durch  den  Krieg,  Vienna  1920. 

1'  Publications  of  the  Public  Health  Depart- 
ment at  the  Ministry  for  Social  Administration : 
XIII,  Siegfried  Rosenfeld,  Die  Grippeepidemie 
des  Jahres  1918  in  Oesterreich,  Vienna  1921. 


divi duals,  ensures  a  greater  working 
capacity  in  the  United  States  than  in 
Austria. 

Yet  we  have  so  far  considered  only 
the  number  of  deaths,  not  the  disabled 
soldiers  (about  180,000)  and  those 
whose  health  was  impaired  by  the  so- 
called  starvation  blockade.^*  Indeed, 
it  is  not  only  the  mortality  but  also  the 
morbidity  which  became  appalling  in 
consequence  of  the  War.  We  find 
among  every  100  subscribers  to  the 
health  insurance  in  Vienna  and  Lower 
Austria^^  an  increase  in  tuberculosis  as 
shown  above. 

Similar  increases  took  place  with 
other  kinds  of  diseases.  The  poor  and 
helpless  old  men  and  women  are  special 
victims;  the  deaths  caused  by  old  age 
were  increased,  in  Vienna  for  instance 

^*  In  spite  of  all  these  losses  of  working  hands 
84,000  unemployed  were  counted  included  in  the 
census  of  the  year  1920:  Beitrage  zur  Statistik 
der  Republik  Oesterreich,  Vol.  7. 

^'  Rosenfeld,  Publications,  etc.,  XI,  page  2. 
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from  1,J4'2  in  the  year  1913  to  3,279  in 
the  year  1918.'^ 

The  Children  and  the  Age- 
Pyramid 

Not  less  deplorable  but  still  much 
more  serious  if  we  contemplate  the 
future  of  the  Austrian  population,  is  the 
health  of  the  children.  In  an  examina- 
tion of  144, 9-47  school  children  made  by 
Professor  Pirquet  at  the  request  of  the 
American  Help  the  Children  Adminis- 
tration in  the  year  19'-20,  only  30,594 
equal  to  '21.1  per  cent,  were  found  to  be 
well  fed;  81,287,  equal  to  56.1  per  cent, 
were  marked  as  "ill-fed";  33,066 
children,  or  22.8  per  cent,  were  put 
down  as  "very  ill-fed."  Also  in  other 
towns  of  Austria  measurings  were  made 
with  similar  unfavorable  results. ^'^ 

The  health  of  the  infants  is  a  matter 
for  even  graver  consideration.  Accord- 
ing to  a  report  of  Dr.  Poerner  at  the 
Congress  for  Jugcndfursorge  which 
met  in  Vienna  in  July,  1921,  85,000 
children  up  to  six  j'^ears  of  age  were 

1'  Publications,  etc.,  VIII,  page  35. 

*^  See:  PViedrich  Reischl,  Die  amcrikanische 
Kinderhiljsaktion  in  Wien,  Vol.  I-III,  Vienna 
1921. 


assigned  for  medical  examination  by 
the  MuUerheratungstellen,  mothers  ad- 
vice councils,  in  the  year  1920.  Of 
these  but  10  per  cent  were  in  the 
condition  of  normal  nourishment,  while 
the  nourishment  of  90  per  cent  was  dis- 
turbed, 60  per  cent  being  really  ill. 
Children  with  infectious  diseases  were 
excluded  from  the  examination.  In  19 
per  cent  of  these  cases  one  or  both  of 
the  parents  were  ill;  \n  S]/^  P^r  cent, 
incurable. 

Thus  we  may  trace  the  terrible 
destitution  working  havoc  at  every 
stage  of  life  and  aggravating  the  heavy 
wounds  inJBicted  by  the  War.  The 
children  forming  the  base  of  a  once 
proud  age-pyramid  are  growing  up, 
small  in  numbers  and  shaken  in  health. 
Indeed  an  appalling  outlook  on  future 
possibilities  opens  up  before  the  obser- 
vant eye  should  the  present  economic 
distress  be  allowed  to  continue.  We 
will  however  not  abandon  ourselves  to 
such  gloomy  aspects  of  the  future;  we 
will  rather  be  confident  of  an  improve- 
ment in  the  economic  situation  and  hope 
for  a  more  favorable  evolution  of  the 
population. 


CHAPTER  II 

The  Present  State  of  Agriculture  and  Forestry 
in  the  Republic  of  Austria 

Compiled  by  the  Central  Board  for  the  Protection  of  the  Interests  of  Agriculture 

and  Forestry 


THE  fundamental  conditions  of 
Austrian  agriculture  and  the  food 
supply  closely  connected  with  it,  are 
in  the  first  instance  to  be  looked  for  in 
the  orographic  and  climatic  situation 
of  the  country.  With  the  exception  of 
a  few  small  districts  Austria  is  a  moun- 
tainous land,  with  a  prevailing  conti- 
nental and  Alpine  climate 


Of  a  total  area  of  about  7,785,295 
hectare*  nearly  800,000  are  unproduc- 
tive, so  that  only  7,000,000  hectare  of 
the  whole  area  are  cultivated.  Of 
these,  2,947,000  hectare  are  covered 
with  forests,  1,274,000,  with  pastures, 
Alpine   pastures,    lakes,    swamps   and 

^  One  hectare  =  10,000  square  meters  =2.471 
acres. 
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ponds,  and  do  not  count  for  intensive 
cultivation.  There  remains  only  a 
comparatively  small  area  of  2,770,000 
hectare  for  intensive  cultivation.  Of 
these,  again,  1,790,000  are  arable  soil, 
and  the  rest  meadows,  gardens  and 
vineyards. 

Austrian  agriculture  consists  chiefly 
in  the  production  of  grain  as  far  as  per- 
mitted by  the  orographic  and  climatic 
conditions:  namely,  over  an  area  of 
about  780,000  hectare;  the  greater 
portion  of  this  area  serves  to  grow  rye. 
It  may  be  well  to  remember  that 
Western  Hungary  is  not  included  in 
these  figures,  as  this  territory  has  so 
far  not  been  actually  united  with  the 
Austrian  Republic. 

A  clearer  insight  into  the  alarming 
falling  off  in  agricultural  production 
may  be  gained  if  we  point  out  how 
completely  Austrian  soil  has  been  ex- 
hausted by  the  piratical  system  of  till- 
age practised,  of  necessity,  during  the 
War.  Between  the  years  1913  and 
1919,  the  crops  were  estimated  at  from 
35  to  40  per  cent  below  normal.  Official 
investigations  in  1919  have  shown  a 
yield  of  only  one-half  the  yield  of  grain 
in  former  times. 

Although  the  experience  of  pre-war 
time  would  justify  the  hope  of  consid- 
erable improvement  in  the  rentability 
of  land,  the  fact  remains  that  Austria 
will  always  be  dependent  on  foreign 
imports  of  grain.  That  no  effort  is 
spared  in  bringing  about  such  an  im- 
provement is  demonstrated  by  an 
action  inaugurated  by  the  government 
and  supported  by  a  lively  propaganda 
on  the  part  of  all  agricultural  bodies, 
especially  the  association  of  Austrian 
husbandmen  (Landtvirtestelle) ,  to  pro- 
vide a  cheap  supply  of  all  kinds  of 
manure. 

It  goes  without  saying,  that  every 
importation  of  grain  to  meet  the  re- 
quirement of  the  Austrian  populace 
means   an   enormous   burden   for  the 


public  finances  of  Austria,  in  view  of 
the  present  rate  of  the  kronen  ex- 
change. This  is  why  the  government 
continues  to  control  the  production  and 
trade  in  grain,  even  though  such  con- 
trol doubtless  means  a  serious  impedi- 
ment to  the  revival  of  agriculture. 
Since  it  compels  the  farmers  to  deliver 
a  great  percentage  of  their  crops  at 
government  prices,  which  are  far  below 
those  in  the  foreign  markets,  it  is  only 
natural  that  the  peasants  regard  gov- 
ernment control  as  a  grave  injustice 
and  peril. 

Now  that  the  flour  ration  is  so  small 
the  potato  crops  are  of  increasing 
importance.  Official  statistics  show 
that,  altogether,  97,000  hectare  were 
utilized  for  growing  potatoes  in  1919. 
The  potato  crops  have  suffered  a  yet 
greater  reduction  than  those  of  grain; 
this  reduction  may  be  estimated  at 
about  50  per  cent  as  compared  with  pre- 
war times.  Great  efforts  were  made  to 
raise  the  home  production.  These  re- 
sulted in  the  government's  importing 
seed  potatoes  from  abroad,  chiefly 
from  England,  at  a  great  sacrifice. 
The  imported  potatoes  were  handed 
over  to  the  farmers  together  with 
the  requisite  quantities  of  artificial 
manure. 

We  may  make  a  similar  observation 
regarding  leguminous  plants,  the  im- 
portance of  which  has  been  augmented 
in  proportion  to  the  reduced  rations  of 
bread  and  flour.  Austria  lost  her 
chief  districts  for  growing  leguminous 
plants  when  Bohemia,  JNIoraxaa  and 
Galicia  were  separated  from  her  after 
the  break-down.  It  must  further  be 
noted  that  according  to  official  statis- 
tics the  yield  of  leguminous  plants  had 
diminished  by  one-third  during  the 
war  as  compax-ed  with  pre-war  times. 

From  what  has  been  said  above, 
we  may  gather  that  the  yields  of  Aus- 
trian soil  will  never  entirely  suffice  to 
meet  the  requirements  at  home  even 
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if  we  admit  the  possibility  of  an  im- 
provement in  the  future  by  proper 
tiUa^'e  and  investment  of  eapital.  The 
future  hopes  of  Austria  concerning  ag- 
riculture are  founded  on  the  breeding 
of  cattle,  for  which  the  conditions  are 
much  more  favorable.  Here  we  may 
be  allowed  to  point  out  the  large 
stretches  of  pasture  in  the  Alps,  the 
favorable  climate  for  breeding  strong 
and  hardy  cattle  and  the  training  of 
the  cattle  farmers,  which  dates  back 
some  hundreds  of  years. 

Unfortunately,  here  as  elsewhere, 
the  War  with  its  compulsory  delivery 
produced  great  damage,  less  affecting 
the  quantity  than  the  quality  of  the 
live  stock.  A  great  diminution  is  to 
be  observed  in  the  number  of  horses; 
by  the  official  statistics,  only  230,000 
horses  were  counted  in  the  Republic 
of  Austria  in  1919,  while  at  that  time 
there  were  1,950,000  head  of  horned 
cattle,  of  which  550,000  were  young 
cattle.  A  considerable  increase  is 
shown  in  the  number  of  goats  which 
reached  289,000  in  1919,  that  is  about 
50,000  more  than  in  pre-war  times; 
likewise  in  the  number  of  sheep,  with 
316,000  head  against  290,000  head  in 
pre-war  times.  The  stock  of  pigs  is  to 
be  estimated  at  1,100,000  head  against 
1,800,000  before  the  war. 

As  mentioned  above,  the  qualita- 
tive loss  was  more  apparent.  The 
fact  that  the  present  live  stock  is  not 
full-grown  and  that  the  number  of 
animals  used  in  the  yoke,  such  as 
horses  and  oxen,  has  been  reduced,  is 
of  the  gravest  import  to  Austrian 
farming.  Another  difficulty  Ls  the 
obstacle  to  breeding  added  by  the  in- 
discriminate requisitions  during  the 
long  years  of  the  War,  which  often 
deprived  the  farmers  of  their  best 
breeding  material.  Moreover,  the 
complete  stoppage  of  transport  for 
other  than  military  purposes  prevented 
the    exchange    of    cattle,    so   that  in- 


breeding was  favored  to  an  appalling 
degree.  Even  during  the  first  period 
of  peace,  the  great  difficulties  in  pro- 
curing food  caused  the  provinces,  the 
districts  and  the  communities  within 
them  to  set  up  barriers  against  the 
export  of  cattle.  Only  quite  recently 
has  it  proved  possible  in  many  in- 
stances to  remove  some  of  these  meas- 
ures of  isolation.  It  may,  however, 
be  expected  that  the  mutual  inter- 
course between  the  various  districts, 
so  important  to  a  cattle  breeding  coun- 
try, will  revive  again.  But  even  then 
cattle  breeding  wall  suffer  great  diffi- 
culties from  the  want  of  concentrated 
forage. 

In  conclusion,  w'e  may  say  that  in 
all  branches  of  agriculture  there  is  a 
large  disparity  between  supply  and 
demand,  and  that  Austrian  agriculture 
•w'lW  never  be  in  a  position  to  supply 
sufficient  food  for  the  people  although, 
thanks  to  incessant  labor,  improve- 
ment has  already  commenced  and  a 
further  improvement  may  be  expected. 

The  Forestry  Situation  in  Austria 

The  prospects  of  forestry  are  a  little 
more  favorable.  An  area  of  three 
million  hectare  of  Austrian  soil  are 
covered  wath  forests,  so  that  about  38 
per  cent  of  the  total  area  of  Austria 
is  devoted  to  forestry.  We  should, 
however,  be  induced  to  form  very 
erroneous  notions  of  Austrian  wealth 
in  wood  if  we  forget  to  add  that  ac- 
cording to  official  statistics  about  20 
per  cent  of  these  forests  are  either  inac- 
cessible or  declared  a  sort  of  preserves, 
Servihden,  wherein  no  trees  may  be 
felled.  We  must  therefore  first  elim- 
inate this  fairly  large  portion  of  the 
forests  before  contemplating  the 
chances  of  utilizing  the  wood.  The 
exploitation  of  about  20  per  cent  of 
Austrian  forests  is  partly  conceded  to 
the  peasants  on  the  strength  of  the 
right  of  Servitut  and  therefore  the  gen- 
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erally  available  production  is  limited. 

If  wood  may  rightly  be  called  the 
principal  article  for  export  in  Austria, 
one  must  not  forget  that  continuation 
of  this  export  has  been  possible  only  on 
account  of  the  large  stock  which  had 
accumulated  thanks  to  the  conserva- 
tive forestry  system  of  pre-war  times. 
Owing  to  this  large  reserve  stock  Aus- 
tria ,  is  still  able  to  export  wood  de- 
spite its  being  used  as  fuel  to  a  much 
greater  extent  than  before.  It  will 
soon  follow,  as  a  matter  of  course, 
that  highly  valuable  timber  will  have 
to  be  used  as  fuel  and  great  damage  will 
ensue  to  the  economics  of  the  Republic. 

The  efforts  of  the  Austrian  Govern- 
ment have  been  so  far  successful  in 
bringing  about  an  improvement  of  the 
coal  supply  of  the  country.  There  is 
reason  to  hope,  therefore,  that  the 
prophesied  economic  harm  may  not 
result  but  that,  on  the  contrary,  Aus- 
tria's natural  riches  in  wood  may 
in  the  future  suffice  to  meet  the  de- 
mands both  foreign  and  domestic. 

The  problem  of  recolonization  has 
developed  as  a  consequence  of  the 
injurious  effects  of  the  repeated  selling 
out  of  small  farms,  which  had  fallen  into 
trouble,  by  the  great  landed  proprie- 
tors. The  dimensions  to  which  this 
so-called  Bauernlegung,  selling  out  of 
peasant  farms,  has  grown,  may  be 
gathered  from  the  fact  that  within 
the   last   fourteen   years    over    12,000 


smaller  farms  have  been  assimilated  by 
the  great  landed  estates.  The  col- 
onization law  {Wiedcrhesiedlungsgesetz) 
of  the  year  1919  slipped  a  bolt,  here,  by 
decreeing  that  under  certain  conditions 
all  such  farms  or  cottages  as  could  be 
worked  individually  and  had  been  inde- 
pendent since  1870,  should  be  returned 
to  the  farmers  who  had  formerly 
been  on  them.  Naturally  the  pre- 
paratory work  took  some  time,  so  that 
the  lists  of  the  farms  fit  for  coloniza- 
tion were  finished  only  in  June,  1921. 
An  idea  of  the  number  of  farms  con- 
cerned may  be  gathered  from  the  fact 
that  in  240  communities  of  Lower 
Austria,  alone,  1,100  farms  have  been 
entered  in  the  registers.  The  opposi- 
tion of  the  great  landed  proprietors 
has  been  so  far  vanquished  by  the 
pressure  brought  to  bear  on  it  by  the 
peasants  that  in  many  cases  they 
were  ready  to  enter  into  negotiations 
with  the  peasantry.  This  peaceful 
adjustment  serves  to  accelerate  the 
enforcement  of  the  colonization  law, 
since  the  long  investigation  of  the 
colonization  commissions  and  the  delays 
caused  by  remonstrances,  which  might 
be  raised  in  the  course  of  the  legal 
procedure,  may  be  thiLs  avoided. 

By  such  measures  Austrian  agricul- 
ture may  soon  be  intensified,  a  develop- 
ment which,  in  the  light  of  the  preced- 
ing statements,  is  a  consummation  to 
be  sincerely  wished  by  every  Austrian. 


CHAPTER  III 

The  Water  Power  Question  in  Austria 

By  Dr.  Friedrich  Hertz 
Vienna 

AUSTRIA'S  poverty  in  coal  is  partly  Austria  has  as  yet  made  no  real  use  of 

compensated  by  the  abundance  this  natural  resource.     There  are  now 

of  her  water  power ;  nor  is  the  statement  in    existence    innumerable    old   power 

correct,  though  so  often  repeated,  that  stations  beside  many  modern  installa- 
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lions.  Nevertheless,  Austria  certainly 
does  appear  behindhand  compared 
with  the  progress  made  in  hydro-elec- 
tricity by  Scandinavia,  Switzerland, 
Italy  and  France.  The  reason  for  this 
is  that  in  the  old  days  coal  could  be  ob- 
tained to  such  advantage  from  Ostrau 
and  Upper  Silesia  that  many  factory 
owners  shied  at  the  considerable  out- 
lay of  capital  involved  in  the  installa- 
tion of  water  power.  The  utilization 
of  water  power  is  in  itself  a  lengthy  and 
costly  i)rocess,  and  the  lack  of  capital 
in  a  war-worn  country  is  a  great  ob- 
stacle in  the  way  of  the  realization  of 
extensive  schemes. 

Estimates  of  Water  Power 
Prospects 

The  various  estimates  of  the  power 
available  differ  considerably  according 
to  the  extent  of  the  ])ower  included. 
As  a  rule,  the  estimates  include  only 
the  larger  sources  of  water  power;  some 
are  based  on  low  water,  others,  on  a 
medium  water,  etc.  The  water  power 
prospects  of  the  Austrian  Alps  have 
been  thoroughly  investigated  by  many 
experts,  official  and  otherwise,  and  ex- 
tremely valuable  and  practical  in- 
formation is  at  the  disposal  of  anyone 
interested.  The  State  Hydrographical 
Central  Bureau  has  prepared  a  schedule 
of  most  of  the  water  courses,  giving 
statistics  and  diagrams  of  all  hydrolog- 
ical  and  other  data  ap])ropriatc  for  the 
development  of  water  i)ower.  The 
various  sheets  of  this  schedule  may  be 
bought  singly.  Moreover,  the  man- 
agement of  the  State  Railways  has  for 
years  been  studying  the  utilization  of 
water  power  and  the  adaptation  of  the 
railways  to  electricity,  and  its  investi- 
gations have  likewise  yielded  an  al- 
most complete  description  of  the  chief 
sources  of  water  power.  The  prin- 
cipal results  are  contained  in  the  re- 
port, "Mitteilungen  iiber  die  Studien 
zur    Ausniitzung    der    Wasserkrafte " 


(Government  Printing  Office,  1917). 
The  Ap])endL\  to  this  valuable  work 
contains  a  list  of  433  important  sources 
of  water  power  in  the  Al])s,  indicating 
their  respective  HP  caj)acity. 

The  result  of  these  investigations  on 
the  part  of  the  State  Railways  Adminis- 
tration was  the  conclusion  that  in  the  Al- 
pine regions  then  belonging  to  Austria, 
about  3  million  HP  of  water  power 
were  available  which  could  be  usefully 
em])loyed  under  the  economic  conditions 
then  prevailing;  of  these  only  250,000 
HP  {i.e.  only  8  per  cent)  were  at  that 
time  already  in  use.  It  must  further 
be  remembered  that  the  enormous  in- 
crease in  the  price  of  coal  which  exceeds 
the  increase  in  the  cost  of  building, 
has  enlarged  the  possibilities  of  prof- 
itably installing  hydraulic  power. 
Under  existing  conditions,  water  power 
may  be  used  with  advantage  which 
would  not  previously  have  paid,  and 
the  financial  possibilities  have  alto- 
gether increased.  The  reason  for 
these  altered  conditions  is  that  about 
half  the  cost  of  installing  hydraulic 
power  consists  of  w'ages,  which  have 
not  increased  to  the  same  extent  as  the 
price  of  coal,  which  has  to  be  paid  for  in 
foreign  currency. 

On  the  other  hand,  the  figure  of  3 
million  HP  has  been  reduced,  as  im- 
portant sources  of  w^ater  power  are 
situated  in  the  territories  ceded  under 
the  Peace  Treaty.  In  particular,  the 
German  part  of  the  Southern  Tyrol, 
which  has  fallen  to  Italy's  share,  is  a 
district  very  rich  in  water  power;  also, 
the  German  districts  of  Marburg, 
which  fell  to  the  share  of  Jugo-Slavia, 
and  of  SUdmiihren,  which  went  to  the 
Czechs,  possess  valuable  water  power. 
If  we  reckon  up  the  sources  of  Alpine 
water  power  examined  by  the  Adminis- 
tration of  State  Railways  that  now 
remain  within  the  restricted  frontiers 
of  Austria,  the  result  is  a  mean  yield 
of  about  1.4   millions  a  year.     How- 
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ever,  as  the  estimate  does  not  include 
many  smaller  sources  of  power,  and  as 
the  district  to  the  north  of  the  Danube 
also  contains  considerable  water  power, 
the  total  available  water  poicer  of  German 
Austria  worth  iising  7coidd  give  a  mean 
annual  yield  of  about  2.5  millions} 

Water  Power  for  Coal 
Replacement 

If  we  accept  the  figure,  customary 
in  industry,  of  3,000  hours'  use,  we  ar- 
rive at  the  conclusion  that,  theoreti- 
cally, all  the  water  power  of  Avstria, 
fully  idilized,  would  provide  a  substi- 
tute for  7.5  mdlion  tons  of  black  coal,  or 
aboid  11. '25  million  tons  of  lignite,  i.e., 
considerably  the  greater  part  of  the  quan- 
tity of  coal  which  Austria  is  now  obliged 
to  import.  This  calculation  does  not 
regard  the  fact  that  many  water  powers 
can  be  used  twenty-four  hours  a  day 
which,  of  course,  increases  still  further 
the  quantity  of  coal  replaceable. 

According  to  official  estimates,  about 
7  million  tons  of  coal,  at  present  used 
to  provide  power  and  light  for  rail- 
ways and  industries,  could  at  once  be 
replaced  by  means  of  water  power; 
whereas,  the  coal  required  for  heat  for 
industrial  purposes  (1.5  million  tons) 
and  for  household  use  (4.2  million 
tons)  could  be  replaced  by  electricity  only 
if  the  price  of  coal  were  extremely  high, 
and  even  then  could  be  only  partially 
replaced  .^     For  the  present,  it  is  prob- 

^  Proof  that  the  investigations  of  the  Adminis- 
tration of  State  Railways  have  not  exhausted 
all  the  water  power  resources  is  provided  by  the 
example  of  the  Danube,  which  appears  on  the 
list  with  only  three  stages  with  a  total  yield  of 
242,000  HP.  Even  if  only  a  small  amount  of 
water  is  withdrawn  from  the  Austrian  part  of  the 
Danube  the  power  obtainable  may  be  estimated 
as  at  least  half  a  million  HP;  optimists  have 
given  even  higher  estimates. 

*A  thorough  and  practical  study  of  the  Swiss 
electrical  works  (c.  f.  Elcktrotechnische  Zeit- 
schrift  1919, Vol.  40,  41)  has  led  to  the  conclusion 
that  1  kilogram  of  good  coal  used  in  a  reliable 
central  heating  installation  equals  4  to  5  kilowatt 


able  that  gas  will  be  used  mostly  for 
cooking,  as  this  is  the  best  wny  of  mak- 
ing complete  use  of  coal,  whereas  gas 
lighting  will  gradually  give  way  to 
electric  lighting. 

Unfortunately,  however,  the  practi- 
cal realization  of  this  object  cannot  be 
expected  in  the  immediate  future. 
Even  before  the  war,  when  Austria 
was  comparatively  rich  in  capital,  it 
seemed  impossible  to  raise  funds  for 
carrying  out  an  extensive  program 
for  the  development  of  water  power. 

The  steep  descent  of  the  Alpine 
streams  makes  high  pressure  installa- 
tions possible,  and  these  are  for  the 
most  part  cheaper  and  quicker  of  in- 
stallation than  the  low  pressure  in- 
stallations on  streams  and  rivers  of  the 
plains.  However,  even  the  best  high 
pressure  stations  of  our  Alps  produce 
their  energy  at  greater  cost  than  the 
large  stations  on  the  seacoast  of  Nor- 
way and  Dalmatia,  which  must  there- 
fore be  regarded  as  important  competi- 
tors on  the  world  market  in  electro- 
chemical products  which  necessitate 
large  quantities  of  the  cheapest  current. 

Under  existing  conditions  matters 
have  taken  a  turn  in  favor  of  Austria. 
For  many  years  now,  a  few  large 
electro-chemical  undertakings,  alumi- 
num, calcium  carbide,  iron  products, 
nitric  acid,  calcium  nitrate,  etc.,  have 
established  themselves  in  the  Austrian 
Alps  and  are  working  with  good  re- 
sults. With  the  help  of  electro-chem- 
istry, Austria  would  be  able  to  replace 

hours;  used  in  a  good  separate  stove,  1.8  to  2 
kilowatt  hours;  in  ordinary  inferior  separate 
stoves,  1  to  1.2  kilowatt  hours.  Further,  ex- 
perience has  shown  that  cooking  by  electricity  is 
not  more  costly  than  gas  cooking,  if  one  kilowatt 
hour  for  cooking  purposes  costs  half  to  one-third 
of  one  cubic  metre  of  gas.  According  to  this, 
the  use  of  water  power  for  heating  might  be  a 
sound  economic  proposition  even  in  Vienna 
under  present  conditions.  This  is  particularly 
applicable  in  cases  where  cheap  night  current  is 
available  and  where  the  heat  can  be  stored. 
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many  raw  niaterial-s  from  abroad, 
which  the  present  rate  of  exchange  has 
phiced  ahnost  beyond  her  reach. 

The  water  power  available  in  the 
Alps  is  subject  to  considerable  fluctua- 
tions according  to  the  season,  and  it  is 
difficult  to  balance  these  fluctuations. 
The  construction  of  reservoirs  for  pre- 
serving the  water  against  drought  is 
for  the  most  part  impracticable  in  the 
Alps,  which  are  limestone,  because  the 
geological  formation  of  the  substrata 
and  of  the  sides  of  the  valleys  would 
make  the  construction  of  the  walls  of 
the  reservoirs  very  difficult,  and,  further, 
because  the  large  quantities  of  rubble 
carried  along  by  the  Alpine  streams 
would  fill  up  the  tanks.  In  this  respect, 
the  districts  to  the  north  of  the  Danube, 
which  are  on  primeval  rock,  are  better, 
as  they  offer  a  solid  foundation  and 
smaller  deposits  of  silt.  But  even  in 
the  Alps  there  are  parts  where  lakes 
or  other  suitable  spots  can  be  used  for 
storing  water,  and  the  Administration 
of  State  Railways  Ls  now  studying  the 
possibilities  of  utilizing  several  such 
suitable  localities. 

Electrification    Project    of    the" 
State  Railways  Administration 

The  former  administration  of  the 
Austrian  State  Railways  had  already 
secured  twenty-four  water  power  sta- 
tions, with  a  mean  annual  yield  of  125,- 
000  HP,  beside  a  number  of  options 
with  a  view  to  the  electrification  of 
the  Alpine  railway.  Twenty  of  these 
power  stations  are  within  the  territory 
of  the  Austrian  Republic.  The  exist- 
ing Austrian  State  Railways  require 
electricity  to  the  extent  of  about  116,- 
000  HP  mean  annual  yield. 

The  lengthy  investigations  of  the 
Administration  of  State  Railways  have 
before  the  War  often  been  deprecated 
as  being  an  obstacle  in  the  way  of 
the  utilization  of  water  power.  Since 
the  electrification  of  the  railways  of- 


fered formerly  no  financial  advantages 
in  view  of  the  prices  then  ruling  for 
coal,  and  since,  moreover,  the  Army 
StaflP  objected  to  it  from  the  military 
point  of  view,  the  Administration  of 
Railways  was  not  in  a  position  to 
proceed  with  the  work,  nor  could  it  re- 
lease the  water  power  to  private  enter- 
prise. Now  these  obstacles  have 
ceased  to  exist  and  the  Administration 
of  State  Railways  has  worked  out  an 
extensive  program  for  the  electrifica- 
tion of  the  Alpine  railways,^  which  is 
already  being  carried  out. 

The  Railways  Administration  has 
demonstrated  by  figures  that  the  exe- 
cution of  the  scheme  would  introduce 
considerable  economies  in  coal,  engines 
and  coal  trucks,  staff  and  time,  thus 
making  the  whole  traffic  cheaper,  more 
regular,  quicker  and  capable  of  increased 
business;  moreover  travelling  would 
become  pleasanter.  The  idea  is,  in 
the  first  place,  to  electrify  the  Western 
State  Railways,  traffic  on  which  is 
most  important,  and  w^hich  represent 
40  per  cent  of  the  mileage  and  50  per 
cent  of  the  coal  consumption  of  the 
State  Railways.  It  would  take  from 
twelve  to  thirteen  years  to  complete  the 
adaptation.  Five  of  these  lines  would 
be  w^orked  upon  first,  representing  14.6 
per  cent  of  the  State  Railway  system. 
This  would  mean  an  annual  saving  of 
400,000  tons  of  coal  (at  4,500  calories) 
i.e.,  about  12  per  cent  of  the  total  re- 
quirement of  the  State  Railways  and  5 
per  cent  of  the  total  requirement  of 
Austria.  Given  favorable  conditions, 
the  electrification  of  these  five  lines 
might  be  completed  in  about  five  or 
six  years.  The  cost  for  these  lines  is 
calculated  at  5,1  million  kronen,  and  the 
annual  saving  of  coal  at  327  to  424 
milion  kronen.     Of  course  all  these  cal- 

'  C.  f.  the  very  valuable  statements  aflBxed  to 
the  draft  of  a  law  concerning  the  introduction  of 
electricity  and  motive  power  for  railways,  etc. 
1920,  which  gives  a  full  survey  of  the  matter. 
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culations  are  very  uncertain,  as  future 
price  developments  cannot  be  foreseen. 
The  requirement  of  power  will  be  cov- 
ered by  the  development  of  certain 
works  in  Vorarlberg,  Tyrol  and  Salz- 
burg. 

Water-Coal  Substitution  Schemes 
IN  Vienna 

The  most  urgent  question,  however, 
is  to  substitute  coal  in  Vienna  and  the 
surrounding  industrial  area  of  Lower 
Austria.     More  than  half  the  popula- 
tion is  contained  in  Lower  Austria,  be- 
sides two-thirds  of  the  heating  surface 
of  all  the  boilers  of  the  country.     Of 
the  rest  of  the  population  and  of  the 
boilers,  about  half  is  contained  in  St yria. 
But  whereas  Styria  is  rich  in  coal  and 
water  power,  and  whereas  the  remain- 
ing provinces  can  easily  be  connected 
with  certain   power   stations,   Vienna 
presents    a    more    difficult    problem. 
The  energy  generated  in  the  Alps  can 
be  transmitted  to  Vienna  only  at  great 
expense  and  with  great  loss  of  current. 
The  most  suitable  plan  would  be  to 
use  the  water  power  of  the  upper  Enns 
(about    79,000   HP    mean    yield);    its 
energy  could  be  transmitted  to  Vienna 
by  means  of  a  170  kilometer  transmis- 
sion line.     Up  to  the  present,  however, 
the  province  of  Styria,  in  whose  terri- 
tory this  installation  would  come,  has 
opposed  this  course  in  order  to  reserve 
the  power  for  Styrian  industry.     This 
attitude  is  a  sign  of  regrettable  local 
interests,  for  StjTia  can  cover  her  re- 
quirement from  plenty  of  other  streams, 
whereas  Vienna  has  no  such  choice. 
Quite  recently,  however,  Styria  seems 
to  have  modified  her  attitude. 

The  city  of  Vienna  has  in  conse- 
quence of  these  difficulties  decided,  in 
the  first  place,  to  develop  the  water 
power  of  the]  upper  Ybbs  (13,000  HP 
mean  yield),  and  to  connect  with  this 
a  smaller  station  'Kienberg-Gaming 
(about  5,300  HP) .     The  120  kilometer 


transmission  line  of  the  Ybbs  station 
(110,000  volt  tension)  is  being  adapted 
to  yield  35,000  HP,  and  the  situation  of 
the  locality  makes  it  possible,  if  desired, 
later  to  connect  wuth  it  part  of  the 
power  of  the  Enns,  should  the  present 
difficulties    be    overcome.     The    time 
it  will  take  to  get  the  Ybbs  Station  in 
working  order  is  calculated  at  three  to 
four  years,  and  for  the  Enns  Station, 
five  to  six  years;  an  advantage  of  the 
combination    of    both    w^orks    is    that 
their  respective  low  water  periods  set 
in  at  different  times  of  year.     It  is  fur- 
ther designed  to  bring  the  above  men- 
tioned transmission  in  connection  with 
the  project  of  Persenbeug  (a  loop  of  the 
Danube  with  a  mean  yield  of  7,200  HP) 
and  with  the  Lunz  coal  mines  at  present 
about   to   be   opened   by   the   city   of 
Vienna.     The  scheme,  therefore,  prom- 
ises to  make  use  of  a  quite  substantial 
amount  of  power  within  a  compara- 
tively short  time.     Further  it  should 
be    remembered    that    the    power    of 
the    Ybbs    can    be    accumulated    by 
means    of    the    Lunz.  Lake    and    by 
blocking  the  valley,  to  compensate  for 
the  variations  in  the  flow  of  the  water 
and  achieve  a  regular  supph'  of  current. 
In  any  case,  this  scheme  seems  to  hold 
much    more     promise    than,    for     in- 
stance, the  daring  project  of  the  Krems- 
Kamp     Works      (continuous     annual 
yield  of  27,000  HP),  which  would  in- 
volve unduly  great  technical  difficul- 
ties, or  the  power  stations  of  the  Thaya 
and  the  Drau,  which  it  was  formerly 
thought  might  be  used  for  supplying 
Vienna,  but  which  are  now  in  Czech  or 
Jugo-Slav  territory. 

Nevertheless,  there  are  various  ob- 
jections to  the  development  of  the 
water  power  of  the  Ybbs,  these  objec- 
tions being  raised  by  the  adherents  of 
the  Danube  scheme,  who  are  afraid 
that  the  execution  of  the  less  ambitious 
project  would  indefinitely  postpone 
installation  of  the  much  larger  Danube 
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works.  They  stale  that,  if  the  stand- 
ing annual  requirement  of  Vienna  were 
covered  by  these  smaller  works,  there 
would  be  no  prospect  of  developing  the 
important  water  power  of  the  Danube 
for  the  remaining  irregular  require- 
ments, which  vary  considerably,  since 
this  would  not  be  a  financially  paying 
proposition. 

The  Danx'be  and  Other  Projects 

The  Danube,  it  is  true,  would  be 
capable  of  supplying  an  enormous 
quantity  of  power,  and  there  are  in  ex- 
istence a  large  number  of  schemes,  in  a 
state  more  or  less  developed.  The 
^Yallsee  scheme,  in  Upper  Austria,  is 
the  only  one  which  is  ripe  for  execution. 
Its  mean  yield  would  be  140,000  HP  at 
a  rate  of  1,350  cubic  metres  per  second; 
the  energy  could  be  transmitted  to 
Vienna  by  means  of  a  conduction  130 
kilometers  in  length.  This  scheme  en- 
tails the  building  of  a  dam  on  the 
Danube  and  has  given  rise  to  many 
objections  on  account  of  the  danger  of 
floods  and  ice.  The  concession  for  the 
work  has,  however,  been  granted  upon 
such  conditions  as  would  appear  to 
avoid  these  dangers  and  the  interests  of 
shipping  have  also  been  fully  protect- 
ed in  the  concession. 

All  the  other  Danube  projects  have 
been  designed  without  the  necessity  of 
a  dam,  i.e.,  with  free  flow  of  the  stream. 
This  has  the  advantage  of  avoiding  the 
coiLstruction  of  a  dam,  which  would  be 
a  lengthy  and  costly  process;  but,  on 
the  other  hand,  the  water  works  would 
be  dependent  upon  the  state  of  the 
stream,  so  that  there  would  be  greater 
fluctuations,  and  very  long  canals  and 
expensive  constructions  for  regulating 
the  current  would  be  necessary. 

In  the  Lower  Austrian  district,  be- 
tween Krems  and  March  alone  {i.e.,  a 
reach  of  120  kilometers  long  from 
Vienna)  a  maximum  yield  of  160,000 
HP,  or  an  annual  mean  yield  of  140,- 


000  HP,  could  be  obtained  without 
any  prejudice  to  shipping;  and  this  is 
calculating  drawing  water  from  the 
Danube  only  at  the  rate  of  about  400 
cubic  metres  per  second.  The  Com- 
munal Building  Office  of  Vienna  esti- 
mates the  cost  of  construction  at  211  to 
270  million  gold  kronen. 

The  advantage  of  most  of  the  Danube 
works  consists  in  the  large  quantities  of 
power  they  can  extract,  of  the  fact  that 
they  do  not  necessitate  long  conductions 
(in  the  case  of  the  Lower  Austrian 
reaches  of  the  river)  and  of  the  fact 
that  the  necessary  canals  can  be 
quickly  dug  by  mechanical  means  and 
by  unskilled  labor. 

The  disadvantages,  on  the  other 
hand,  are  as  follows :  great  fluctuations 
in  the  flow  of  the  stream;  the  necessity 
of  a  very  long  time  for  construction; 
danger  to  shipping  by  reduction  of  the 
quanity  of  water  in  the  river  and  the 
accumulation  of  gravel  in  consequence 
of  decreased  carrying  power.  The 
last  disadvantage  can  certainly  be 
obviated  by  regulation  of  the  stream 
and  by  dredging,  but  this  would  in- 
crease the  expense.  Whether  power 
from  the  Danube  would  be  cheaper  or 
more  expensive  than  the  Alpine  high 
pressure  works  mentioned  above  is 
doubtful.  The  Vienna  Communal 
Building  Office  assumes  that  Danube 
horse  power  would  be  somewhat  more 
expensive  than  high  pressure  power. 
It  is  generally  found  that  low  pressure  - 
power  is  dearer  because  it  requires  a  1 
larger  quantity  of  water,  and  therefore 
the  canals,  sluices,  machines,  etc.,  have 
to  be  constructed  on  a  larger  scale. 
On  the  other  hand,  the  high  pressure 
works  under  consideration  have  the 
disadvantage  of  necessitating  very 
costly  tunnelling  and  boring  and  very 
long  transmissions.  The  time  needed 
and  the  expenses  entailed  by  the 
Danube  works  depend  chiefly  upon 
whether  a  sufficient  number  of  dredg- 
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ers  and  enough  other  building  appar- 
atus, trucks,  etc.,  are  available. 

Treaty  of  St.  Germain  and  Water 
Power  Development 

In  this  connection,  we  must  refer  to 
Article  298  of  the  Peace  Treaty  of  St. 
Germain,  which  prescribes  that  the 
interests  of  water  power  development 
are  actually  to  take  precedence  of  the 
requirement  of  shipping,  but  only  on 
condition  that  a  full  agreement  has 
been  reached  by  all  the  States  through 
which  the  river  runs  and  which  are 
represented  on  the  Danube  Com- 
mission. It  is  now  feared  that  there 
may  be  some  among  these  States 
which  have  no  interest  in  freeing 
Austria  from  its  dependence  upon 
foreign  sources  of  coal  supply.  It  is 
of  the  greatest  importance  that  this  ques- 
tion should  be  cleared  up  as  soon  as  pos- 
sible. The  Peace  Treaty  further  pro- 
vides for  a  Court  of  Arbitration  to  be 
appointed  by  the  League  of  Nations 
with  authority  to  deal  with  questions 
of  this  kind. 

Before  the  War,  Austria  had  intro- 
duced a  complete  reform  of  water 
rights  and  of  electricity  laws,  represent- 
ing the  most  modern  point  of  view. 
The  War,  however,  and  the  internal 
political  situation  put  a  stop  to  this 
reform.  The  local  interest  of  the 
various  states  forms  a  barrier  to 
uniformity  of  laws;  besides,  various 
states  wish  to  use  the  water  power 
available  as  much  as  possible  for  local 
purposes.  But  we  may  hope  that  in 
the  end  purely  economic  and  commer- 
cial considerations  will  win  the  day. 
The  individual  states  simply  do  not 
command  the  money  to  execute  elabo- 
rate schemes  without  the  help  of  the 
federal  exchequer  and  of  the  financial 
institutions  of  Vienna.  In  Switzer- 
land, for  instance,  the  rivalries  between 
the  different  Cantons  caused  similar 
difficulties ;  but  in  the  end  they  did  not 


put  a  stop  to  the  development  of 
water  power. 

It  is  of  primary  importance  that  the 
law  governing  sources  of  electrical 
energy  shall  at  last  be  settled,  as  other- 
wise the  construction  of  long-distance 
transmissions  is  exposed  to  local  ob- 
structions and  petty  hindrances.  It 
must  further  be  considered  whether  in 
order  to  save  coal  industrial  under- 
takings should  not  be  compelled  by 
law  to  make  use  of  the  electric  power 
to  be  generated. 

The  Finance  Ministry  is  encouraging 
the  develo])ment  of  water  power  by 
allowing  substantial  dispensation  from 
taxation.  Several  bills  have  been 
passed  to  this  effect.  Foreign  capital 
invested  in  such  undertakings  will  be 
free  of  capital  levy,  and  all  capital  so 
invested  will  receive  great  advantages 
as  to  amortization.  In  any  case,  an 
extensive  scheme  for  the  development 
of  water  power  can  rely  on  the  Austrian 
Finance  Ministry  for  full  approval  and 
support. 

Water    Power — A    Prospect     for 
Foreign  Capital 

To  summarize  the  preceding  re- 
marks, it  may  be  said  that  all  legal  and 
technical  facilities  for  the  most  exten- 
sive development  of  water  power  in 
Austria  are  provided,  and,  further, 
that  the  financial  prospects  for  foreign 
capital  are  particularly  favorable.  The 
immense  increase  in  the  price  of  coal 
has  turned  the  tables  in  favor  of 
water  power,  and  even  such  water 
power  stations  as  would  hardly  have 
been  able  to  compete  with  coal  before 
the  War  are  now  in  a  much  more  favor- 
able financial  position  than  coal  power 
stations.  While  the  price  of  coal  has 
increased  120  to  150  fold,  the  cost  of 
construction  has  risen  only  about  100 
fold.  Before  the  War  the  construction 
of  one  HP  cost  from  600  to  1,000 
kronen.     Moreover  the  dollar  rate  of 
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exchange  has  risen  so  enormously  that 
at  the  present  rate  of  exchange  American 
capital  could  develop  the  water  power  of 
Austria  at  about  one-half  of  the  expense 
in  dollars  that  such  an  undertaking 
would  have  entailed  in  pre-war  days. 

Austrian  water  power,  therefore, 
can  offer  much  lietter  inducements  in 
the  international  market  than  has  ever 
been  the  case  before;  further,  it  could 
undoubtedly  be  used  for  the  develop- 


ment of  an  important  electro-chemical 
industry  and  other  such  products  as 
would  find  a  good  market  on  account 
of  the  low  price  at  which  they  could 
be  exported,  so  that  the  foreign  cap- 
ital invested  in  the  development  of 
Austrian  water  power  would  also  earn 
interest  in  foreign  currency.  Such  in- 
vestments would  be  of  inestimable 
advantage  to  Austria's  whole  economic 
situation. 


CHAPTER  IV 

The  Coal  Supply  of  Austria  After  the  Revolution 

of  1918 

By  Rudolf  Kloss,  D.L.L. 

Civil  Engineer  and  President  of  the  Coal  Supply  Department  of  the  Board  of  Trade 


THE  Revolution  at  the  end  of  1918 
completely  upset  the  coal  supply 
of  Austria.  The  most  important  coal 
districts  of  Austria,  the  brown  coal  dis- 
trict of  Northwestern  Bohemia,  the 
gas,  coal  and  coke  district  of  Ostrau- 
Karwin,  the  district  of  Trifail,  fell  to  , 
the  Succession  States,  which  immedi- 
ately imposed  hard  conditions  on  the 
export  of  coal. 

In  Upper  Silesia,  which  supplied 
most  of  the  coal  needed  in  Austria,  the 
output  was  reduced  to  but  a  small  frac- 
tion of  its  normal  extent  and  therefore 
only  quantities  quite  inadequate  to  the 
demand  could  be  spared  for  Austria. 
The  supplies  from  the  Ruhr-Saar  val- 
ley on  which  the  western  provinces  of 
Austria  (the  Alpine  Montan-Gesell- 
schaft  in  particular)  depended  for 
coke  for  their  blast-furnaces,  ceased 
entirely. 

So  Austria  had  to  fall  back  on  her 
own  coal  production  which  has  at  all 
times  come  short  of  the  demand  and 
suffered  a  further  reduction  through 
the  Revolution.  Her  inland  coal,  being 


brown  coal,  lignite,  was  of  inferior 
quality.  It  was  clear,  then,  that  the 
coal  supply  of  the  new  Republic  had 
to  undergo  a  process  of  reconstruction 
under  greatly  changed  circumstances. 

Disturbance  of  Coal  Import  Due 
TO  Political  Conditions 

The  unfavorable  situation  of  the 
coal  problem  was  further  aggravated 
by  the  political  conditions  at  home  and 
abroad.  The  dismemberment  of  the 
old  Monarchy  into  the  several  National 
States  dealt  a  heavy  blow  to  the  com- 
petence of  the  central  authorities. 
This  made  itself  specially  felt  with  re- 
gard to  the  coal  supply.  Some  of  the 
provinces  took  the  coal  administration 
into  their  own  hands.  But  the  eco- 
nomic pressure  of  those  days  caused 
not  only  the  provinces  but  also  some 
of  the  town  and  district  councils,  work- 
men's and  soldiers'  councils,  military 
bodies  and  subordinate  railway  author- 
ities to  proceed  independently  in  the 
coal  question;  they  laid  embargoes  on 
all  coal  they  could  get. 
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SimUar  conditions  in  the  neighbor- 
ing countries  also  added  to  the  difficul- 
ties of  the  import  of  coal,  whether  the 
governments  of  these  countries  closed 
the  frontiers,  or  whether  subordinate 
railway  authorities  arbitrarily  laid  em- 
bargoes on  coal  destined  for  export  to 
Austria,  some  of  them  in  order  to  secure 
their  own  demand,  some  only  in  demon- 
stration of  their  national  feeling. 

Especially  the  coal  transports 
through  Czecho-Slovakia,  through 
which  country  all  the  coal  from  Upper 
Silesia  has  to  pass  on  its  way  to  Aus- 
tria, continued  to  suffer  disturbance 
for  a  long  time.  Often  the  frontiers 
were  even  completely  closed,  as  when 
the  bank  notes  were  being  stamped 
with  a  view  to  nationalization  or  when 
the  warlike  conflict  raged  between 
Czecho-Slovakia  and  Poland  over  the 
division  of  the  plebiscite  district  of 
Teschen.  Over  and  over  again,  even 
up  to  the  present  day,  the  precarious 
and  inadequate  coal  supply  of  Austria 


has  had  to  cope  with  like  disturbances, 
forcing  many  industries  to  reduce  the 
working  hours  and  hampering  their 
steady  development.  Just  at  present 
Austria  has  to  do  without  pit  coal  from 
Upper  Silesia  owing  to  the  political 
troubles  which  began  on  May  1  of  this 
present  year. 

Requirements  and  Home  Output 

The  monthly  requirements  of  fuel  in 
Austria  are  divided  according  to  the 
various  groups  of  consumers  as  shown 
below. 

These  fuel  requirements  have  to  be 
met  by  the  home  product  and  by  im- 
portation. 

The  Austrian  home  output  of  coal 
amounted  to  228,925  tons  a  month  in 
1913,  the  last  year  of  peace;  it  sank  to 
150,000  tons,  i.e.  12  per  cent  of  the  re- 
quirements, after  the  Revolution.  It 
must  also  be  remembered  that  the  in- 
land coal  is  nearly  all  brown  coal  (lig- 
nite), pit  coal  being  produced  only  in 


Monthly  Fuel  Reqttirements  fob  Austria 


Groups  of  consumers 


Transport 

Vienna  metropolitan  gas  work 

Gas,  water  and  electrical  plants  in  the  provinces 

Private  consumers  in  Vienna 

Private  consumers  in  the  provinces 

Agriculture 

Food  industries 

Iron,  and  steel  foimdries 

Requirements  of  the  coal-mines 

Other  mines 

Salt  works 

Chemical  industries 

Glass  industries  and  potteries 

Building  materials 

Tobacco  manufactories 

Textile  industries 

Leather  industries 

Paper  industries 

Wood,  and  other  industries 

Total 


Coal 


388,800 
66,000 
38,350 
12,250 

156,300 

141,700 

4,500 

30,100 

148,730 

25,800 

17,400 

11,600 

36,500 

14,900 

58,100 

1,450 

28,200 

5,100 

35,000 

1,500 


1,222.280 


Coke 


2,560 


15,500 
14,100 

1,700 
83,250 

1,500 

4,200 
100 

5,380 
80 

1,400 
300 
100 
300 


130,470 


Total 


391,360 
66,000 
38,350 
12,250 

171,800 

155,800 

4,500 

31,800 

231,980 

25,800 

18,900 

11,600 

40,700 

15,000 

63,480 

1,530 

29,600 

5,400 

35,100 

1,800 


1,352,750 
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trifling  quantities.  Yet  the  inland  coal 
is  the  only  coal  which  Austria  really 
has  at  her  disposal. 

Government  Measures  to  Increase 
Domestic  Coal  Output 

Therefore  the  Austrian  government 
is  giving  its  best  attention  to  the  home 
production.  In  the  first  instance,  the 
government  tried  to  stimulate  the  de- 
velopment of  the  existing  coal  mines 
and  the  establishment  of  new  mining 
enterprises.  Unfortunately,  all  invest- 
ments had  in  consequence  of  the  pre- 
vailing coal  shortage  to  encounter  the 
greatest  difficulties,  as  the  industries 
which  should  have  supplied  the  ma- 
chinery and  other  materials  required 
could  be  worked  only  temporarily. 

One  of  the  chief  reasons  for  the  dimi- 
nution of  the  coal  output  was  the  de- 
crease of  the  working  capacity  of  the 
miners  by  the  bad  food  situation. 
The  Coal  Department  of  the  Board  of 
Trade,  therefore,  induced  the  govern- 
ment to  grant  the  miners  the  privilege 
of  considerably  better  food  supplies  on 
condition  of  more  efficient  work.  For 
an  intensification  of  their  work  by  10 
per  cent  as  compared  to  the  work  done 
in  the  first  quarter  of  1920  and  for  the 
performance  of  one  Sunday-shift  a 
month,  the  miners  are  granted  premi- 
ums in  the  shape  of  foodstuffs  at  very 
low  prices,  the  premiums  being  raised 
to  conform  to  a  further  increase  of 
the  work,  finally  approaching  the  food 
supply  of  pre-war  times,  should  the 
increase  reach  20  per  cent.  For  ad- 
ditional Sunday-shifts  the  miners 
receive  premiums  in  the  shape  of 
clothing. 

By  all  these  measures  gradual  in- 
crease of  the  home  production  of  coal 
was  made  possible.  The  coal  output 
amounted  to  not  over  156,000  tons  a 
month  in  the  year  1919.  These  meas- 
ures raised  it  to  197,000  tons  in  Jan- 
uarys 1920,  and  it  had  already  reached 


the  peace  output  with  229,000  tons  in 
January,  1921.  These  figures  have 
since  been  even  a  little  surpassed. 

Diminution  in  Principal  Sources  of 
Supply 

But  the  first  place  in  the  coal  supply 
of  Austria  must  be  left  to  the  im- 
port of  coal  from  abroad,  especially 
from  Czecho-Slovakia  and  Germany. 
Czecho-Slovakia,  which  had  supplied 
Austria  with  35  per  cent  of  her  coal  re- 
quirements in  1913,  placed  exportation 
under  very  hard  conditions  immedi- 
ately after  the  Revolution.  Therefore 
negotiations  on  behalf  of  the  continuity 
of  the  coal  supply  were  begun  immedi- 
ately. For  political  reasons  these  nego- 
tiations turned  out  to  be  extremely 
difficult.  It  must  be  continually  borne 
in  mind  that  the  regulation  of  the  Aus- 
trian coal  supply  has  always  been  ham- 
pered by  political  problems.  At  pres- 
ent, Austria  gets  140,000  tons  of  coal  a 
month,  i.e.  about  40  per  cent  of  the 
quantities  received  in  peace  time,  from 
Czecho-Slovakia,  conforming  to  a  con- 
tract of  compensation. 

Another  country  of  importance  for 
the  coal  supply  of  Austria  is  Germany, 
the  territories  that  form  the  new  Aus- 
tria having  obtained  from  Germany, 
especially  from  Upper  Silesia  and  to  a 
smaller  extent  also  from  the  Ruhr  and 
Saar  districts,  360,000  tons  of  pit  coal 
a  month.  After  the  Revolution  the 
supplies  from  the  last  mentioned  dis- 
tricts were  stopped  absolutely.  In  Up- 
per Silesia  the  output  was  reduced  to 
one-sixth  of  the  pre-war  output,  partly 
by  labor  troubles,  and  partly  by  the 
lack  of  means  of  transport,  as  Germany 
was  compelled  by  the  terms  of  the 
Armistice  to  give  a  large  part  of  her 
engines  and  other  transport  facilities  to 
the  iVllied  Powers.  For  some  time 
therefore,  the  export  to  Austria  had  to 
be  nearly  suspended.  Only  gradually 
after  the  hauling  conditions  had  im- 
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proved  could  deliveries  to  Austria  be 
increased. 

On  the  occupation  of  Upper  Silesia 
by  the  Interallied  Plebiscite  Commis- 
sion in  1920,  the  quantities  of  coal  to 
be  delivered  from  Upper  Silesia  to  Aus- 
tria were  fixed  by  the  Reparation 
Commission  in  Paris  at  200,000  tons  a 
month.  This  quantity  was  always 
fully  delivered  up  to  May  1  of  the 
present  year  when  the  supplies  were 
stopped,  owing  to  the  political  troubles 
in  Upper  Silesia. 

Finally,  Austria  gets  the  compara- 
tively trifling  quantity  of  13,500  tons 
a  month,  in  accordance  with  a  compen- 
sation treaty,  from  Poland. 

In  addition,  some  smaller  quantities 
are  being  brought  in  to  Austria  beyond 
the  contingents  fixed  by  treaties,  es- 
pecially from  Czecho-Slovakia.  The 
output  of  brown  coal  of  inferior  quality 
in  Czecho-Slovakia  has  constantly  sur- 
passed the  demand,  leaving  a  surplus 
for  export,  on  all  of  which  an  export 
duty  was  imposed. 

The  provision  of  American  or  English 
pit  coal,  offered  for  sale  in  any  quan- 
tity, has  so  far  proved  impossible,  its 
price  being  prohibitive  in  consequence 
of  the  depreciation  of  the  Austrian  ex- 
change. In  Vienna,  the  price  of  Czecho- 
Slovakian  browm  coal  amounts  to 
about  3,000  kronen,  the  price  of  pit 
coal  from  Upper  Silesia,  to  4,500  kronen 
per  ton,  while  the  price  of  the  American 
pit  coal  is  nearly  10,000  kronen,  a  price 
the  Austrian  industry  cannot  pay, 
threatened  as  it  is  by  foreign  compe- 
tition. 

Altogether,  Austria  had  a  quantity 
of  6,490,789  tons  of  coal  at  her  disposal 
in  the  year  1920,  i.e.,  540,000  tons  a 


month,  just  41  per  cent  of  her  total 
requirements.  The  coal  situation  was, 
therefore,  extremely  hard,  especially 
during  last  winter. 

Consequences    of    Diminution    in 
Supply 

The  inevitable  consequence  of  this 
insufficient  supply  and  of  the  frequent 
stoppages  of  importation  were  repeated 
restrictions  of  the  tram  service  and  a 
very  scanty  supply  for  the  most  urgent 
public  needs  such  as  food  industries, 
gas  and  power  works,  hospitals  and 
household  fuel,  even  kitchen  fires.  The 
population  was  often  exposed  to  the 
direst  distress,  and  the  laboring  classes 
to  the  greatest  unrest  o^-ing  to  unem- 
ployment. 

Most  hopeless  was  the  plight  of  the 
metropolis,  Vienna.  Here  the  gas  and 
power  works  as  well  as  the  tram  service 
had  to  undergo  decisive  restrictions, 
and  private  households  were  limited  to 
the  consumption  of  one  cubic  meter  of 
gas  and  one  hectowatt  of  electricity  a 
day  only.  In  Vienna,  the  allowance  for 
kitchen  fires  per  week  and  household 
is  only  seven  kilos  (about  15  lbs.).  X 
more  liberal  supply  to  the  540,000 
households  in  Vienna  could  be  granted 
only  if  there  were  much  larger  quanti- 
ties of  coal  on  hand. 

Though  the  coal  situation  of  Austria 
has  gradually  improved  as  compared 
with  the  awful  plight  immediately  after 
the  Revolution,  the  quantities  of  coal  at 
her  disposal  are  not  nearly  sufficient  to 
allow  a  return  to  normal  economic  life. 
Only  by  considerably  raising  the  import 
from  abroad  and  by  securing  its  regidar 
delivery  can  anything  like  a  lasting 
improvement  be  produced. 
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CHAPTER  V 

The  Public  Finances  of  the  RepubHc  of  Austria 

By  Dr.  Emanuel  Hugo  Vogel 

Professor  of  the  University  of  Vienna 


THE  j)ul)lic'  finances  of  Austria  re- 
flect tlie  situation  to  which  tliat 
country  lias  been  reduced  by  the 
Treaty  of  St.  Germain.  After  tlie 
dissohition  of  the  former  economic 
unit  of  the  Austro-Hungarian  Mon- 
arcliy,  tlie  Alpine  j)rovinces,  lacking 
coal,  mineral  oils,  etc.,  and  chiefly 
dependent  on  importations  from  abroad 
for  agricultural  products  and  the  most 
necessary  commodities,  remained  with 
the  newly  founded  Austrian  Republic; 
while  the  larger  part  of  the  territories 
boasting  of  great  riches  in  raw  ma- 
terials and  manufactures  fell  to  Czecho- 
slovakia. Austrian  manufactures  are 
taking  great  pains  to  resume  their 
former  economic  relations  with  the 
other  Succession  States,  but  indastry 
and  commerce  continue  to  be  much 
hampered  in  their  development  by 
reciprocal  customs  boundaries  and 
restrictions  on  both  import  and  export: 
trade.  And  these  difficulties,  bad  as 
they  are,  are  outweighed  by  the  ter- 
rible depreciation  of  the  currency, 
which,  on  the  one  hand,  causes  the 
import  trade  to  become  one  of  the 
heaviest  burdens  on  the  public  finances 
and  national  economy,  and,  on  the 
other,  compels  the  other  countries  to 
erect  a  castoms  frontier  against  the 
natural  export  tendency  of  Austria. 
As  long  as  the  Austrian  currency  is 
not  raised  to  a  standard  averaging 
from  7  to  8  kronen  relatively  to  one 
Swiss  franc,  by  the  help  of  credits 
granted  by  the  League  of  Nations, 
Austria  will  not  be  in  a  position  to 
exchange  goods  with  the  surrounding 
National  Succession  States  on  the  same 
terms  as  Czecho-Slovakia  and  Germany. 


So  long  as  these  conditions  continue, 
a  revival  of  Austrian  economic  ener- 
gies is  quite  out  of  the  question.  All 
measures  concerning  credits  which  do 
not  tend  to  raise  the  kronen  exchange, 
previous  to  the  introduction  of  a  new 
currency,  to  the  above-named  stand- 
ard, or  at  least  to  a  standard  consid- 
erably facilitating  trade  and  com- 
merce (from  about  four  to  five  kronen 
to  one  Swiss  franc),  must  in  the  end 
become  a  vain  sacrifice  and  could  have 
but  a  transient  effect.  The  awful 
consequences  of  the  deep  currency 
depreciation  are  demonstrated  by  the 
Austrian  budget. 

The  Budget 

The  currency  depreciation  is  one  of 
the  principal  causes  of  the  appalling 
height  of  the  deficit  and  the  expendi- 
ture figures.  According  to  the  latest 
budget  for  the  second  half  of  1921,  the 
balance  between  the  relation  of  revenue 
and  expenditure  appears  in  Table  I. 

The  figures  of  the  table  alone  serve  to 
show  the  cause  to  which  the  half-yearly 
deficit  of  25.4  billions  kronen  (yearly 
deficit  over  50  billions)  is  to  be  as- 
cribed. It  is  the  consequence  of  the 
currency  depreciation  and  of  the 
dearth  of  imports  occasioned  by  it. 
The  loss  comes  in  consequence  of  the 
deterioration  of  the  rate  of  exchange 
which  has  been  calculated  at  the  rate 
of  100  Austrian  kronen  equal  to  one 
Swiss  franc,  though  the  rate  of  ex- 
change has  since  become  still  more 
unfavorable  in  spite  of  the  action 
I)lanned  by  the  League  of  Nations, 
The  result  has  been  a  loss  of  10,380 
millions    kronen    on    the    government 
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TABLE  I 

Relation  Between  Revenue  and  Expenditure,  January  7-December  31,  1921 

Million  Kroneti  Percentage 


I.  Expenditure 

Loss  in  consequence  of  the  deteri- 
oration of  the  rate  of  exchange : 


1  State-monopoHes 

2  Railways 

3  Public  debts 

4  Government  contribu- 
tion to  the  private  pre- 
war debts  according  to 
the  Treaty  of  St.  Ger- 
main   

5  Government  contribu- 
tion towards  the  pay- 
ment of  foodstuff  prices. 

6  Other  government  con- 
tributions in  adminis- 
tration and  enterprises. 


2,184.16 
1,75.5.69 
2,337.70 


1,960.00 


10,280.00 


395 . 45 


10.2 


Total 18,913.00 

National  debt  services  (interest  and  redemption) 2,282.30 

Civil  service  and  pensions  fund 14,117. 10 


Total 35,312.40 

Other  sundry  expenditure 14,184 .  10 


Total  of  expenditure 49,496.50 


21.0 


0.8 

38.0 

4.0 

29.0 

71.0 
29.0 

100.0 


Million  Kronen  Percentage 


11. 


Gross-revenue 

Capital  levy 500 .  00 

"Income  tax"  (assessed  according  to  the  income  of  the  tax 

payer) 868 .  60 

Other  direct  taxes 409 .  30 

Customs 2,895 .  30 

Excise 790 .  10 

Stamps  and  other  similar  duties 1,962.00 

Total 7,425 .  30 

Monopolies 5,194 .  00 

Government  enterprises 6,530 .  50 

Export  licenses 900 .  00  ] 

Realization  of  government  property  and  loans 2,033 .  00  \ 

Other  revenues 1,992.30  I 


Total  of  revenue 24,075 .  10 


2.0 

5.0 

12.0 
3.0 

8.0 

30.0 
22.0 
27.0 

21.0 


100.0 


Deficit 25,421.40 


22 


The  Annals  of  the  American  Academy 


imports  of  foodstuffs;  i.e.,  the  ^overn- 
inont  ])aid  per  head  of  the  popidation 
in  one  year,  S.'^OO  kronen,  in  order  to 
reduce  the  price  of  foodstuffs  (flour, 
meat,  fat,  milk).  The  low  exchange 
rate  is  also  to  be  held  responsible  for 
losses  on  other  imports,  especially  on 
coal  for  the  railways  and  material  for 
the  tobacco  monopoly,  losses  amount- 
ing to  8,633  millions  kronen  in  half 
a  year.  Altogether,  18,913  millions 
kronen  in  half  a  year  and  37.8  billions 
in  a  year,  that  is  38  per  cent  of  the 
total  expenditure  or  74  per  cent  of  the 
deficit,  is  accounted  for  by  these  losses. 
Could  the  Austrian  krone  be  raised  to 
two  Swiss  centimes  the  above  named 
sum  of  18.9  billions  would  be  reduced 
to  about  9.456;  with  a  rise  to  four  or 
five  Swiss  centimes,  the  loss  in  conse- 
quence of  the  deterioration  of  the  ex- 
change would  play  no  part  at  all  in 
the  budget.  This  shows  quite  clearly 
the  importance  of  a  serious  and  efficient 
foreign  credit  action. 

CmL  Service  Expenditure 

But  the  most  distressing  effects  of 
the  currency  depreciation  have  fallen- 
on  the  civil  service  and  pensions  expen- 
diture which  has  reached  a  pitch  quite 
disproportionate  to  a  small  country. 
This  division  of  the  expenditure,  includ- 
ing the  salaries  of  employes  and  work- 
men in  public  enterprises,  amounts  to 
more  than  14  billions  kronen  for  half  a 
year  or  to  28  billions  kronen  for  the 
whole  year.  As  it  has  since  been  found 
necessary  to  raise  salaries,  this  sum 
added  to  the  government  contribu- 
tions towards  the  civil  service  expendi- 
ture of  the  provinces  and  their  capi- 
tals, will  actually  come  to  37  billions 
kronen  a  year.  However,  one  must 
not  forget  that  a  large  part  of  the  civil 
service  expenditure  falls  not  to  the 
share  of  the  government  administra- 
tion but  to  national  enterprises,  a.s 
the   whole   railway   system   has    been 


nationalized.  Of  the  above  mentioned 
14  billions  for  the  six  months  esti- 
mated, 4,467  millions  fall  to  the  share 
of  the  railways,  1,146  to  that  of  the 
post,  telegraph  and  telephone,  1,050 
to  the  subsidies  for  the  provinces  and 
municipalities.  Even  the  army  esti- 
mate (30,000  men  and  officers)  which 
amounts  to  914  millions  half-yearly  is 
included  in  this  figure.  All  these 
expenditure  figures  can  be  rightly 
understood  only  when  compared  with 
the  dearth  provoked  by  the  currency 
depreciation. 

On  the  average,  the  civil  servants' 
pay  still  falls  short  of  the  often  centu- 
pled advance  in  price  for  all  commodi- 
ties as  compared  with  that  ruling  be- 
fore the  War,  particularly  for  clothing, 
shoes  and  also  most  foodstuffs.  Ac- 
cordingly, the  standard  of  life  of  those 
classes  engaged  in  civil  work  has 
fallen,  while  at  the  same  time  other 
classes  more  favored  by  the  ruling 
circumstances,  farmers  especially  and 
capitalists  making  money  transactions 
or  trading  in  wares,  were  able  to 
realize  great  profits.  The  brain  work- 
ers have  to  bear  the  brunt  of  this  hard 
struggle  and  with  them  suffer  the  prin- 
cipal supporters  of  the  intellectual  and 
social  reconstruction  of  Austria.  The 
following  data  may  serve  to  illustrate 
this  injustice.  The  Revolution  has 
encouraged  certain  despotic  tendencies 
in  the  social  policy  which  have  caused 
a  hardly  justifiable  re-grouping  of  the 
economic  conditions.  The  salary  of  a 
second  waiter  has  been  multiplied  by 
62;  that  of  a  government  official  of 
the  lowest  rank  by  37;  that  of  a  de- 
partmental head  with  university  train- 
ing in  one  of  the  ministries,  or  of  a 
professor  in  the  university  only  by  16, 
and  that  of  an  official  of  the  fourth 
rank,  chief  of  a  department  in  a  min- 
istry, by  11.  These  figures  show  dis- 
tinctly enough  the  economic  disad- 
vantage under  which  the  brain  work- 
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ers,  the  persons  most  indispensable  to 
the  organization  of  the  task  of  recon- 
struction of  the  country,  labor. 

No  doubt,  the  number  of  civil  serv- 
ants is  far  too  large  for  so  small  a 
country;  i.e.,  264,467,  of  which  the 
railways  supply  72,951;  the  post,  tele- 
graph and  telephone,  32,201;  the  army, 
30,000.  The  families  included  in  this 
figure  amount  to  751,564  persons  out 
of  a  total  population  of  65,000,000. 
A  considerable  part  of  them  is  engaged 
in  the  national  transport  system,  which, 
it  is  true,  works  with  a  great  deficit,  or 
the  monopoly  plants  for  tobacco  and 
salt  and  in  the  "national  industry 
works,"  an  enterprise  in  the  form 
of  nationalized  economies.  It  will, 
however,  prove  impossible  to  reduce 
the  staff  of  civil  servants  before  a 
general  reconstruction  that  will  afl^ord 
opportunities  for  these  employes  to 
exchange  their  present  government 
employments  for  private  positions. 
Likewise,  a  cutting  dowai  of  salaries 
and  wages  can  follow  only  upon  the 
effect  of  an  adequate  improvement  in 
the  rate  of  exchange,  making  itself 
felt  in  a  fall  of  prices  for  all  commodi- 
ties. Compared  to  the  civil  service 
expenditure  the  other  real  expendi- 
ture on  administration  is  of  no  great 
importance  (14  billions  kronen  in  the 
half-year),  especially  as  1,829  mil- 
lions are  included  for  grants  to  the 
finances  of  the  provinces  and  munici- 
pal districts.  The  estimate  for  edu- 
cation names  a  sum  of  only  403  millions 
kronen,  that  is  eight-tenths  of  one  per 
cent  of  the  total  expenditure  for  the 
six  months'  budget. 

Monopolies  and  National  Enter- 
prises 

Although  all  articles  produced  under 
government  monopolies  have  gone  up 
so  high,  and  the  railway  tariffs  and 
postal  rates  have  been  raised  so  faf 
as  to  make  them  a  heavy  burden  for 


economic  life,  it  is  only  the  so-called 
"fiscal  monopolies,"  tobacco,  salt  and 
saccharine,  which  yield  positive  and 
not  inconsiderable  returns;  other  na- 
tional enterprises,  as  railways  and 
post,  are  worked  at  a  loss.  This  loss 
is  to  be  attributed  chiefly  to  the 
enormous  sums  spent  on  wages  and  raw 
materials, owing  to  the  depreciated  cur- 
rency, c|uite  aside  from  undeniable  mis- 
takes in  the  management  of  the  works, 
defective  or  unbusinesslike  organiza- 
tion and  the  often  irrational  employ- 
ment in  which  the  staff  are  engaged. 
Table  II  gives  the  prevailing  net 
profits  and  losses  for  figuring  in  the  six 
months  estimates  (that  is,  after  deduct- 
ing the  costs  for  the  staff  from  the  ex- 
penditure figures)  in  millions  of  kronen. 
The  net  revenue  of  the  monopolies 
is  therefore  counterbalanced  by  the 
government  enterprises,  so  that  the 
total  deficit  amounts  to  4.6  billions  in 
half  a  year.  The  most  serious  item 
on  the  side  of  liabilities  is  furnished  by 
the  state  railways,  the  deficit  of  which 
amounts  to  9  billions  a  year,  less  the 
offset  formed  by  the  railway  traffic 
taxes,  which  though  not  yet  booked 
among  the  receipts  are  expected  to  run 
up  to  roughly  speaking  2  billions 
kronen.  The  huge  deficit  is  princi- 
pally due  to  the  large  expenses  for 
coal  and  other  materials,  which  are 
computed  at  not  less  than  1,756  mil- 
lions kronen  half-yearly.  The  low 
rate  of  exchange  must  also  be  made 
responsible  for  2,184  millions  kronen 
lost  half-yearly  on  the  gross  proceeds 
of  the  monopolies  (for  tobacco  alone, 
2,164  million)  over  the  purchase  of 
raw  materials  from  abroad.  This  to- 
gether with  the  high  expenditure  for 
salaries  and  wages  accounts  for  the  bad 
returns  on  the  national  enterprises. 

Taxes 

According  to  the  huge  increase  of 
the  expenditure,  the  pressure  of  taxa- 
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TABLE  II 

Net  PaoFiT  and   Loss  ix  Government  Monopolies  and  National  Enterprises 

Stand  of 

capital  on 

Profit         Loss       December 

I.  Monopolies  81,  1921 

Tobacco 723 . 1  8,5G4 . 1 

Salt 228.6         376.4 

Saccharine 100 . 0         3.0 

Mineral  Waters 1.2 

Lotteries 38 . 7 

Total 1,081 .6 

II.  Enterprises 

Forests,  estates 217.7 

INlines  belonging  to  the  state 6.9 

Railways .... 

Post.  .\ , 

Telegraph  and  Telephone .... 

Mines 14 . 8 

Industrial  plants .... 

Sundry  smaller  enterprises  (printing  offices,  theatres 

run  to  tlie State,  etc.) 33.3 

Total 1,354.3      5,978.4 

Net  loss 4,624 . 1 


8,943.5 

2,810.0 

119.3 

4,599.0 

78,665 . 6 

353 . 7 

39.9 

144.3 

2,491.1 

576.0 

743.9 

3,573.4 

146. 5 

897.0 

5,115.8 


tion  liad  to  be  applied  to  the  utmost 
extent.  Among  tlie  provisions  to 
meet  the  extraordinary  demand,  the 
"single  great  capital  levy,"  decreed 
on  July  21,  1920,  ranks  first.  This 
tax  is  levied  on  all  unencumbered 
chattel,  real  and  personal,  according 
to  a  progressive  scale,  and  has  to  be 
paid  by  individuals  as  well  as  by 
corporate  bodies.  The  scale  for  indi- 
viduals slides  from  3  per  cent  on  a 
capital  of  30,000  kronen  to  65  per 
cent  on  10  millions  kronen  and  over. 
The  tax  on  the  greater  part  of  the 
capital  property  will  average  from  30 
to  45  per  cent,  while  the  joint  stock 
companies  have  to  pay  a  uniform  tax 
of  15  per  cent,  beside  the  high  taxa- 
tion for  earned  income.  The  shares 
in  the  shareholders'  hands  are  exempt 
from  the  tax.  The  levy  on  capital  is 
designed  partly  for  the  payment  of 
war  debts,  partly  for  the  purchase  of 


foreign  values  and  the  diminution  of 
the  circulation  of  bank  notes.  The 
capital  levy  is  expected  to  yield  a 
return  of  about  12  billions  kronen, 
about  8  billions  having  already  been 
received  as  a  privileged  advance  pay- 
ment in  the  first  half  of  1921.  This 
sum  was  used  for  the  payment  of 
debts  as  advance  payments  were 
permitted  partly  in  war  loans  and 
treasury  bills.  The  further  returns 
of  the  capital  levy  will  come  due  during 
the  coming  /ears  and  are  preliminated 
at  500  millions  kronen  for  the  first  half 
of  1921. 

Beside  the  capital  levy,  destined  to 
meet  the  extraordinary  expenditures, 
the  direct  profit  tax  and  especially 
the  "income  tax,"  assessed  according 
to  the  income  of  the  tax  payer,  have 
been  raised  as  far  as  possible  to  in- 
crease the  ordinary  revenue.  The 
burden  of  this  rise  in  taxes  is  felt  all 
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the  more  as  it  coincides  witli  a  ]iea\ y 
struggle  for  existence;  the  manu- 
factures have  to  fight  in  order  to  be 
able  to  keep  pace  with  upward  move- 
ment of  wages  and  prices  for  raw  ma- 
terials. The  greatest  part  of  the  direct 
taxation  involves  the  inhabitants  of 
towns  and,  in  the  first  degree,  the  crafts 
and  manufactures  and  the  profits  of 
commercial  and  banking  concerns  with 
a  fixed  abode.  It  is  much  to  be  re- 
gretted that  for  technical  reasons  in- 
numerable intermediary  profits  could 
not  be  taxed.  The  classes  mentioned 
have  to  bear  the  whole  burden  of  the 
government  taxes. 

So  far,  the  farmers  have  had  to 
contribute  a  small  share  consisting  of 
a  perfectly  inadequate  ground  and 
house  tax  (62  millions  kronen  yield  3 
millions  of  taxes  a  year)  added  to  an 
income  tax,  the  collection  of  which  in 
the  country  side  is  not  carried  out 
energetically  enough.  Out  of  a  half 
yearly  total  of  1,778  millions  kronen 
at  which  the  direct  taxes  are  pre- 
liminated,  one-half  (868.6)  is  furnished 
by  the  considerably  raised  income  tax. 
According  to  the  scale  for  1921,  the 
tax  rises  progressively  from  about 
1.5  per  cent  on  an  income  of  30,000 
kronen  to  60  per  cent  on  all  incomes 
exceeding  1.2  millions  kronen.  As  all 
incomes  accruing  from  either  house  or 
landed  property,  chattels,  personal  or 
business,  are  further  encumbered  with 
profit  duties  on  which  an  extra  govern- 
ment tax  of  100  per  cent  is  charged,  it 
may  easily  be  gathered  that  Austria 
has  reached  the  extreme  limit  of  the 
tax  payers'  capacity.  A  remedy  can 
be  found  only  in  a  proper  taxation  of 
the  farmers'  income  and  an  energetic, 
though  technically  difficult  effort  to 
make  all  those  dealers  and  speculators 
contribute  to  the  national  finances 
who,  in  drawing  huge  profits  out  of 
their  undeclared  transactions  in  money 
or  wares,  give  an  ever  renewed  impetus 


toquite  unjustifiable  rises  without  doing 
any  useful  economic  work. 

The  excises  have  also  been  very 
much  raised,  e.g.,  the  wine  tax  by  400 
kronen  a  hectoliter;  the  beer  tax  by  20 
kronen  on  each  degree  of  beer  wort 
per  hectoliter;  the  spirits  tax  by  100 
kronen  per  liter  of  alcohol;  the  sugar 
tax  by  160  kronen  per  100  kilogram; 
but  the  total  excise  revenue  (amount- 
ing to  about  790  millions  kronen  half- 
yearly)  lags  far  behind  that  of  the 
direct  taxation,  seeing  how  little  the 
population  can  spare  for  these  articles. 
The  stamp  duties  are  also  very  high 
and  mean  a  hea\'y  charge  on  the  whole 
commercial  life  which  is  further  aug- 
mented by  a  duty  on  the  transfer  of 
foreign  exchanges  and  values  and  by 
the  railway  transport  duties.  The 
latter  (averaging  30  per  cent  on  the 
passenger  and  freight  rates  and  con- 
sequently going  up  simultaneoasly 
with  these  rates  which  are  many  times 
what  they  were  before  the  war)  are 
preliminated  at  1,015  millions  kronen 
per  half  year;  the  stamp  taxes,  at  947 
millions. 

A  very  considerable  portion  of 
Austria's  revenue  is  contributed  by 
the  customs,  to  the  disadvantage,  it  is 
true,  of  the  consumers  and  of  the  pro- 
ducers, as  the  prices  of  nearly  all 
necessities  of  life  have  been  very  much 
raised  by  the  castoms  duties.  As 
these  have  to  be  paid  in  gold  or  in  an 
equivalent  for  gold,  the  government 
levies  additional  duties  when  the  cus- 
toms are  paid  in  paper  money;  since 
May  1,  1921,  these  have  been  raised  a 
hundred-fold  on  some  articles,  and  to 
one  hundred  and  thirty-fold  on  the 
nominal  gold  customs  duties  for  articles 
having  to  pay  excise  fiscal  custom, 
such  as  coffee,  tea,  rice.  Therefore, 
the  total  revenue  of  the  castoms  is 
preliminated  at  not  less  than  2,895 
millions  kronen  for  six  months  or 
5,790     millions     per     annum.     These 
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costs  on  being  added  to  the  prices  of 
connnodities,  occasion  an  increase  of 
wages.  In  spite  of  the  greatest  exer- 
tion, the  total  of  the  taxes  collected 
amounts  to  not  over  30  per  cent  of  the 
total  gross  revenue  and  14.8  per  cent 
of  the  total  expenditure,  while  monop- 
olies and  national  enterprises  play 
by  far  a  greater  part  on  the  assets  as 
well  as  on  the  liabilities  side  of  the 
budget. 

While  since  December,  19'-20,  the 
increase  of  the  railway  tariffs,  postal 
rates,  stamp  duties  and  additional 
customs  duties  brought  a  surplus  rev- 
enue of  9.6  billions  kronen,  and  while 
about  3  billions  could  be  saved  by  the 
gradual  reduction  of  the  government 
contributions  towards  the  cost  of  food- 
stuffs, a  new  railway  tariff  for  passen- 
gers and  freights  introduced  on  July 
1,  19'21  will  yield  a  surplus  revenue  of 
6  billions  per  annum  and  an  automati- 
cal surplus  revenue  of  the  traffic  duties 
of  1.4  billions  as  preliminated  in  the 
budget.  This  was  necessitated  in 
order  to  allow  a  raise  in  the  salaries  of 
the  government  officials.  Meanwhile, 
the  expenditure  has  been  augmented 
quite  disproportionately  by  permitting 
higher  wages.  The  deficit  of  the  com- 
ing budgetary  period  will  consequently 
be  greater  if  the  currency  depreciation 
should  continue.  In  order  to  pro- 
vide for  this  expenditure  a  new  increase 
of  the  fiscal  customs  tariff,  stamp 
duties,  the  duty  on  the  transfer  of 
stocks  and  shares,  and  on  tobacco  ])rices, 
and  further  a  radical  reduction  of  the 
government  contributions  towards  the 
flour  and  bread  prices  is  planned.  The 
latter  measure  will  be  felt  very  severely 
by  the  consumers. 

The  National  Debt 

No  less  a  burden  than  that  of  the 
expenditure  is  the  capital  debt  of  a 
countrj'  with  a  population  of  six  mil- 
lions whereof  nearly  one-third  live  in 


Vienna  and  the  provincial  capitals. 
This  is  composed  of  the  public  debts  of 
former  Austria  carried  over  to  the 
account  of  the  Republic  of  Austria 
as  dictated  by  the  Treaty  of  St.  Ger- 
main and  of  tlie  new  national  debt  of 
the  Republic  of  Austria.  By  the 
terms  of  the  Peace  Treaty  the  Austrian 
Republic,  as  the  la\A'ful  successor  to  the 
old  Monarchy  and  supposed  "accom- 
plice" in  the  Great  War,  has  to  bear 
the  full  burden  of  her  predecessor's 
debts.  They  form  a  list  of  figures 
which  must  act  as  a  drag  on  the  work 
of  reconstruction  from  the  very  outset 
and  tend  only  to  demand  greater 
sacrifices  for  this  purpose  on  the  part 
of  the  foreign  powers.  On  June  30, 
1921,  the  public  debt  of  former  Austria 
(pre-war  and  w^ar  debts  of  the  Mon- 
archy) amounted  to  28,340  millions 
kronen,  nominal  value,  to  which  must 
be  added  nearly  as  high  a  sum  for  the 
augmentation  of  the  debt  caused  by 
the  currency  depreciation,  i.e.,  24,859 
millions.  Consequently,  that  part  of 
the  debt  of  former  Austria  taken  over 
by  the  Austrian  Republic  burdens  that 
country  with  no  less  than  53.2  billions 
kronen.  Nevertheless,  the  nominal 
national  debt  of  former  Austria  has 
been  reduced,  thanks  to  redemptions 
made  by  the  new  AiLstrian  Republic, 
by  as  much  as  9,094.5  millions  (from  a 
totalof  82,190  millions  on  June20, 1920, 
to  72,501  millions  nominal  value  on 
June  30,  1921).  This  reduction  was 
managed  by  the  war  loans,  paid  into 
the  treasury  by  way  of  a  levy  on 
capital,  and  by  the  redemption  of  the 
war  profits  tax  (about  9  billions) 
and  the  "N.U.M.  credit"  granted  by 
the  Netherlands.  In  the  meantime, 
the  currency  depreciation  of  the  krone 
to  one-third  below  last  year's  level  has 
alone  sufficed  to  increase  the  burden 
of  the  debt  despite  all  redemptions. 
A  reduction  or  redemption  of  the  na- 
tional   debt    would    seem    impossible 
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without  a  thorough  reform  of  the  cur- 
rency. Again  we  may  see  that  the 
sole  means  of  reconstruction  is  a  raise 
of  the  rate  of  exchange,  where})y  tlie 
debt  would  at  least  be  reduced  again 
to  its  nominal  level. 

The  total  of  Austria's  7iev)  public 
debt  already  amounted  to  59,^259  mil- 
lions kronen  on  June  30,  1{)'-21,  to  whicli 
sum  must  be  added  the  foreign  credits 
for  foodstuffs  and  raw  materials,  as 
far  as  the  accounts  for  them  have  al- 
ready been  settled  and  met  by  bonds. 
Computed  at  their  nominal  value,  i.e., 
at  par  before  the  War,  they  come  to 
464  millions  kronen  in  gold,  but  to 
57,434  millions  kronen  if  computed  at 
the  present  value  of  the  kronen  and 
considering  the  difference  in  the  rate  of 
exchange.  Those  foreign  credits  of 
at  least  27  billions  for  which  so  far  no 
bonds  have  been  issued  on  the  part  of 
Austria  are  not  taken  into  account 
any  more  than  the  further  currency 
depreciation  which  occurred  after  June 
30,  1921.  So  the  debts  run  up  by 
Austria  herself  amount  to  117  billions 
kronen  during  the  first  two  and  one- 
half  years  of  this  Republic's  existence; 
adding  to  this  sum,  the  share  of  the 
old  Austrian  debts  allotted  to  her  by 
the  Peace  Treaty,  we  arrive  at  a  total 
charge  of  170  billions  kronen  (28,333 
kronen  per  head  of  the  population). 
The  interest  and  redemption  service 
for  this  debt  requires,  altogether, 
4,620  million  kronen  half-yearly  (that 
is,  9.2  billions  per  year).  On  the  other 
side  of  the  scales,  we  find  the  national 
property   of    the    Austrian    Republic, 


although  it  is  not  available,  and,  fur- 
ther, the  various  assets  of  the  state 
itself.  The  latter  are  composed  of  the 
capital  invested  in  the  monopolies 
and  national  enterprises  (estimated  at 
about  96  billions  kronen)  and  of  all 
the  other  movable  and  immovable 
property  inider  government  adminis- 
tration (public  office,  buildings,  inven- 
tories, etc.)  for  which  no  reliable  basis 
for  valuation  is  available. 

Other  Obligations  Under  the 
Terms  of  the  Peace  Treaty  of 
St.  Germain 

But  to  fill  the  cup  to  the  brim, 
Austria  has  been  placed  under  the 
following  additional  obligations,  re- 
sulting from  the  Peace  Treaty,  for 
one-half  of  the  year  1921:  balance  of 
costs  for  the  Vienna  Section  of  the 
Reparations  Commission,  nominal 
value  kronen,  250,000,  i.e.,  32.8  mil- 
lion kronen  under  prevailing  condi- 
tions (3.75  millions  nominal  value  or 
303.8  million  kronen  for  the  corres- 
ponding half  of  1920);  further,  a  gov- 
ernment indemnification  of  two  bil- 
lion kronen  granted  to  Austrian  debt- 
ors for  losses  incurred  through  their 
being  bound  over  to  redeem  their 
foreign  private  pre-war  debts  up  to 
former  nominal  value,  and  for  the 
liquidation  of  Austrian  property 
abroad;  200  million  kronen  for  de- 
livering up  materials  of  warfare;  fi- 
nally, 1.4  million  kronen  to  defray  the 
costs  of  the  International  Danube 
Commission:  altogether,  a  total  sur- 
plus charge  of  2,238  million  kronen. 
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CHAPTER  VI 

The  Currency  Problem  of  Austria 

By  Dr.  Emanuel  H.  Vogel 

Professor  in  the  University  of  Vienna 


THE  fate  of  Austrian  currency 
l)est  shows  the  serious  conse- 
quences of  the  Peace  Treaty  and  the 
dismemliermcnt  of  the  old  Monarchy 
which  formed  a  homogeneous  simple 
territory  as  far  as  customs  and  cur- 
rency were  concerned.  At  the  begin- 
ning of  the  War,  the  currency  of  the 
old  state  was  on  the  whole  consolidated. 
By  an  appropriate  exchange  policy, 
the  Austro-Hungarian  Bank  succeeded 
in  maintaining  the  gold  parity  of  its 
notes.^  On  July  23,  1914,  the  bank 
boasted  a  metal  reserve  of  1,589  mil- 
lion kronen  and  a  bank  note  circulation 
of  2,130  millions;  i.e.,  75  per  cent  w^as 
covered  in  gold.  During  the  War  this 
relation  sank  as  inflation  increased. 
At  the  time  of  the  break-do^sTi  of 
Austria-Hungary,  November,  1918,  the 
circulation  of  bank  notes  amounted  to 
3.5.6  billion  kronen,  the  outstanding 
debts,  Giroguihaben,  to  7.1  billion;  that 
is,  the  current  lial)ilities  amounted, 
altogether,  to  42.7  billion  kronen,  cov- 
ered by  the  metal  reserve  only  to  the 
extent  of  eight-tenths  of  one  per  cent. 
Simultaneously,  the  value  of  the  Aus- 
trian krone  in  the  foreign  markets 
raj)idly  depreciated.  New  York  bills 
in  Vienna  which,  at  the  end  of  August, 
1914,  noted  5.12  kronen,  rose  at  the 
end  of  1915  to  7.85  kronen,  the  price 
of  the  dollar  in  Vienna;  at  the  end  of 
1916,  to  9.56;  after  the  break-down  at 
the  end  of  November,  1918,  to  15.82; 
at  the  end  of  June,  1919,  to  30.25;  in 
October,  1919,  to  103;  in  December, 
1919,  to  155;  in  February,  1920,  to 
250;  in  June,  1920,  to  148;  in  October, 

1  Irving  Fisher,  "  The  Purchasing  Power  of 
Money,"  New  York,  1911. 


1920,  to  405;  in  December,  1920, 
to  659;  in  A])ril,  1921,  to  666  and,  on 
July  23,  1921,  to  846  kronen. 

The  dreadful  depreciation  of  the  cur- 
rency illustrated  by  these  figures,  set 
in  with  the  break-down  of  the  mone- 
tary unity  and  with  the  process  of  a 
total  separation  of  the  single  Succes- 
sion States  from  the  formerly  uniform 
currency  system  of  the  Monarchy. 
This  process  of  separation  was  also  ac- 
companied by  sad  consequences  for  the 
bank  notes  of  the  other  Succession 
States,  though  these  were  distinguished 
from  the  Austrian  notes  by  being  im- 
pressed with  a  stamp  to  show  the  coun- 
try to  which  they  belonged.  The  rate 
of  exchange  of  these  notes  sank  like- 
wise below  the  level  of  that  of  the  uni- 
form notes  of  former  Austria  in  the 
foreign  markets.  The  depreciation 
within  the  five  small  new  currency 
units  differed  only  in  extent  from  that 
of  Austria,  and  was,  of  course,  modified 
according  to  the  degree  of  the  eco- 
nomic consolidation  and  equipment  oc- 
casioned by  the  terms  of  the  Peace 
Treaty.  The  first  to  begin  with  the 
currency  separation  was  Jugo-Slavia, 
which  on  January  8,  1919,  ordered  the 
Austro-Himgarian  notes  on  Jugo-Slav 
territory  to  be  .stamped  with  a  national 
mark;  Czecho-Slovakia  followed  suit 
by  the  law  of  February  25,  1919;  tiien 
came  Poland  and,  at  last,  Hungary  in 
1920. 

All  the  Succession  States  carried  out 
these  measures  without  first  trying  to 
arrive  at  an  agreement  either  with  the 
Austro-Hungarian  Bank  or  with  the 
banks  of  neighboring  countries,  though 
an  understanding  with  regard  to  an 


The  Currency  Problem  of  Austria 


29 


organized  separation  of  the  currencies 
would  have  been  best  for  all  concerned. 
With  the  creation  of  independent  na- 
tional currencies,  their  independent 
quotations  were  started  in  the  foreign 
markets  first  on  an  approximately  even 
basis  and  later,  in  1919  and  1920,  with 
an  always  greater  differentiation  to  the 
detriment  of  the  remaining  and  also 
nationally  stamped  Austrian  currency. 
The  figures  in  Table  1  show  the  enor- 
mous change  in  the  value  of  the  Aus- 
trian krone;  here  the  rate  of  exchange 


lowed;  the  export,  still  prohibited. 
Up  till  now,  the  Auslandskronen  have 
been  quoted  higher  than  the  Inlands- 
kronen,  since  the  former  could  be  used 
for  payment  not  only  in  Austria  but 
also  abroad,  and  as  their  available 
number  is  limited,  while  the  latter  may 
as  a  rule  be  used  for  payment  or  in- 
vestments in  Austria  only.  Table 
2  shows  the  movement  of  the  rate 
of  exchange  of  the  cheques  on  Vienna 
in  Zurich  (Auszahlung  Wien,  Geld- 
kurs),  i.e.,   the    rate    of   exchange   of 


Table  1 
Rate  of  Exchange  on  Cheques  on  Zurich  in  Vientsta 


January . . 
February . 
March  .  . . 
April .... 

May 

June 

July 

August .  .  . 
September 
October . . 
November 
December 


1918 


(31.)  230.50 
(30.)  273.25 
(30.)  323.25 


1919 


324 . 64 
410.53 
469.16 
618.69 

1,022.00 
2,127.86 


1920 


3,928 .  00 
3,865.38 
3,492 .  00 
2,735.18 

4,119.00 

7,521.69 
10,175.00 


1921 


(14.)      11,000 
(30.)      11,050 


(5.)      12,590 
(22.)      13,925 


of  the  cheques  on  Zurich  in  Vienna 
shows  the  movement  in  Au.strian  kro- 
nen. (Where  no  specific  date  is  stated, 
monthly  average  quotations  are  given.) 
A  still  more  distinct  language  is 
spoken  by  the  rates  of  exchange  in  the 
chief  money  markets  of  Europe:  Zu- 
rich, Amsterdam  and  London.  As 
Austria  had  prohibited  the  export  of 
kronen  bank  notes  with  the  purpose  of 
stopping  the  overstocking  of  foreign 
markets  (without,  however,  being  able 
to  prevent  smuggling),  a  difference  was 
produced  between  the  rate  of  exchange 
of  "inland  kronen"  Inlandskronen  and 
"foreign  kronen,"  Auslandskronen. 
At  present,  the  import  of  kronen  is  al- 


the  Auslandskrone,  while  the  rate  of 
exchange  of  the  osferreichisch  gestem- 
pelte  Kronennoten  (bank  notes  stamped 
by  the  Republic  of  Austria)  has  al- 
ways been  some  points  lower  than  that 
of  the  Auslandskronen.  Not  until 
some  time  after  the  prohibition  of  im- 
port embargo  for  kronen  had  been  re- 
moved did  the  rate  of  exchange  of  the 
cheques  on  Vienna  drop  to  the  level  of 
the  kronen  bank  notes. 

This  survey  shows  well  enough  that 
the  real  catastrophe  of  the  rate  of  ex- 
change only  took  place  after  the  War  in 
the  years  1919  and  1920.  Before  the 
separation  of  the  currencies,  the  Aus- 
trian krone  noted  42.50  centimes  and 
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Table  2 
Cheques  "Zurich-Vienna"  at  Zurich  (100  kronen  and  centimes) 


Month 
m.=  medio,  u.=  ultimo 


January . . 
February . 
March .  . . 
April .... 

May 

June 

July 

August .  .  . 
September 
October . . 
November 
December 


1918 


1919 


m.    30.15 


jm. 
/u. 


u. 
m. 


u. 
m. 


24.50 
23.40 
24.00 


18.00 

18.75 

21.00 

18.75 

17.00 

18.50 

16.50 

11.50 

12.50 

11.75 

8.50 

9.00 

5.00 


u. 

42.50 

In. 

5.25 

m. 

37.75 

\m. 

4.65 

u. 

32.75 

U- 

4.00 

m. 

30.25 

\m. 

3.00 

u. 

30.50 

,  u. 

3.25 

1920 


'  u. 
I  m. 
lu. 
I  m. 
lu. 
I  m. 

u. 

m. 

u. 

m. 

u. 

m. 

u. 

m. 


2.30 

2.05 

2.05 

2.35 

2.40 

2.70 

2.75 

2.70 

2.70 

4.25 

3.70 

3.85 

3.70 

3.421 

3.00 

2.80 

2.77^ 

2.80 

2.25 

2.02^, 

1.75 

1.95 

1.65 

1.55 


1921 


m. 
u. 
m. 
u. 
m. 
u. 
m. 
21. 


1.22i 

1.771 

1.50 

1.30 

1.37^ 

1.55 

1.70 

1.50 

1.30 

1.35 

1.25 

0.97 

0.82 

0.77 


even  some  time  after  the  Revolution  in 
the  middle  of  the  year  1919  (June  28, 
1919)  it  maintained  a  rate  of  18.5  cen- 
times, a  level  which  not  even  the  bold- 
est financial  plan  on  the  part  of  Aus- 
tria or  of  the  League  of  Nations  would 
dream  of  reaching  again.  This  proves 
that  by  a  timely  interference  the  de- 
route  of  the  Austrian  exchange  might 
have  been  inhibited  or  avoided  en- 
tirely at  much  smaller  sacrifices  than 
are  now  demanded.  It  proves  further, 
that  this  depreciation  was  brought 
about  by  the  one-sided  measures  of  the 
Succession  States,  which  were  carried 
through  without  the  slightest  regard 
for  the  Austro-Hungarian  Bank  or  for 
the  exchange  of  the  notes  left  to  Au.stria. 
Another  reason  was  the  enormous  infla- 
tion of  bank  notes  in  Austria,  herself, 
which  became  inevitable  because  of  the 


financial  wants  of  Austria,  the  terrible 
shortage  of  commodities,  the  rise  of 
all  prices,  chiefly  of  those  for  imports, 
naturally  caused  by  the  depreciation 
itself,  and  so  on  in  endless  succession. 
Still  the  Austrian  krone  retains  a 
higher  purchasing  power  at  home 
than  abroad. 

But  this  one  isolated  fact  which  is 
favorable  for  the  consumer,  now  be- 
gins to  vanish,  as  the  rise  due  to  wild 
speculation  with  wares  and  foreign 
values  has  brought  the  prices  of  com- 
modities and  wages  almost  on  a  par 
with  those  in  foreign  countries.  In 
some  cases  they  have  even  surpas.sed 
them.  What  this  means  while  the 
Austrian  krone  is  almost  completely 
depreciated  (on  July  21,  1921:  0.77 
centimes  at  Zurich)  can  well  be  im- 
agined.   So  it  came  to  pass  that  of  late 
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even  the  Hungarian  krone,  which  had 
always  been  valued  lower,  gained  con- 
siderably over  the  Austrian  krone 
on  July  21, 1921 : 1.85  centimes)  so  that 
the  exchange  of  goods  with  this  neigh- 
boring country  was  rendered  much 
more  expensive  for  Austria. 

The  financial  scheme  of  the  League 
of  Nations  which  was  abandoned  al- 
most as  soon  as  it  had  been  started 
could  effect  only  a  quite  transient  im- 
provement of  the  rate  of  exchange  on 
the  cheques  on  Vienna  at  Zurich 
to  1.70  centimes  (April  16,  1921). 
Beside  the  continuous  delay  of  the 
promised  international  credits,  the 
x\ustrian  rate  of  exchange  was  preju- 
diced by  the  news  that  the  program 
of  the  delegates  of  the  League  of  Na- 
tions provides  for  a  stabilization  of  the 
rate  of  exchange  only  on  the  bases  of 
one  to  two,  that  is,  hardly  above  the 
present  level.  (But  not  even  for  this 
plan  could  the  most  necessary  condi- 
tion, the  suppression  of  the  general 
mortgage  laid  on  all  the  revenues  of 
Austria  by  the  peace  terms,  be  ob- 
tained.) The  presumable  failure  of 
such  a  scheme,  even  if  it  could  be  car- 
ried out  with  fewer  sacrifices,  was  val- 
ued accordingly  in  the  money  market. 
Beside  the  repeal  of  the  kronen  import 
embargo  and  its  consequence,  the 
equalizing  of  the  Auslands-  and  Inlands- 
krone  depreciated  the  rate  of  exchange 
of  the  Auslandskrone,  as  the  reason  for 
its  being  valued  higher  was  partly  re- 
moved. Soon  after,  the  rate  of  ex- 
change of  kronen  bank  notes  and 
cheques  dropped  rapidly  to  reach  its 
lowest  level  on  July  21,  1921.  The 
sole  consolation  for  this  financial  ruin 
of  a  country  may  perhaps  be  found  in 
the  fact  that,  on  the  same  day  the 
Polish  mark,  though  from  other  causes, 
was  rated  at  Zurich  at  only  0.32  cen- 
times and  was  somewhat  nearer  the 
low  water  mark. 

The   situation   of  the  Austro-Hun- 


garian  Bank,  as  far  as  it  has  the  func- 
tion of  issuing  notes  for  the  Republic  of 
Austria,  has  naturally  become  worse. 
The  circulation  of  stamped  Austrian 
bank  notes  already  amounted  to  50.14 
billion  kronen  on  July  7,  1921,  the 
other  liabilities  due  immediately,  to 
9.1  billions;  these  were  covered  by  a 
mental  reserve  including  gold  bonds 
only  up  to  5,220,132  kronen.  The 
principal  assets  are  the  treasury  bonds 
issued  by  the  government  and  pre- 
sented at  the  Austro-Hungarian  Bank 
to  the  amount  of  47.8  billion  kronen. 
When  in  January,  1920  the  Austrian 
bank  notes  inflation  was  disclosed  for 
the  first  time  apart  from  that  of  Hun- 
gary and  that  of  the  non-stamped 
and  nationalized  notes  of  the  former 
Monarchy,  the  Austrian  circulation 
amounted  to  only  13.2  billion  kronen, 
whereas  the  gold  reserve  amounted  to 
222. G  million  (beside  11.4  millions  gold 
bills  and  57  million  silver  currency). 
The  total  bank  notes  circulation  of  the 
former  Monarchy  amounted  to  35.6 
millions  kronen  at  the  end  of  1918,  i.e., 
previous  to  the  real  financial  explana- 
tion. 

Table  3  shows  the  development  of 
the  bank  note  circulation  in  millions 
kronen. 

On  top  of  all  this,  there  came  the 
liquidation  which  is  forced  upon  the 
bank  by  article  206  of  the  Treaty  of  St. 
Germain.  This  was  only  actually  be- 
gun in  the  year  1920.  According  to 
the  wording  of  the  Treaty  the  former 
managers  of  the  bank,  as  the  legitimate 
representatives  of  the  shareholders  and 
the  Austrian  and  Hmigarian  govern- 
ment, are  totally  excluded  from  the 
liquidation,  and  only  the  liquidators 
nominated  by  the  Reparations  Com- 
mission are  charged  with  the  liquida- 
tion. The  first  difficult  problem  of 
liquidation  concerned  the  remaining 
gold  reserve  of  the  bank  (still  222.7 
millions  kronen  in  gold  on  November 
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Table  3 

Infl.\tion  in  B.\xk  Notes  ix  Austri.\ 


Situation  on 

Metal 
reserve  (incl. 
of  cheques) 

Total 
circulation 

Circulation 

of  Austrian 

notes 

Circulation 

of  Hungarian 

notes 

December  31,  191 8 

December  31,  1919 

January  31,  1920 

March 'l  5,  1920 

November  15,  1920 

342.65 
297.36 
291.08 
286.76 
325. 73 » 

35.588.6 
53.109.4 
56.772.8 
60,197.3 
74.124.4 

13,266.8 
14.793  0 
25 . 977 . 9 

12  000.0 

*  The  fluctuations  in  the  metal  reserve  are  produced  by  the  changing  state  of  the  gold  cheques 
included  (November  15,  1920:  46.6  billion)  in  the  figures  for  the  year  1921  most  of  the  metal  reserve 
is  excluded  or  belongs  to  the  liquidation  stock. 


Infl.\tion  IX  Bank  Notes  in  Austria  and  Hungary 


Austria 

Hungary 

Situation  on 

Metal  reserve 

Circulation  of 
banknotes 

Metal  reserve 

Circulation  of 
banknotes 

Mav  23,  1921    

5,06 
7.09 
6.63 

5.22 

44.244  3 
45.583.1 
49.685.1 
50.142.6 

0,18 
0.18 
0,18 
0.18 

12.725.1 

Mav  31,  1921    

13.685.6 

June  30,  1921   

18.095.9 

July  7,  1921 

17 . 923 . 8 

15, 1920;  46.6  millions  gold  bills  on  for- 
eign countries  and  56.4  millions  in  sil- 
ver currency). 

Although  only  Austria  and  Hungaria 
and  not  the  Succession  States  are  liable 
for  the  foreign  circulation  of  the  old 
Austrian  bank  notes  according  to  the 
Peace  Treaty,  all  the  Succession  States 
try  to  make  their  claims  on  the  gold 
reserve.  By  order  of  the  Reparations 
Commission  the  bank  handed  over,  to 
l)Cgin  with,  an  amount  of  65  million 
gold  kronen  to  the  liquidators  out  of 
which  advances  were  given  to  the  Suc- 
cession States.  Austria  received,  after 
a  credit  already  paid  back  to  Holland 
had  been  deducted,  about  8  million  gold 
kronen. 

Concerning  other  problems,  too,  the 
enforcement    of    article    206    of    the 


Treaty  of  St.  Germain  caused  the 
greatest  difficulties.  It  is  now  gener- 
ally acknowledged  that  the  strict  ap- 
plication of  these  decisions  of  the 
Peace  Treaty  cannot  be  carried 
through;  the  liquidators  are  now  bring- 
ing about  an  agreement  between  the 
Succession  States  concerned,  regarding 
the  problem  of  recovery  of  the  bank 
notes,  the  liabilities  to  the  creditors  of 
the  notes,  etc.  But  this  attempt  at 
some  agreement  encounters  great  diffi- 
culties in  the  Succession  States,  so  that 
all  the.se  complicated  legal  and  financial 
questions  are  waiting  for  settlement — 
much  to  the  damage  of  the  Austrian 
currency  whose  rate  of  exchange  has  to 
suffer  by  the  uncertainty  concerning 
finances  and  currency.  A  settlement 
will  go  far  toward  stabilization. 
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Summary 

The  whole  situation  of  Austrian 
finance  is  not  promising  for,  as  we  have 
seen,  it  is  an  immediate  consequence  of 
an  unequal  distribution  of  burdens  at 
the  creation  of  the  new  National  States 
out  of  the  ruins  of  the  old  Monarchy. 
Under  these  circumstances  the  bank 
note  inflation  appears  as  a  necessary 
consequence  of  the  general  financial 
situation ;  as  a  matter  of  course,  it  con- 
tinues to  depress  the  value  of  the  cur- 
rency and  forces  up  the  price  of 
all  commodities.  It  is  characteristic 
enough  that  neither  the  announce- 
ment of  an  "action  of  the  League  of 
Nations"  and  the  financial  program 
elaborated  for  this  purpose,  nor  the 
promised  credit  of  foreign  values 
could  bring  about  the  expected  im- 
provement on  the  kronen  exchange  in 
the  foreign  markets.  On  the  contrary, 
shortly  after,  the  Austrian  krone  suf- 
fered a  slump  down  to  0.87  centimes 
(on  cheques,  Zurich-Vienna),  and 
closed  with  0.90  centimes  for  cheques 
and  0.79  centimes  for  stamped  Aus- 
trian bank  notes  on  July  3,  1921. 

We  may  infer  from  all  these  facts 
that  preliminary  to  the  introduction  of 
a  new  currency,  a  rise  of  the  Austrian 
kronen  value  must  be  the  aim.  By  the 
accumulation  of  ample  gold  funds  and 
suitable  measures  based  on  extensive 
instalments  of  credits  from  the  League 
of  Nations  in  all  the  principal  money 
markets,  the  krone  might  be  raised  to 
equal  8  Swiss  francs  on  the  average, 
thus  enabling  Austria  to  trade  freely 
with  the  surrounding  National  States. 
At  the  very  lowest  a  rate  of  exchange  of 
about  4  to  5  oughi  to  he  attained  if  a 
move  toward  reconstruction  is  to  be 
made  with  any  prospect  of  success. 
Subsequent  only  to  having  reached  such 
a  desirable  basis  by  easy  stages  and 
within  a  suitable  period  of  time  so  as 
to  avoid  any  abrupt  changes  (endan- 


gering the  ex])ort  manufactures  with 
the  effects  of  a  presumable  slump),  the 
introduction  of  a  new  currency  and  the 
stabilization  of  the  new  rate  of  ex- 
change might  be  attem])ted.  This  will 
necessitate  a  continuation  of  foreign 
support  in  future.  The  proposed  res- 
pite of  only  twenty  years  before  the 
enforcement  of  the  right  of  a  general 
mortgage  on  the  Austrian  revenue,  will 
prove  too  short  under  these  circum- 
stances as  there  must  be  a  possibility 
of  prolonging  open  foreign  credits  be- 
yond this  period. 

An  attempt  at  stabilization  on  the 
existing  basis  of  1  or  2  would  allow  only 
a  hand  to  mouth  existence  in  the  pres- 
ent fashion,  but  not  a  definite  reform. 
Li  the  long  run  the  majority  of  the  peo- 
ple will  be  unable  to  bear  all  the  re- 
strictions of  a  mental,  intellectual  and 
physical  nature.  In  this  respect  it  may 
be  important  to  point  out  particularly 
that  the  outward  show  of  luxuries  in 
Vienna  by  its  numerous  foreign  visitors, 
does  not  allow  any  inference  to  be 
drawn  as  to  the  real  standard  of  life  of 
the  laboring  classes.  If  today  love  of 
pleasure  and  luxury  are  to  be  seen,  if 
the  restaurants,  cafes,  and  pleasure  re- 
sorts are  crowded,  it  must  be  regarded 
as  one  of  the  sad  symptoms  attendant 
on  any  great  crisis  in  any  country. 
The  lack  of  confidence  in  the  constancy 
of  the  value  of  the  currency  leads  to 
reckless  spending  as  nobody  likes  to 
risk  a  lasting  investment  of  capital  or 
to  save  up  money  for  the  future.  But 
it  would  be  a  great  mistake  to  believe 
the  true  born  Viennese  rolls  in  luxury. 
In  reality  it  is  only  the  people  who 
have  enriched  themselves  during  and 
after  the  War  and  who  are  now  filling 
the  ranks  of  the  war-profiteers  and 
speculators  by  making  extraordinary 
gains  in  an  unscrupulous  manner,  run- 
ning up  the  prices  of  all  necessities  of 
life,  dealing  in  foreign  values  and  con- 
tributing to  the   depreciation   of  the 
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Austrian  krone.  To  a  great  extent  this 
set  of  ])oo])le  is  interniinglccl  with  for- 
eipiers.  chiefly  former  "war-refugees" 
from  Eastern  GaUcia  and  Bucovina, 
who,  after  having  settled  dowTi  in 
Vienna  j^ermanently,  make  the  best  of 
the  ])revaiHng  conditions  by  accumu- 
lating riches. 

In  this  respect  the  low  rate  of  ex- 
change has  had  the  most  serious  con- 
sequences for  Austria.  It  first  led  to 
selling  ofT  Austrian  necessities,  which 
wandered  abroad  frequently  only  to  be 
re-imported  after  a  time  and  sold  at  a 
high  ])rice  when  the  shortage  of  com- 
modities became  intolerable.  This  fav- 
orable opportunity  over,  an  unre- 
strained speculation  in  foreign  values 
and  exchanges  set  in  to  the  detriment 
of  the  rate  of  exchange  and  purchasing 
capacity  of  the  krone  at  home  and 
abroad.  In  Austria  many  of  the  para- 
sites described  contribute  vastly  to- 
ward the  rise  in  prices  and  there  is  no 
legal  means  to  stop  them  or  even  to 
subject  them  to  an  effective  taxation. 
Apart  from  this  motley  crowd  of  spec- 
ulators from  home  and  abroad,  the  set 
securing  the  doubtful  fame  of  Vienna- 
as  a  center  of  "luxuries  and  pleasures," 


is  formed  of  foreigners.  They  flock  to- 
gether from  the  National  States  and 
the  abnormally  high  purchasing  power 
of  their  money  makes  Vienna  the 
"cheapest  city  in  all  the  world"  for 
them.  Exactly  like  the  above-men- 
tioned set  of  Austrian  and  foreign 
speculators  they  are  in  a  position  to 
satisfy  a  taste  for  the  luxuries  of  life 
which  is  denied  to  the  rest  of  the  popu- 
lation. The  restaurants,  places  of  en- 
tertainment, big  emporiums,  theatres 
and  even  the  places  where  serious  art  is 
cultivated  reckon  with  the  "new  rich" 
as  their  chief  customers,  whereas  the 
enjoyment  of  all  the  refinements  of  art 
and  civilization  is  denied  to  the  intel- 
lectual middle  classes  of  the  native 
population. 

The  antagonism  of  the  classes  and 
masses  has  thus  been  intensified  in  an 
alarming  degree.  A  new  exceedingly 
low-bred  social  layer  has  come  to  the 
surface,  the  "new  rich."  It  will  be  a 
long  and  arduous  task  to  heal  the  seri- 
ous economic,  social  and,  last  but  not 
least,  the  injuries  to  ideals  in  the  new 
Republic  of  Austria  and  this  task  will 
require  the  steady,  organized  assistance 
of  the  civilized  countries  of  the  West. 


CHAPTER  VII 

Austrian  Banks 

By  Dr.  Max  Sokal 

Manager  of  the  Wiener  Giro-und  Kassen-Verein,  Vienna 


IT  was  prophesied  of  Austrian  Banks, 
that  after  the  collapse  of  the  Austro- 
Hungarian  Monarchy  they  would  have 
greatly  to  reduce  their  establishments 
on  account  of  the  diminution  of  their 
sphere  of  action,  the  va.stness  of  their 
organizations  being  wholly  out  of  pro- 
portion to  the  requirements  of  crippled 
Austria. 

So  far  this  hypothesis  has  been  dis- 


proved by  facts.  The  banks  very  soon 
had  to  extend  their  business,  to  in- 
crease their  staff,  to  enlarge  their  prem- 
ises; and  the  turnover  of  the  last 
financial  year,  where  balance  sheets  are 
already  available,  shows  a  considerable 
surplus  over  that  of  preceding  periods, 
a  surplus,  which  is,  of  course,  partly 
accounted  for  by  the  steady  deprecia- 
tion of  Austrian  currency. 


Austrian  Banks 


35 


In  the  period  immediately  following 
the  cessation  of  hostilities,  the  Austrian 
banks  were  chiefly  busy  carrying  out 
measures  of  an  economic  nature 
(whether  emanating  from  the  state  or 
from  organizations  and  individuals) 
which  were  a  consequence  of  arrange- 
ments made  between  Austria  and  the 
new  states,  such  as  the  liability  for 
state  bonds,  etc.  But  very  shortly 
afterwards,  proper  banking  set  in  in 
Vienna  which,  beginning  with  the 
business  in  stocks  and  foreign  ex- 
changes, grew  in  intensity,  and  with  the 
reconstruction  of  industry  and  trade 
soon  embraced  all  departments  of 
normal  banks. 

Branch  Reorganization  in  New 
States 

A  transformation  and  reorganization 
had  to  be  worked  out  in  the  case  of 
branches  of  Austrian  banks  situated  in 
some  of  the  new  states  where  the  poli- 
tical situation  made  it  necessary  to 
give  to  the  branch  of  the  Austrian  bank 
the  status  of  an  independent  institu- 
tion. The  Czecho-Slovakian  govern- 
ment, for  instance,  enacted  restrictive 
regulations  concerning  the  admission  of 
branch  establishments  of  foreign  banks. 
Those  which  exist  already  must  not 
carry  on  their  business  any  longer  than 
five  years,  and  even  this  short  lease 
is  made  subject  to  conditions. 

Under  these  circumstances,  some 
Vienna  banks  preferred  to  reorganize 
their  branches  situated  on  Czecho- 
Slovakian  territory  and  others  are 
about  to  do  the  same.  A  similar  policy 
is  being  adopted  in  the  case  of  branches 
in  what  is  now  Poland  and  Jugo- 
slavia. These  new  banks  are,  of 
course,  to  a  certain  extent  controlled 
by  their  mother-institutions  which  hold 
a  considerable  portion  of  their  shares 
and  have  come  to  special  arrangements 
with  them.  On  the  other  hand, 
Vienna  banks  have  lately  begun  to  add 


to  the  number  of  their  branches  in 
provincial  towns  of  Austria.  This 
policy  is  a  consequence  of  the  fact  that 
the  peasantry,  comparatively  speaking, 
is  much  better  off  now-a-days  than  the 
town  folk  and  that,  in  this  sense, 
country  places  have  gained  in  economic 
importance  at  the  expense  of  the 
capital. 

Side  by  side  with  the  branches  of 
Vienna  banks,  however,  new  banks 
have  arisen  in  the  Succession  States 
which  were  intended  partly  to  cater  to 
the  special  wants  of  the  agrarian  popu- 
lation and  partly,  also,  to  apply  them- 
selves to  the  trade  in  foreign  exchanges. 

The  chief  interest  of  Austrian  banks 
centers  in  the  financing  of  industry  but 
of  late,  especially  in  the  last  year, 
the  strongly  increasing  transit  trade  of 
Vienna  has  afforded  opportunity  for  all 
sorts  of  banking  transactions.  What 
the  industrial  clients  demanded  of  the 
banks  was  that  they  should  be  provided 
with  capital  for  obtaining  raw  material 
and  labor,  the  nominal  cost  of  both  hav- 
ing risen  to  exorbitant  figures,  and  thus 
enabled  gradually  to  resume  their  work 
in  the  home  market  and  export  trade. 
The  close  connection  which  has  always 
existed  in  Austria  between  banks  and 
industrial  establishments  greatly  facili- 
tated that  task  and  the  latter  could 
generally  rely  upon  being  backed  up  in 
case  of  need  by  their  banks.  On  the 
other  hand,  many  industrial  under- 
takings have  increased  their  capital 
generally  with  the  assistance  of  banks 
which  assisted  willingly  with  a  view 
to  relieving  the  pressure  on  their  own 
means  which  would  otherwise  have 
been  taxed  too  highly. 

Stock  Exchange  Dealings 

Complicated  problems  of  a  technical 
and  economic  nature  had  to  be  solved 
by  the  banks  through  the  constantly 
growing  interest  of  the  public  in  stock 
exchange  dealings,  a  tendency  which 
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has  become  peculiarly  marked  since 
the  autumn  of  WHO,  the  banks  making 
a  j)oint  as  far  as  lay  in  tlieir  ])ower  of 
keeping  away  mere  gamblers  from 
transactions  in  stocks  and  foreign 
exchanges.  A  comparison  of  figures 
published  in  the  yearly  reports  of  the 
Wiener      Giro-und-Ka!isen-]^erein     for 

1918,  1919  and  19^20  throws  light  on 
the  increasing  importance  for  banks 
and  bankers  of  the  exchange  business. 
The  Wiener  Giro-iuid  Kassen-J^erein,  it 
may  be  stated  here,  is  entrusted  with 
the  technical  liquidation  of  all  dealings 
in  stocks  done  at  the  Exchange  and  in 
addition  to  that,  although  there  is  also 
a  Clearing  Association  of  the  Austro- 
Hungarian  Bank,  with  the  clearing 
between  the  various  banks  and  bankers. 

The  total  turnover  of  the  Wiener 
Giro-und  Kassen-V erein  amounted  as 
follows : 

1.  In     kronen:     1918,     99,964,291; 

1919,  115,354,377;  and  1920,  593,- 
214,985. 

2.  In  the  number  of  checks  drawn  on 
the  institution:  1918,  95,092;  1919, 
79,686;  and  1920,  255,736. 

I  may  mention  in  this  connection 
that  the  system  of  stock  clearing  which 
is  employed  at  the  Vienna  Exchange, 
and  which  is  carried  out  by  the  Wiener 
Girn-und-Kassen-V  erein,  is  rather 
unique  in  its  way.  It  is  now  being 
imitated  in  Prague  and  Budapest,  and 
by  far  surpasses  that  customary  in 
Paris  and  Berlin.  This  system  makes 
it  i)ossible  to  clear  gigantic  turnovers 
in  a  very  short  time  with  a  staff  rela- 
tively small.  Leaving  other  causes  out 
of  the  question,  it  would  appear  that 
this  high  efficiency  is  one  of  the  reasons 
why  stock  exchanges  in  the  new  states 
did  not  develop  intensively.  It  is  a 
fact  that  organization  and  technical 
superiority  play  a  far  bigger  part  than 
is  commonly  thought.  The  security 
warranted  by  a  thoroughly  efficient 
clearing  is  of  decisive  influence  for  the 


development  and  the  importance  of  the 
Exchange. 

In  other  respects,  also,  for  instance 
in  their  safes  and  treasure  vaults  which 
are  constructed  according  to  the  newest 
and  most  approved  systems,  Vienna 
banks  stand  on  a  remarkably  high 
level.  Vienna  boasts  of  the  most 
modern  bank  palaces.  I  need  mention 
only  the  Wiener  Bank-Verein,  the 
Niede  roste  r  re  icJi  isch  e  Esco  mpte-  Gesell- 
schaft  and  the  stately  pile  of  the  Credit 
Anstalt,  which  is  not  yet  finished.  On 
a  great  number  of  other  bank  premises, 
reconstructions  and  improvements 
have  been  effected.  This  modern  con- 
struction in  addition  to  their  splendid 
organization  and  their  highly  trained 
staff  makes  Vienna  banks  extremely 
capable  economic  instruments. 

Foreign  Exchanges 

The  disruption  of  the  currency  which 
set  in  shortly  after  the  collapse  of  the 
Monarchy  and  in  consequence  of  which 
the  new  states  evolved  separate  money 
standards  has  greatly  stimulated  deal- 
ings in  foreign  exchanges  in  Austria. 
-Such  dealings,  contrary  to  w'hat  was 
the  case  up  to  the  autumn  of  1920, 
are  now  free  of  government  restrictions. 
There  is  a  clearing  in  foreign  exchanges 
under  the  supervision  and  guidance  of 
the  Devisenzentrale,  State  Office  for 
Regulating  the  Trade  in  Foreign  Ex- 
changes, which  since  its  coming  into 
existence  has  been  able,  with  very  few 
exceptions,  to  procure  to  industry  and 
c-ommerce  those  foreign  exchanges 
which  they  recjuired.  Restrictive  reg- 
ulations, however,  are  still  in  force  with 
regard  to  the  Austrian  krone  which  is 
transferable  from  one  "inland"  ac- 
count to  another  only.  Its  transfer  to 
a  "foreign"  account  is  subject  to  the 
granting  of  a  special  permit  by  the 
Devisenzentrale. 

The  fact  that  since  this  time  last 
year  so  many  new  banks  and  banking 
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houses  have  been  estabhshed,  all  de- 
pendent upon  making  a  profit  out  of 
the  trade  in  foreign  exchanges,  will 
alone  serve  to  show  that  Vienna  has 
become  an  important  center  for  the 
trade  in  this  commodity. 

Balance  sheets  of  the  larger  banks, 
for  1920,  as  far  as  they  were  available 
up  to  time  of  writing,  are  shown  in 
Table  1. 

An  examination  of  these  figures  will 
give  a  clear  insight  into  the  economic 
situation  of  the  moment  which  is  charac- 
terized by  a  large  gross  revenue,  high 
working  expenses,  enormous  taxation 
and  large  pecuniary  requirements  of 
customers.  A  brisk  demand  for  stocks 
has  been  alluded  to  above  as  being  typi- 
cal of  the  last  few  years .  This  tendency 
has  created  interest  abroad  in  Austrian 
stocks  and  as  a  natural  consequence,  a 
still  stronger  demand  at  home. 

Influx  of  Foreign  Capital 

Austrian  economists  have  been 
watching  this  phenomenon  with  some- 
what mixed  feelings.  A  general  clear- 
ance sale  was  ironically  spoken  of  in 
connection  therewith,  and  fear  was 
entertained  in  some  quarters  lest 
Austria's  industry  and  banks  pass 
completely  under  foreign  control.  As 
far  as  can  be  judged  now,  however,  the 
influx  of  foreign  capital  has  proved 
beneficial  to  Austrian  concerns;  for  it 
must  not  be  overlooked  that  the  Peace 
Treaty  had  brought  Austria  into  a 
position  which  made  her  completely 
incapable  of  surmounting  by  her  own 
strength  the  numerous  restrictions  and 
impediments  to  trade  with  other  coun- 
tries, and  a  resumption  of  relations 
was  made  possible  only  by  the  inter- 
ested assistance  of  foreign  capital. 

On  the  other  hand,  from  the  point 
of  view  of  foreign  capitalists  it  may  be 
said  that  investments  in  culturally  and 
industrially  developed  Austria  stand 
an  excellent  chance  of  proving  advan- 


tageous. Many  industrial  undertak- 
ings and  banks  involve  shares  of  foreign 
capital,  a  Belgian  and  an  American 
group  being  at  present  interested  in 
the  Wiener  Bank  Verein  and  in  the 
Credit  Anstalt  fiir  Handel  und  Gewerbe, 
respectively;  French  capital,  in  the 
Boden-Credit  Anstalt  and  in  the  Wiener 
Kommerzialbank,  and  Italian  financial 
circles,  in  the  Niedcrosterreichische 
Escompte-Gesellschaft.  Two  banks, 
viz.,  the  Ldnderbank  and  the  Anglo- 
oesterreichische  Bank,  are  the  object 
of  special  state  legislation.  It  is  in- 
tended to  convert  the  Ldnderbank 
into  a  French  and  the  Anglo-oester- 
reichische  Bank  into  a  British  banking 
institution,  and  to  transfer  their  head- 
quarters to  Paris  and  London  respec- 
tively; but  this  change  of  nationality 
has  to  be  authorized  by  the  Austrian 
legislature.  Bills  to  that  effect  are  at 
present  under  parliamentary  discussion. 
Foreign  interest  in  Austrian  banks 
generally  took  shape  when,  and  where 
a  bank  was  about  to  raise  its  capital. 
Raising  of  the  capital  had  continually 
to  be  resorted  to,  in  intervals  of 
various  duration,  these  last  two  years, 
in  order  to  balance  the  depreciation  of 
money  which  had  its  counterpart  in 
the  enormously  increased  figures  of  all 
bank  transactions.  It  is  only  fair  to 
say,  however,  that  such  measures  were 
decided  upon  and  finally  taken  very 
cautiously  and  did  not  by  a  long  way 
keep  pace  with  the  depreciation  of  the 
currency.  Table  2  shows  the  increase 
of  capital  of  the  various  banks. 

Rate  of  Exchange 

The  favorable  opinion  of  the  Ex- 
change in  regard  to  these  transactions 
is  proved  by  the  fact  that  the  new 
shares  were  invariably  taken  over 
smoothly  and  that  the  syndicates  for 
their  issue  were  very  short-lived. 
x\nother  proof  is  furnished  by  the 
exchange  value  of  shares. 
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Table  2 
Increase  in  the  Nominal  Capital  of  Important  Banks 


Iristitut 


19U 


1917 


1918 


1920 


1921 
p3.  15.  3. 


Anglobank 

Bankverein 

Boden-Credit-Anstalt 

Centralbank     d.      deutsch. 

Spark 

Credit  Anstalt 

Depositenbank 

Escomptegesellsch 

Landerbank 

"Mercur" 

Unionbank 

Verkehrsbank 

Kommerzialbank 

Wr.  Lombard-u  Escompte- 

bank 


100,000,000 

150,000,000 

54,000,000 

30,000,000 

150,000,000 

33,000,000 

110,000,000 

130,000,000 

50,000,000 

70,000,000 

50,400,000 


10,000,000 


130,000,000 

150,000,000 

63,000,000 

30,000,000 
170,000,000 

60,000,000 
100,000,000 
130,000,000 

66,000,000 
100,000,000 

65,000,040 

30,000,000 

15,000,000 


150,000,000 

■180,000,000 

75,000,000 

50,000,000 
200,000,000 

80,000,000 
100,000,000 
160,000,000 

80,000,000 
100,000,000 

75,040,000 

45,000,000 

20,000,000 


200,000,000 
300,000,000 
105,000,000 

80,000,000 
320,000,000 
300,000,000 
150,000,000 
160,000,000 
180,000,000 
150,000,000 
175,000,000 
150,000,000 

100,000,000 


300,000,000 
300,000,000 
150,000,000 

120,000,000 
400,000,000 
300,000,000 
150,000,000 
160,000,000 
200,000,000 
200,000,000 
175,000,000 
150,000,000 

100,000,000 


The  favorable  opinion  of  bank  shares 
entertained  in  competent  quarters  is, 
of  course,  largely  due  to  their  lucra- 
tiveness.  Table  3  shows  the  percent- 
age of  dividend  paid  by  banks. 

Immediate  Problems 

The  preceding  sketch  will  not  leave 
on  the  mind  of  the  reader  an  adequate 


impression  of  the  task  set  before 
Austrian  banks  unless  he  remembers 
constantly  how  their  will  to  work  and 
their  efforts  to  revert  to  normal  busi- 
ness have  to  struggle  against  the 
obstacles  erected  by  the  Treaty  of  St. 
Germain.  The  budgetary  position  of 
the  state,  and  in  connection  therewith 
the  currency  question,  the  economic 


Table  3 
Amount  of  the  Dividends,  in  Per  cent,  Paid  by  Important  Banks 


Institut 


1913 


1915 


1917 


1919 


1920 


Anglo-osterr.  Bank 

Wiener  Bank-Verein 

Boden-Credit-Anstalt 

Credit  Anstalt 

Escompte-Gesellschaft  .... 

Landerbank 

Unionbank 

Centralbank      d.      deutsch. 

Spark  

Depositenbank 

"Mercur" 

Allg.  Verkehrsbank 

Wr.  Lonibard-u.  Escompte- 

bank 

Wr.  Kommerzialbank  gegr. 

1916 


8  1/3 

8 
20 

10  5/8 
101/2 

7  1/2 

8  1/2 

5 

8  1/2 

9 

7.85 

0  1/2 


8  3/4 

7 
20 
10 
11 

6 

7  1/2 

4  1/2 

8  1/2 
7 

6  3/7 


10  5/6 
8  1/2 
22 

12  3/16 
12 


5  1/2 
9  3/4 
9  1/2 

8  4/7 


10 

81/2 
20 

117/8 
12 

6 

9 

6  1/2 
10 
10 
10 


12 
20 
15 
14 

11 


121/2 

121/2 
12.85 


10 
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policy  of  the  new  states,  the  financial 
arrangements  to  be  made  with  them, 
the  payment  of  pre-war  debts  (espe- 
cially kronen  debts)  constitute  so  many 
problems  which  the  managers  of  Aus- 
trian banks  have  always  to  keep 
before  them  and  which  continually 
remind  them  that  the  greatest 
efforts  are  needed  to  surmount  these 
difficulties. 

Austria  is  a  small  country,  but  it  is 
to  be  doubted  whether  even  among  the 
larger  countries  of  the  world  there  can 


be  found  one  upon  which  is  incumbent 
the  solution  of  so  many  complicated 
problems  as  confront  this  advanced 
post  of  western  culture  in  Central 
Europe.  It  is  therefore  only  natural 
that  an  appreciation  of  the  Austrian, 
or  more  especially  the  Vienna,  question 
should  take  this  fact  into  account. 
Conditions  in  Austria  have  become 
sufficiently  consolidated  to  make  clear- 
ly discernible  the  economic  bearing  of 
the  problem  as  shown  in  the  balance 
sheet  of  the  banks. 


CHAPTER  VIII 

Traffic  and  Transport  in  Austria 

Compiled  by  the  Ministry  for  Transport  and  Traffic 


THE  transport  system  of  Austria  is 
not  the  necessary  effect  of  an 
economic  evolution;  it  is  indeed,  like 
the  state  itself,  nothing  but  the  torso, 
the  western  fragment  of  a  once  united 
system.  Vienna,  the  former  center  of 
traffic,  is  now  situated,  with  all  its 
central  apparatus,  on  the  periphery  of 
a  small  country.  This  fact  should  not 
be  overlooked  in  considering  the  trans- 
port system  and  the  separate  means  of 
transportation. 

Austrian  Railways 

The  total  railway  net  of  the  Austrian 
state  railways  has,  including  the  small 
railways,  a  length  of  6,940.0.5  kilome- 
ters; of  these  3,415.79  kilometers  called 
Bundesbahnen  fall  to  the  share  of  rail- 
ways in  the  possession  of  the  govern- 
ment; 302.45  kilometers,  to  railways 
belonging  to  private  societies  but 
operated  for  the  government,  and 
830.70  kilometers,  to  state  railways 
oj)erated  by  private  individuals;  so 
that  4,555  kilometers  are  at  present 
operated  by  the  state. 

The  length  of  the  private  railways 


amounts  now  to  921.81  kilometers. 
The  share  of  the  Sudbahn  Gesellschaft, 
whose  total  line  was  formerly  in  Austria 
and  extended  over  2,334  kilometers 
from  Vienna  to  Triest,  amounts  now  in 
Austria  only  to  703  kilometers,  but  the 
company  has  the  administration  of  195 
kilometers  of  local  railways  in  Lower 
Austria  and  Styria.  The  Aspang  rail- 
way, 87  kilometers,  Vienna-Aspang,  is 
administrated  by  a  shareholders'  com- 
pany. Independent  local  railways  ex- 
tend to  a  total  amount  of  1,072  kilo- 
meters. 

In  old  Austria  there  ^vere  over  25 
kilometers  of  small  railways  moved  by 
steam,  362  kilometers,  by  electricity, 
and  1.24  kilometers  of  cable  roads. 

Only  the  following  railways  of  the 
Austrian  Republic  have  not  been  di- 
minished: the  western  lines  (Vienna- 
Bregenz,  Vienna-Passau)  and  the  line 
to  the  south  (Vienna-Villach-Tarvis) 
at  the  Italian  frontier.  The  Sudbahn- 
Gesellschaft  carries  traffic  only  to  the 
Jugo-Slavian  frontier  at  Spielfeld, 
though  its  lines  go  further  on  over 
Jugo-Slavian   and    Italian   territories, 
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until  they  reach  Triest,  part  of  the 
former  Austrian  Monarchy.  Two  of 
the  principal  junctions  have  fallen  to 
the  lot  of  the  Succession  States,  i.e., 
Marburg  to  Jugo-Slavia  and  Franzens- 
fcste  to  Italy. 

New  Frontier  Lines  and  the 
Rail\vays 

To  remove  the  disadvantages  of  the  - 
present  frontier  lines,  the  countries  now 
having  parts  of  the  Siidbahn,  Austria, 
Italy,  Jugo-Slavia,  have  concluded  an 
agreement,  the  so-called  Regime  Provi- 
soire,  which  has  to  remain  in  force  until 
a  final  solution  of  the  Siidbahn  problem. 
This  agreement  secures  the  Siidbahn 
an  independent  continuation  and  uni- 
formity. For  the  administration  of  the 
Siidbahn  the  same  regulations  are  in 
force  as  for  the  state  railways.  The 
question  of  the  employers,  also,  is 
managed  in  the  same  manner. 

Of  the  northern  and  eastern  lines, 
the  Nordbahn  (Vienna-Krakau),  Nord- 
westbahn  (Vienna-Prag-Tetschen-Bod- 
enbach)  and  Franz-Josefsbahn  (Vienna- 
Prague  and  Vienna-Eger),  but  frag- 
ments of  41  to  164f  kilometers  belong  to 
Austria.  By  the  fixation  of  the  fron- 
tiers by  the  Peace  Treaty,  the  transit 
stations,  Gmiind,  Znaim,  Grussbach 
and  Lundenburg,  which  are  provided 
with  the  accommodations  necessary  to 
centers  of  trafiic,  were  given  over  to  the 
Czecho-Slovakian  Republic.  In  conse- 
C{uence,  those  parts  of  the  railway  lines 
which  remain  in  Austria  lack  stations 
able  to  collect  and  to  dispose  of  the 
flood  of  goods  coming  into  that  country. 
The  technical  plants  of  the  Gmiind  and 
LundenbuTg  stations  were  especially 
accommodated  to  the  traffic  in  the 
direction  of  Vienna,  in  which  direction 
went  heavily  loaded  freight  trains; 
over  these  lines,  the  large  coal  trans- 
ports were  brought  from  the  Czechian 
and  Silesian  coal  districts  having  a 
large  export  industry. 


It  wjus  a  natural  ccjnsequence  of  the 
formation  of  new  states  that  customs 
frontiers  should  be  erected,  which 
render  passenger  and  freight  traffic 
from  Vienna  to  Hungary  and  Roumania, 
and  vice  versa,  by  the  means  of  pass- 
port and  ciLstoms  duties,  much  more 
difficult,  and  indeed,  condemn  the 
double-railed  mainline,  Vienna-March- 
egg,  formerly  very  much  used,  to  total 
lack  of  traffic,  the  traffic  from  Hungary 
passing  Bruck  on  theLeitha  though  that 
line  is  of  smaller  capacity.  Some  im- 
provements in  the  traffic  of  the  Succes- 
sion States  have  been  made  by  different 
conferences;  the  final  removal  of  the 
many  remaining  traffic  difficulties  be- 
tween these  states  will  be  the  task  of 
the  International  Conference  in  Porto- 
rose,  planned  for  September.^ 

The  unfavorable  development  of 
railway  traffic  caused  by  the  War,  and 
its  consequences  from  which  not  even 
the  victorious  countries  have  been 
spared,  naturally  was  felt  very  heaxnly 
by  the  Austrian  railways.  The  Aus- 
trian railways  were  reduced  by  the 
Treaty  of  St.  Germain  to  the  Alpine 
lines,  which  labor  under  difficult  grade- 
building  and  traffic  conditions,  and  are 
not  much  frequented.  The  Austrian 
railways  were  further  weakened  by  the 
tendencies  of  the  Succession  States  to 
withdraw  from  traffic  relations  dating 
back  for  centuries,  while,  on  the  other 
hand,  the  Peace  Treaty  imposed  heavy 
burdens  on  all  Austrian  roads  for  the 
benefit  of  the  Succession  States.  Fur- 
thermore, the  continued  depreciation 
of  the  currency  in  Austria  and  the 
continual  drop  in  the  purchasing  power 
of  the  Austrian  krone  abroad,  immense- 
ly increased  the  expenditure  for  salaries 
and,  still  further,  the  expenditure  for 
materials,  while  the  limit  for  raising  the 
tariff   was   soon   reached,   due   to   the 

'  Editor's  note.  This  chapter  was  compiled 
in  July. 
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pauperization  of  the  masses.  But  the 
greatest  increase  in  expenditure  was 
caused  by  the  kiss  of  the  coal  supply 
districts  brought  about  by  the  Peace 
Treaty.  This  loss  resulted  not  only  in 
the  dependency  of  the  Austrian  coal 
supply  on  the  good-will  of  the  neighbor- 
ing states,  which  compel  Austria  to 
take  coal  of  low  grade,  but  also,  because 
of  the  extraordinary  low  rate  of  the 
Austrian  exchange  abroad,  in  the  rais- 
ing of  the  price  of  coal  to  180  times  the 
pre-war  price. 

The  bad  business  results  to  which 
this  condition  must  lead  are  indicated 
b}'  the  following  figures  concerning  the 
state  railways  which  form  the  greatest 
part  of  the  Austrian  railway  net  and 
therefore  determine  the  general  pros- 
pect for  the  entire  system.  According 
to  the  preliminary  budget  for  the  pres- 
ent year — definite  balances  have  not 
yet  been  published — an  expenditure  of 
16.6  billions  kronen  stands  against  an 
annual  revenue  of  7.8  billions  kronen 
(chiefly  transport  returns)  so  that, 
including  the  .4billioas  kronen  for  inter- 
est and  redemption  of  railway  debt,  we 
find  a  deficit  of  9.2  billions.  Of  the 
total  expenditure  about  8  billions  kronen 
fall  to  the  share  of  salaries,  etc.,  the 
rest,  to  the  share  of  materials.  Half  of 
this  expenditure  for  materials  is  de- 
signed for  the  coal  for  trains,  and  of 
this,  in  consequence  of  the  bad  rate  of 
exchange,  more  than  three  billions 
kronen  are  accounted  for  in  losses 
caased  by  the  currency  depreciation, 
which  would  be  spared  if  the  peace 
parity  were  reached. 

A  lasting  improvement  in  this  situa- 
tion can  be  produced  only  by  the  recon- 
struction of  economic  life  and  the 
abolition  of  the  impediments  to  traflBc. 
The  Austrian  railways  are  endeavoring, 
either  by  the  utmost  reduction  in  ex- 
penditure or  by  far-reaching  raise  of 
revenue  to  oppose  a  further  diminution 
of  working  capacity  and  revenues. 


Salaries  and  Employment 

The  Austrian  state  railways  employ 
about  90,000  persons.  Of  these  about 
75,000  are  definitely  employed  with 
annual  salaries,  and  15,000  are  assist- 
ants, whose  employment  is  revocable 
and  who  have  only  day  wages. 

The  payment  of  definite  employes 
consists  of  a  regular  salary,  plus  extra 
salary  graduated  according  to  locality; 
that  is,  these  employes  may  be  divided 
into  five  groups  whose  pay  varies  accord- 
ing to  the  price  level  of  the  different 
places  of  employment.  For  instance, 
this  extra  salary  amounts  to  100  per  cent 
of  the  regular  salary  in  Vienna,  and  in 
the  locality  of  the  lowest  paid  group,  to 
only  40  per  cent.  The  wages  of  the  as- 
sistants, too,  differ  according  to  group- 
ing. In  addition,  all  railway  employes 
now  receive  "extra  dearth  remunera- 
tions" by  fixed  rates,  i.e.,  extra  dearth 
remunerations  and  extra  remunerations 
for  the  members  of  the  family,  which 
are  reduced  with  the  diminution  of  price 
level. 

The  payment  of  definite  railroad 
employes  in  the  tenth  year  of  employ- 
ment in  Vienna,  the  family  consisting 
of  a  wife  and  one  child,  amounts  yearly 
(regular  salary,  extra  pay  according  to 
locality  of  employment,  extra  dearth 
remunerations  and  "family-members 
remunerations"  included)  to: 

Kronen 
For  employes  with  academic   training 

(engineers,  etc.) 80.160 

For  employes  with  intermedia te-school 
learning  (employes  in  the  railway 
stations  or   in  the  administrative 

offices) 80.568 

For  engine-drivers 77.404 

For  conductors 73.252 

For  railway  guards 7L888 

The  employes  used  in  the  traffic 
.service,  itself,  are  given  shares  of  the 
working  result,  according  to  their 
different  work,  in  the  form  of  set  prices 
(piece-work) .  Piece-work  is  introduced, 
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particularly  in  manual  and  technical 
work,  as  premiums,  especially  in  the 
actual  traffic  and  train  service. 

All  questions  concerning  the  employes 
as  a  whole  or  in  their  separate  cate- 
gories, or  affecting  the  character  of 
fundamental  regulations;  further,  all 
measures  concerning  social  or  economic 
institutions  for  the  employed,  and, 
finally  and  all  matters  concerning  the 
pensions  of  employes,  are  regulated  by 
mutual  consent  of  the  authority  passing 
the  regulation  and  the  elected  repre- 
sentative of  the  employed. 

As  far  as  the  up-keep  is  concerned, 
long  neglected  during  the  War,  the 
railways  could  make  up  for  the  loss  of 
time,  but  insurmountable  difficulties 
still  prevent  extensive  building  activity. 
Only  the  principal  problems,  such  as 
the  establishment  of  institutions  neces- 
sitated by  the  fixation  of  new  frontiers 
and  new  traffic  directions  and  the 
erection  of  buildings  for  the  employes, 
can  be  considered.  Then,  too,  lines 
must  be  provided  to  meet  an  increased 
pressure  of  16  tons  on  the  axle  (Achs- 
druck)  and  on  main  lines,  20  tons. 

The  traffic  policy  of  the  state  rail- 
ways has  to  some  extent  a  fiscal  char- 
acter, in  that  it  varies  according  to  the 
financial  situation  of  the  state.  The 
passenger  and  the  freight  tariffs  have 
been  raised  at  several  times  and  reach 
a  considerable  height.  The  freight 
tariff  has  already  surpassed  the  world 
parity  (currency  depreciation).  In 
general,  on  the  state  railways  and  the 
more  important  private  lines,  the 
freight  rates  have  increased  150  times, 
the  passenger  tariff,  100  times  the  pre- 
war rate.  Direct  tariffs  for  the  traffic 
with  foreign  countries  could  not  be 
fixed  on  account  of  the  fluctuating 
situation. 

Further,  on  account  of  the  extraordi- 
nary conditions  it  was  impossible  to 
put  into  force,  unreduced,  the  norms 
of  the  International  Convention,  these 


being  in  pre-war  time  the  general  legis- 
lative basis  of  the  international  railway 
freight  traffic.  The  difficulties  men- 
tioned have  brought  about  the  conclu- 
sion of  special  agreements  between 
Austria  and  the  Succession  States, 
providing  for  the  application  measures 
adopted  by  the  Convention  of  Berne 
with  some  exceptions  and  restrictions. 
Only  concerning  the  traffic  between  the 
Austrian  and  the  Czecho-Slovakian 
Republic  was  it  possible  to  put  the 
agreement  in  force  without  restrictions. 

Electrification  Projects  and  the 
Railways 

As  Austria  is  almost  entirely  depend- 
ent for  her  coal  supply  upon  foreign 
sources,  after  the  dissolution  of  the 
Austro-Hungarian  Monarchy  it  was 
the  first  care  of  the  railway  administra- 
tion to  make  use  of  the  inland  water 
powers  for  the  railways.  At  once 
necessary  technical  and  legal  measures 
were  taken  concerning  the  Salzburg- 
Innsbruck-Bregenz  line  to  the  fron- 
tier, the  Tauernrailway  (Schwarzbach- 
St.  Veit-Attnang-Puchheim)  and  the 
Salzkammergutrailway .  The  execution 
of  these  measures  began  immediately. 

In  the  foreground  stands  the  Inns- 
bruck-Bludenz  line  (Arlberg  railway) 
which  is  especially  adapted  for  electri- 
fication because  of  the  intensity  of  its 
traffic,  its  steepness,  the  large  water 
powers  near  to  it,  and  its  long  distance 
from  the  coal  districts.  The  water 
power  works  of  the  Rutz  near  Inns- 
bruck and  of  the  Spullersea  in  Vor- 
arlberg  are  also  destined  for  railway 
use  and  the  work  of  electrification 
has  already  begun.  The  railway 
line  Salzburg-Schwarzbach-St.  Veit  and 
Schwarzbach-St.  Veit-Spittal  at  the 
Millstattersea,  too,  is  to  be  supplied  with 
electric  power  from  the  power  stations 
of  Stubach  and  Mallnitz  and  the 
construction  of  both  stations  has 
already  been  started. 
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The  huilcliiif^  of  electric  engines  has 
begun,  i^assenger  train  engines,  engines 
for  Hghter  ex])ress  trains  and  freight 
trains  (two  ])ut  together  can  draw 
even  the  heavy  trains)  and  freiglit  train 
engines  for  heavy  freight  trains  on  the 
steep  hne  of  the  Arlberg. 

The  financial  issue  is  a  very  difficult 
part  of  the  electrification  problem.  A 
law  provides  for  long  term  investment 
loans,  especially  with  the  help  of  foreign 
ca])ital.  But,  up  until  now,  these 
could  not  be  realized  and,  therefore, 
the  expenses  had  to  be  met  by  govern- 
ment means.  However,  the  State 
Railways  Administration  hopes  that  the 
credit  action  of  the  League  of  Nations 
may  change  the  present  situation  and 
provide  Austria  with  the  means  neces- 
sary for  electrification. 

Inland  Navigation 

Of  the  Austrian  waterways,  the 
Danube  and  some  of  its  tributaries  and 
the  lakes  of  the  Alps  are  used  for  navi- 
gation. But  only  the  navigation  on 
the  Danube  is  of  real  importance. 
The  first  Austrian  navigation  project 
was  the  Erste  Donau-Dampf  schiffahrts- 
Gesellschaft.  It  possessed  at  the  end 
of  1920,  146  steamships  with  69,690 
H.P.  and  887  trackers,  and,  later  on. 
floating  docks,  hoists,  etc.  In  these 
figures  are  comprised  the  ships  on 
which  embargoes  were  laid  or  which 
were  sunk,  during  the  War,  so  that  it 
will  only  be  possible  to  state  the  real 
number  of  ships  after  the  execution  of 
the  Peace  Treaty.  In  the  year  1920 
the  steamships  could  registrate  77,965 
hours  of  passage  and  772,877  kilometers, 
the  trackers,  1,033  kilometers.  In 
1913,  the  last  year  before  the  War, 
these  posts  aniounted  to  272, .'5.56  hours 
and  2,709,310  kilometers  and  4,679,444 
kilometers  of  trackers.  The  passenger 
movement  amounted  in  the  year  1913 
to  741,594  persons.  The  Erste  Donau- 
Dampf  schiffahrt-Gesellschaft  possesses 


shipyards  in  Korneuburg  and  Obuda 
(Hungary),  coal  mines  in  Pecs  (Hun- 
gary), a  railway  line  from  Mohacs  to 
Pecs,  and  further  shi])ping  ])laces  along 
the  Danube;  the  modern  shipping  ])lace 
of  Vienna  is  particularly  remarkable. 

Sea  Navigation 

According  to  Article  225  of  the 
Treaty  of  St.  Germain,  Austria,  having 
no  seacoast  at  all,  yet  has  the  right  to 
hold  a  merchant  fleet  at  sea.  A  law 
dated  March  17,  1921  makes  the 
necessary  legal  provisions  for  its  flag- 
ging right. 

Post 

All  legislation  concerning  the  post 
and  its  administration  falls  w^ithin  the 
sphere  of  the  government.  The.  ad- 
ministration is  led  by  state  officials  and 
the  highest  post  board  is  a  department 
of  the  ministry  for  traffic  and  transport, 
whose  chief  is  general  manager  of  the 
post. 

To  the  post  administrations  of  Vien- 
na, Graz,  Klagenfurt,  Linz  and  Inns- 
bruck, belong  2,100  post  oflSces  and 
2,120  branch  post  offices.  Eleven 
hundred  post  offices  send  rural  post- 
men out  to  carry  letters,  parcels,  etc. 
into  the  country.  There  are  further 
travelling  posts  and  numerous  post- 
men. 

All  post  offices  are  central  receiving 
offices  for  the  post  office  savings  bank. 
Of  these,  1,725  post  offices  attend  also 
to  the  telegraph  and  1,350  to  the  tele- 
phone. The  num})er  of  the  officials 
amounted  on  December  31,  1920  to 
9,091,  of  whom  219  were  versed  in 
jurisprudence  and  22,876  subaltern 
officials,  workmen,  etc. 

Telegraph  and  Telephone 

The  Austrian  telegraph  and  tele- 
l)hone  is  administrated  by  the  govern- 
ment, i.e.,  one  department  of  the 
ministry     of     traffic     and     transport. 
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Directly  under  its  administration  are 
the  chief  telegraph  offices  in  Vienna, 
Graz,  Innsbruck,  Linz  and  Klagenfurt. 
After  the  union  of  the  Burgenland 
(Western  Hungary)  with  the  Re])ul)lic 
of  Austria  according  to  the  Peace 
Treaty  of  St.  Germain,  a  further  chief 
telegraph  office  in  Odenburg  will  be 
added. 

Next  follow  the  independent  tele- 
graph and  telephone  offices.  In  Vienna 
there  exists  a  central  telegraph  station 
with  3G  simple  Hughes  apparatus,  40 
Hughes  duplex  aparatus,  4  double- 
fold  Baudot  apparatus,  3  twofold  Bau- 
dot apparatus,  7  Siemens  telegraph  ap- 
paratus (Duplex),  etc. 

Besides,  there  are  in  Vienna  and  the 
provinces  seventy-six  independent  tele- 
graph offices.  The  whole  net  of  wire 
includes  cables  of  the  length  of  48,000 
kilometers,  covering  distances  of  18,000 
kilometers.  The  telephone  communi- 
cation is  administrated  by  thirty-three 
independent  telephone  offices  includ- 
ing 79,467  main  partners  and  40,054 
secondary  partners. 

Altogether,  11,500  persons  belong  to 


the  telegraph  and  telephone  adminis- 
tration, of  whom  500  are  in  the  ad- 
ministrating and  in  the  building 
service. 

Aerial  Navigation 

The  state  of  aerial  navigation  in 
Austria  has  been  determined  by  the 
Treaty  of  St.  Germain.  According  to 
the  terms  of  this  treaty,  all  army  aero- 
nautic material,  airships,  motors,  han- 
gars, balloons  and  so  on,  had  to  be  de- 
livered to  the  Allied  and  Associated 
Powers  and  those  not  ordered  for  for- 
eign transport,  destroyed. 

Since  Austria  had  no  private  air- 
ships, her  aeronautic  activity  is  at 
present  at  a  standstill.  Its  renewal 
wall  be  possible  only  after  the  removal 
of  the  prohibition  to  build,  to  import 
or  to  export  airships  and  their  parts. 
The  Paris  Conference  of  the  x\llied 
Powers  is  walling  to  give  to  the  Aus- 
trian government  hangars  and  other 
aeronautic  equipment  for  the  supply  of 
four  aviation  fields,  Aspern,  near 
Vienna,  Thalerhof,  near  Graz,  Klagen- 
furt  and  Innsbruck. 


CHAPTER  IX 

The  Manufactures  of  the  Republic  of  Austria 

By  Dr.  Siegmund  Schilder 

Secretary  of  the  Commercial  Musemn  of  Vienna  and  Privatdocent  at  the 
University  of  Vienna 


IN  those  provinces  which  in  Novem- 
ber, 1918,  united  to  form  the  state  of 
German  Austria,  the  later  Republic  of 
Austria,  there  existed  all  sorts  of  manu- 
factures in  pre-w^ar  times,  which  con- 
tinued even  through  the  war.  Simple 
handicrafts  and  repairing  work  were  to 
be  found  in  both  town  and  country, 
beside  gigantic  industrial  concerns, 
such  as  the  Osterreichische  Alpine 
Montangesellschaft    with    its    mines, 


iron  forges  and  iron  industries  in 
Northern  Styria  and  Carinthia;  the 
Aktiengesellschaft  Krupp  at  Berndorf 
for  the  manufacture  of  manifold  ob- 
jects of  base  metals;  the  Steyrer  Waf- 
fen  und  Kraftwagenfabrik,  arms  and 
motor-car  industry;  the  Puchschen 
Fahrradwerke,  motorcycle  works  in 
Graz;  the  Lokomotivfabrik  in  Wiener 
Neustadt;  the  two  railway  carriage 
factories    in    Vienna    and    Graz;    the 
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Voslauer  Kamniixarnspinnerci,  long 
wool  s]nnnin<i  mills,  and  the  large 
breweries  at  Schweehat,  near  Vienna, 
and  at  Puntigam,  near  Graz. 

During  war-time  some  of  these  indus- 
tries such  as  the  metal  and  chemical 
factories,  leather  and  shoe  industries, 
were  particularly  flourishing  inas- 
much as  they  had  to  supply  military 
requirements  and  were  not  totally  cut 
off  from  the  supi)ly  of  raw  materials. 
During  the  War,  also,  several  state 
enterprises  were  added  to  private 
manufactures.  These  state  enter- 
prises were  partly  new  projects  and 
partly  enlargements,  like  the  Arsenal 
in  Vienna,  the  ammunition  works  in 
WoUersdorf  and  Blumau,  etc. 

Between  the  two  extremes,  i.e.,  be- 
tween handicrafts  and  the  great  manu- 
factures, were  large  numbers  of  various 
factories  of  medium  size.  The  War 
put  an  end  to  many  of  these  smaller 
concerns  either  through  their  man- 
agers' being  called  to  arms,  or  through 
want  of  raw  materials;  on  the  other 
hand,  if  their  directors  happened  to  be 
exempt  from  military  service,  or  if 
the  concern  itself  could  be  managed  by 
women  and  did  not  lack  raw  materials, 
many  of  these  medium  sized  manu- 
facturers flourished  as  never  before. 

Effects  of  the  Treaty  of  St. 
Germain 

During  the  War  established  condi- 
tions underwent  a  great  change  which 
manifested  itself  in  the  adaptation  of 
factories  to  the  production  of  war  re- 
quirements, in  the  lack  of  raw  ma- 
terials, in  government  prohibition  on 
the  manufacture  of  luxuries,  etc. 
Then,  after  the  War,  the  distribution 
of  old  Austria  among  the  Succession 
States  by  the  terms  of  the  Treaty  of 
St.  Germain,  in  many  cases  had  a  detri- 
mental effect  on  the  industries  remain- 
ing in  the  Republic  of  Austria.  For 
example,  suflBcient  spinning  mills  and 


finishing  works  but  by  far  too  few 
looms  are  at  disposal  of  the  textile 
manufactures.  The  tanneries  lack  the 
supply  of  skins  and  tanning  materials 
from  the  agricultural  and  forest  dis- 
tricts of  former  Austria-Hungary. 
The  important  iron  mines  and  smelt- 
ing works  in  the  Austrian  Alpine  prov- 
inces miss  the  necessary  coal  supply 
from  the  mining  districts,  which  now 
belong  to  Czecho-Slovakia. 

Still  another  effect  of  the  treaty 
made  itself  disagreeably  felt :  namely, 
the  fact  that  many  of  the  great  manu- 
factures had  always  had  their  seats  in 
Vienna  but  their  factories,  mines,  etc.,  in 
those  parts  of  former  Austria-Hungary 
at  present  belonging  to  Czecho-Slo- 
vakia, Poland,  Rumania,  Jugo-  Slavia  or 
Italy.  In  these  outlying  districts,  as 
it  happened,  circumstances  in  pre-war 
times  afforded  better  prospects  for 
industrial  work:  an  abundance  of  raw 
materials,  semi-manufactured  goods 
and  fuel;  favorable  lines  of  communi- 
cation for  export  trade;  moderate 
wages;  low  land  prices  and  rents; 
occasionally,  also,  a  lower  taxation. 
Very  often,  indeed,  only  the  commercial 
managements  had  their  seat  in  Vienna. 

Manufacture  of  Luxuries  in 

Vienna 

The  disadvantages  of  the  brcaking- 
up  of  the  former  great  Austro-IIunga- 
rian  economic  and  customs  unit  were 
less  felt  by  the  manufactures  of  luxuries 
and  objects  of  art  in  Vienna.  Here  at 
the  Capital,  such  manufactures  derived 
certain  advantages  from  the  general 
conditions  in  the  great  metropolis 
which  were  to  be  found  scarcely  else- 
where within  Austria-Hungary;  i.e.,  an 
innate  and  refined  taste,  a  special  skill 
in  arts  and  crafts,  surroundings  en- 
couraging such  faculties  and  talents 
and  comparatively  wealthy  and  pleas- 
ure-seeking customers.  Vienna,  in 
consequence,  has  Ijeen  able  to  develop 
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art  objects  to  compare  with  the  well 
known  articles  of  Paris.  In  Vienna 
such  products  go  by  the  name  of  fancy 
goods  {Galanieriewaren)  and  comprise  a 
great  number  of  objects  for  daily  use 
and  ornaments  made  of  the  most 
varied  materials. 

Beside  fancy  goods  made  of  leather, 
trunk  articles,  and  saddler's  wares, 
these  are  knick-knacks,  smoker's  req- 
uisites, stationery,  articles  for  office  use, 
cutlery,  decorative  buttons,  lamps  and 
candlesticks,  high  class  toys,  turned  and 
carved  objects  made  of  ivory,  mother 
of  pearl,  tortoise  shell,  horn,  gahalith 
celluloid,  soap-stone,  marble,  fine  wood 
and  base  metals  (especially  bronze  and 
other  alloys  of  tin,  zinc,  nickle  and 
copper)  including  wrought  iron.  The 
objects  of  art  made  of  silver,  gold  and 
platinum  rank  with  the  jewelry  and 
church  vessels  for  the  fabrication  of 
which  Vienna  has  long  been  renowned. 
Another  group  of  art  objects  is  formed 
by  art  fabrics  and  clothes,  elegant 
gowns  and  underwear  for  ladies  and 
children,  carpets,  fancy  shoes,  furs, 
feathers  for  trimming  and  artificial 
flowers,  felt  hats  and  art  needle-work 
on  cambric. 

We  must  further  enumerate  among 
the  manufacture  of  luxuries  at  Vienna, 
musical  instruments  (especially  pianos) , 
billiard  tables,  fancy  stationery,  more 
particularly  notepaper,  envelopes, 
albums,  visiting  cards,  view-cards, 
pictures  and  engravings,  maps,  wicker 
articles,  high  class  furniture,  and  the 
products  of  the  film  manufactures, 
which  have  gained  much  importance 
because  of  the  possibilities  for  exporta- 
tion after  the  War.  For  the  rest, 
manufactures  of  luxuries  are  also  to  be 
found  outside  of  Vienna  in  other  cities 
of  the  Republic  of  Austria,  as  for  in- 
stance, stained  glass  at  Innsbruck, 
potteries  in  Upper-Austria  (Salzkam- 
mergut) ,  wood  carvings  in  a  number  of 
the  Alpine  districts,  etc. 


Another  consequence  of  the  new 
demarcation  of  Austria  was  frequently 
observed  in  certain  branches  of  in- 
dustrial life  which  in  the  times  of  the 
old  dual  monarchy  worked  chiefly  for 
home  markets  in  a  rather  lax  manner 
encouraged  by  protectionism.  These 
manufactures  were  suddenly  turned 
into  export  industries,  within  the 
narrowed  customs  and  economic 
boundaries  of  the  Austrian  Republic. 
It  is  true  that  for  some  of  these  in- 
dustries adaptation  to  new  conditions 
was  facilitated  by  the  fact  that  the  rate 
of  exchange  of  the  Austrian  krone  in 
foreign  countries  dropped  faster  than 
the  wages  and  other  working  costs  of 
the  industries  went  up  in  Austria. 

Foreign  Aid  to  Manufactures 

In  many  instances  not  a  few  foreign 
firms  were  induced  to  avail  themselves 
of  the  Austrian  indastries  for  the  fin- 
ishing up  of  various  raw  materials  and 
semi-manufactured  goods.  For  in- 
stance, German  publishers  made  use  of 
Austrian  printing  offices;  Swiss  packers, 
of  the  slaughter  houses  in  the  Austrian 
province  of  Vorarlberg.  In  the  chap- 
ter on  "Customs  Policy,"  is  given  a 
more  detailed  description  of  this  finish- 
ing up  trade  and  of  the  means  employed 
by  the  government  to  encourage  it 
with  the  help  of  the  customs  and 
credit  policy. 

Besides,  Austrian  manufactures  were 
allowed  to  profit  by  the  short  re- 
construction boom,  which  set  in  im- 
mediately after  the  Armistice  and  ended 
in  the  spring  of  1920  to  make  room  for 
an  international  economic  crisis. 

Austrian  industry  was  the  more  in 
need  of  such  aid  as  it  had  to  labor 
under  a  number  of  very  unfavorable 
conditions.  In  the  first  instance,  we 
must  mention  the  lack  of  raw  material, 
semi-manufactured  goods  and  fuel. 
This,  again,  would  seem  a  consequence 
of    other    grievances,    especially    the 
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limiting  of  the  Republic  of  Austria  to  a 
territory  but  moderately  rich  in  natural 
resources  and  the  political  isolation  of 
Austria,  caused  by  the  policy  of  the 
other  Succession  States,  particularly  of 
Czecho-Slovakia.  It  should  not  be 
overlooked,  either,  that  the  rapid  depre- 
ciation of  the  currency  increased  the 
purchasing  power  of  foreign  countries 
in  Austrian  markets  and  the  conse- 
quent possibilities  of  selling  Austrian 
products,  while  the  purchasing  power 
of  Austrian  manufacturers  for  foreign 
raw  materials  and  semi-manufactured 
goods  was  sensibly  diminished. 

The  Coal  Shortage 

The  shortage  of  coal  was  particularly 
felt  by  those  manufactures  that  use 
coal  as  an  integral  part  of  their  prod- 
ucts, i.e.,  productions  of  calcium  car- 
bide, or  employ  it  in  comparatively 
large  quantities  as  in  iron  mills,  in 
brick  and  cement  yards  (where  coal 
shortage  meant  stoppage  in  the  build- 
ing trade),  in  other  branches  of  metal- 
lurgy', in  the  calcination  of  magnesite, 
etc.  For  almost  a  year  past,  mutual 
compensation  treaties  with  foreign 
countries  have  brought  some  relief, 
for  example,  the  exchange  of  Austrian 
cement  in  Jugo-Slavia  for  the  require- 
ments of  iron  works  ever  since  the 
penetration  of  the  German  Stinnes 
concern  into  the  Alpine  Montangesell- 
schaft.  For  business  reasons  the  haul- 
ing of  iron  ore  in  the  Austrian  Alpine 
provinces  was  limited  to  the  two  most 
easily  excavated  Erzherge  (one  between 
ELsenerz  and  Vordernberg  in  North- 
em  Styria,  the  other  at  Hiittenberg  in 
Carinthia)  by  the  Alpine  Montange- 
sellschaft,  the  most  prominent  of  the 
Austrian  iron  foundries,  although  in 
other  parts  of  the  Austrian  Republic 
important  beds  of  coal  are  to  be  found. 
Beside  the  Alpine  Montangesell- 
schaft,  must  be  mentioned  the  smaller 
iron  foundries  that  have  gained  renown 


throughout  the  world  for  their  first 
quality  steel. 

The  output  of  iron  ore  amounted  to 
two  million  tons  in  the  last  years  be- 
fore the  War  but  has  since  declined 
because  of  the  generally  unfavorable 
conditions  of  the  Austrian  Republic. 
The  same  is  true  in  a  comparatively 
smaller  degree  of  the  production  of  pig 
iron,  which  sank  from  607,000  tons  in 
1913  to  110,000  tons  in  1920,  and,  in 
1919,  even  to  55,000  tons.  In  this  ex- 
tremity, numerous  hardware  factories 
were  forced  to  import  semi-manufac- 
tured goods  from  Czecho-Slovakia  and 
especially  from  Germany.  This  was  the 
case  wi'th  the  very  capable  machine 
works  making  industrial  and  agricul- 
tural machines,  the  works  engaged  in 
the  production  of  rolling  stock,  rail- 
way and  building  materials,  the  motor- 
car and  bicycle  factories,  the  ship- 
building yards  on  the  Danube,  the 
manufactures  of  cutlery,  scythes,  sick- 
les, etc. 

The  Austrian  industries  were  forced 
to  adapt  themselves  to  all  these  unfa- 
vorable conditions.  Apart  from  the 
fancy  goods  industries,  the  scarcity 
and  high  price  of  raw  materials,  semi- 
manufactured goods  and  fuel  limited 
the  manufactures  to  the  production  of 
articles  in  which  the  value  of  raw  ma- 
terial and  semi-manufactured  goods 
falls  short  of  the  value  of  the 
labor  involved.  So  instead  of  leather, 
leather  shoes  were  exported;  instead  of 
any  fabrics,  clothing  and  underwear; 
instead  of  semi-manufactured  paper, 
paper  itself  or  rather  paper-goods, 
stationery,  prints,  etc. 

Domestic  Encouragement 

But  Austria  found  a  way  out  of 
those  difficulties  not  only  by  making 
use  of  capital  and  labor  in  production 
of  high  class  workmanship,  but  by 
giving  preference  to  those  branches  of 
industries  for  which  the  raw  materials 
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were,  for  the  greater  part,  to  be 
procured  at  home  and  to  wliich 
the  problem  of  fuel  presented  no  great 
difficulties.  Here  it  is  well  to  mention 
the  greatest  natural  resource  (some 
deposits  of  useful  minerals  excepted) 
of  which  the  Austrian  Republic  can 
boast — namely,  her  forests.  These 
cover  2.95  million  hectare  (about  7 
million  acres)  and  yield  about  4.6 
million  cubic  metres  of  wood,  over  95 
per  cent  soft  wood.  The  manufacture 
of  wooden  articles  in  Austria  comprises 
all  sorts  of  wares  from  the  simplest 
sawed  and  rough  hewed  goods  to  the 
finest  wooden  fancy  articles  and  carv- 
ings. There  are,  in  addition,  planed 
woods,  veneer  and  timber,  common  and 
select  furniture,  kitchen  furniture, 
wooden  parts  of  tools  and  machinery, 
toys  made  of  wood,  etc.  Wood  is 
further  of  great  importance  to  the 
Austrian  Republic  as  the  raw  material 
for  the  production  of  paper  and  paper 
goods.  All  this  forms  an  integral 
part  of  the  industrial  activity  within 
the  narrowed  boundaries  of  the  Re- 
public of  Austria. 

Minerals  of  Austria 

Ranging  far  behind  wood  with  its 
manifold  uses  and  the  iron  industries 
must  be  named  the  three  principal 
mineral  raw  materials  of  the  Republic 
of  Austria,  magnesite,  graphite  and 
talcum.  Magnesite  is  principally  used 
as  a  raw  material  in  iron  foundries. 
In  consequence  of  various  difficulties, 
the  almost  inexhaustible  deposits  in 
the  Austrian  Alpine  provinces  (es- 
pecially in  Veitsch  and  further  at 
Kraubath,  both  deposits  in  Northern 
Styria)  yielded  an  output  of  only 
9,971  tons  raw  magnesite  and  52,560 
tons  calcinated  magnesite  for  export 
in  1920.  At  present  Germany  is  the 
principal  buyer  of  magnesite,  a  capac- 
ity in  which  the  United  States  had 
appeared  before  the  war. 


Graphite  is  found  in  Styria  (particu- 
larly near  Mautern-St.  Michael)  of  a 
hard  non-sulphurous  kind  which  is 
principally  used  to  make  crucibles  for 
casting  steel.  Besides,  there  are 
smaller  deposits  of  graphite  in  the 
North  West  of  Lower  Austria  (up  to 
Spitz  on  the  Danube)  as  continuations 
of  the  South  Bohemian  graphite  de- 
posits. The  production  of  the  last 
year  of  peace,  191'},  within  the  territory 
of  the  present  Republic  of  Austria 
amounted  to  17,282  tons  and  far  ex- 
ceeded the  home  requirements,  which, 
it  is  true,  are  dei)endent  on  foreign 
countries  for  some  special  grades.  In 
1920,  the  production  of  the  Austrian 
Republic  amounted  to  only  11,500  tons. 

Talcum  is  to  be  found  in  several 
places  in  the  Alpine  provinces  but  in 
especially  large  quantities  and  very 
good  quality  at  Mautern  (Northern 
Styria).  Immediately  before  the 
War  its  output  amounted  to  not  quite 
15,000  tons  yearly.  It  is  not  only 
used  for  home  demand  in  Austrian 
industries,  but  is  also  to  a  great  extent 
refined  for  export  according  to  the 
various  manners  of  its  employment  in 
powders,  paints,  tooth-paste,  as  filling 
material  in  the  paper  industry,  finish- 
ing material  in  the  textile  industry, 
as  non-lubricating  and  polishing  ma- 
terial free  from  fat  in  numerous  indus- 
tries such  as  potteries  and  the  glass 
industry,  etc. 

Not  only  are  the  sources  of  old,  well- 
known  raw  material  energetically  ex- 
ploited in  Austria  but  attempts  are 
made  to  discover  new  ones  or  to  utilize 
others,  neglected  or  less  known  up  to 
the  present.  Apart  from  endeavors, 
dating  back  to  war-time,  thoroughly  to 
investigate  the  nature  and  usefulness 
of  the  abundant  and  manifold  plants 
of  economic  value  found  in  the  Aus- 
trian Alpine  districts,  interest  has 
chiefly  centered  in  the  mineral  re- 
sources.    It    has    for    instance    been 
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possible  since  the  autuinu  of  19'-20  to 
become  independent  of  the  supply  of 
North  Bohemian  caoline  by  the  dis- 
covery of  quite  a  good  (piality  of  this  ma- 
terial in  I  p])er  Austria  and  so  to  lay 
a  foundation  for  china  manufacture 
in  the  Austrian  Republic. 

The  fabrication  of  aluminum  con- 
ducted Avith  the  help  of  the  Alpine 
water  powers  has  suffered  very  severely 
from  the  lack  of  the  raw  material, 
hauxit,  ever  since  the  collapse  of  the 
Monarchy  in  the  autumn  of  1918. 
Diligent  mineralogical  and  geological 
research  succeeded  in  discovering  this 
mineral  in  Upper  Austria  and  Salz- 
burg and  in  stinuilating  a  new  develop- 
ment of  the  aluminum  industry. 

The  gold  mining  which  was  carried 
on  in  the  Alpine  provinces,  especially 
in  Salzburg,  to  a  comparatively  large 
extent  in  the  fifteenth  and  sixteenth 
centuries  fell  into  disuse  later  on,  ow- 
ing partly  to  the  unfavorable  natural 
causes,  descent  of  glaciers,  and  partly 
to  the  expulsion  of  the  Protestant 
miners.  But  in  the  course  of  the  last 
year  gold  mining  has  again  been  taken 
up  with  greater  zeal  as  a  good  capital 
investment  and  met  with  some  suc- 
cess, especially  in  the  territories  of 
Gastein  and  Rauris. 

The  coal  output  which  still  remains 
short  of  the  demand  has  been  raised  on 
the  one  hand  by  the  exploitation  of 
coal  mines  neglected  till  now,  and  on 
the  other  hand  })y  more  intense  ex- 
ploitation of  the  deposits  already 
worked  which  already  show  an  in- 
crease of  from  not  quite  two  million 
tons  in  1919  to  about  two  and  one- 
half  million  tons  in  1920.     It  is  true 


that  for  the  greatest  part  brown  coal 
is  hauled.  The  oil  slate  (Olschiefer) 
deposits  in  Northern-Tirol  which  had 
already  been  exploited  on  a  moderate 
scale  for  some  time  have  been  worked 
more  intensively  ever  since  the  summer 
of  1920.  They  are  to  furnish  the  raw 
material  for  some  chemical  works. 

Nationalization 

During  the  first  two  years  of  the 
Republic  of  Austria  while  the  Social 
Democratic  party  played  an  im})ortant, 
and  sometimes  even  a  leading  part  in 
the  government,  eager  attempts  were 
made  to  create  industries  on  the  basis 
of  nationalization  {Gemeinwirtschaft)  or 
as  half  private  enterprises.  Some 
municipalities  of  larger  towms  that 
are  in  the  hands  of  the  Social  Demo- 
cratic party,  Vienna,  Wiener  Neustadt, 
Graz,  etc.,  have  pursued  this  line  of 
action  since  the  autumn  of  1920  and 
the  same  may  be  said  of  the  organiza- 
tions of  consumers  in  town  and  coun- 
tryside, cooperative  societies  and  agri- 
cultural purchasing  societies.  They 
are  tackling  the  problems  of  the  ex- 
ploitation of  the  water  powers,  electric 
plants,  coal  mines,  mills,  bakeries,  the 
production  of  medicines,  the  procuring 
of  agricultural  implements  and  ma- 
chinery, seeds  and  sundry  other  agri- 
cultural requirements,  the  shoe  indus- 
tries, the  manufacture  of  vSaddles, 
leather  goods  and  the  weaving  and 
making  up  of  textiles,  etc. 

But  none  of  these  attempts  have 
so  far  been  so  greatly  successful  as 
materially  to  discredit  the  old  estab- 
lished system  of  free  capitalistic  initia- 
tive. 
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CHAPTER  X 

Austria's  Trade 

By  IIoFRAT  Professor  Anton  Schmid 

Director  of  the  High  School  of  Commerce  in  Vienna 


TRADE  is  of  decisive  importance 
for  Austria  and  especially  for 
Vienna.  Agriculture  and  mining  are 
unable  to  meet  the  demand  made  upon 
them  by  the  population.  The  manu- 
factures lack  raw  materials  and  other 
means  of  fabrication.  Despite  the 
greatest  exertions  made  by  the  govern- 
ment and  all  classes  of  the  population, 
only  a  comparatively  small  part  of  the 
demand  for  raw  materials  and  manu- 
factured goods  could  be  furnished  by 
home  production.  Through  trade 
alone  would  it  seem  possible,  therefore, 
to  obtain  the  necessary  raw  materials. 
K  amply  provided  with  raw  materials 
Austria  could  also  manufacture  high 
class  specialties  in  fancy  goods  on  a 
large  scale.  In  order  to  dispose  of  this 
surplus  of  production  highly  developed 
trade  would  again  be  needed. 

To  a  certain  degree  the  very  exist- 
ence of  Austria  and  Vienna  can  be  as- 
sured only  by  an  enormous  development 
of  trade  and  commerce.  The  founda- 
tions for  such  a  development  are  already 
laid,  since  Austria  by  geographical  posi- 
tion appears  eminently  suited  to  form  a 
connecting  link  for  the  trade  between 
the  North  and  the  South,  the  West 
and  the  East  of  Europe.  Then,  too, 
Vienna,  beside  all  kinds  of  institutions 
needed  for  carrying  on  trade  and  traf- 
fic boasts,  in  the  first  instance,  banks 
and  other  similar  organizations,  insur- 
ance companies,  communications,  for- 
warding agents,  storehouses,  etc.  Just 
after  the  break-down  of  the  Austro- 
Hungarian  Monarchy  the  natural  and 
historical  importance  of  Vienna  as  an 
international,  financial  and  commercial 


center  in  Central  Europe  re-asserted 
itself  and  has  grown  ever  since. 

When  the  unhappy  War  was  over, 
the  home  trade  found  itself  chiefly 
occupied  with  foodstuffs  and  the  ne- 
cessities of  life.  Very  often  specula- 
tors caught  hold  of  these  valuable 
articles  and  raised  their  price  inordi- 
nately, despite  the  most  severe  pre- 
ventive measures.  This  questionable 
trade,  carried  on  as  it  is  chiefly  by 
foreigners,  injures  the  reliable,  old- 
established  indigenous  merchants  as 
well  as  the  population,  the  economic 
life  and  the  currency;  but  it  will 
doubtless  cease  immediately  when 
necessities  of  life  can  be  thrown  into 
the  markets  in  sufficient  quantities. 

The  weekly  markets  in  the  larger 
towTis,  the  cattle  markets  and  the  trade 
carried  on  by  hucksters  are  important 
for  home  trade.  Owing  to  the  difficul- 
ties of  communication,  markets  and 
fairs  have  gained  in  importance.  In 
Vienna  regular  public  sales  by  auction 
of  objects  of  art,  articles  manufactured 
by  the  arts  and  crafts,  and  antiques 
are  held.  At  the  public  pawn  broker's 
office  and  repository  (Versatz  und  Ver- 
wahramt  Dorotheum)  new  and  sec- 
ond-hand goods  are  sold  by  auction 
almost  daily. 

Most  of  the  commerce  between  the 
Succession  States  and  Austria-Hungary 
is  actually  or  financially  carried  on 
through  the  intermediary  of  Vienna. 
If  the  Allied  Powers  really  mean  to 
keep  up  the  independence  of  Austria 
and  Vienna,  they  can  achieve  this  only 
by  granting  correspondingly  high 
credits,  in  order  to  pay  up  Austrian 


52 


The  Annals  of  the  American  Academy 


currency,  and  by  promoting  Austria's 
manufactures  and  trade  to  the  ut- 
most. Unfortunately,  Austrian  trade 
is  much  hampered  by  various  measures 
adopted  by  neighboring  countries, 
whereas,  perhaps,  if  these  countries  were 
to  study  their  own  interests,  they  would 
guard  the  independence  of  Austria. 

Three  great  valleys  following  the 
main  direction  of  the  mountain  range 
and  four  side  valleys  in  the  Alps,  all  of 
which  are  traversed  by  railway  lines, 
form  the  natural  network  of  traflBc  for 
the  trade  of  Austria.  From  west  to 
east  the  Danube  forms  the  important 
line  of  commercial  communication, 
but  it  is  far  from  having  been  properly 
utilized  because  Austria  could  not 
command  the  necessary  funds  for  en- 
larging the  ports  of  Vienna,  Korneu- 
burg  and  Linz  on  the  Danube  and 
stimulating  the  traflBc. 

Next  to  Vienna  the  most  important 
commercial  centers  are  Graz,  Inns- 
bruck, Linz,  Salzburg,  Klagenfurt, 
Bregenz,  Villach,  Wiener-Neustadt, 
St.  Polten,  Baden,  Steyr,  Wels,  Krems. 

The  most  important  articles  of 
Austrian  trade  are  at  present  as  follows : 
wood  and  wooden  articles,  iron,  and 
iron  mongery,  paper  and  paper  goods, 
(stationery),  machinery,  apparatus, 
textile  fabrics,  clothes,  grain,  legumi- 
nous plants,  flour,  vegetables,  fats, 
fuel,  chemical  products,  mechanical 
instruments,  watches,  leather  and 
fancy  goods  and  the  so-called  "Vien- 
nese articles" — ready-made  clothes, 
furniture,  cars  and  carriages,  leather 
goods,  articles  for  smokers,  works  of 
art,  articles  produced  by  the  arts  and 
crafts  and  cigarette  paper. 

The  imports  arranged  according  to 
quantity  comprise:  coal,  coke,  grain, 
vegetables  and  vegetable  products, 
sugar,  all  kinds  of  foodstuffs,  iron  and 
iron  mongery,  stone-,  china-  and 
glassware,  pottery,  minerals,  mineral 
oils,  raw  materials  for  textiles,  chemi- 


cals, machinery  and  apparatus,  salt, 
raw  materials  and  other  materials  used 
in  manufacture. 

The  principal  articles  for  export  ar- 
ranged according  to  quantity  are :  wood 
and  wooden  articles,  minerals,  espe- 
cially magnesite,  graphite,  lime,  stones, 
ores,  talcum,  iron,  and  iron  mongery, 
offal,  paper  and  stationery,  vegetables 
and  fruit,  machinery,  apparatus,  wear- 
ing apparel,  cars,  chemicals,  books, 
works  of  art,  glass-  and  chinaware. 

Three-quarters  of  the  total  imports 
consist  of  coal  and  coke,  grain,  legumi- 
nous plants,  rice  and  flour.  Sugar 
and  other  foodstuffs  rank  next.  It  is 
most  satisfactory  to  state  the  in- 
creased import  of  industrial  raw  mate- 
rials particularly  cotton,  wool,  hemp, 
jute,  hides,  skins,  tanning  materials, 
India  rubber,  leather,  iron,  raw  metal, 
together  with  a  decrease  in  the  importa- 
tion of  their  manufactured  articles. 
The  rising  importation  of  manure 
salts  and  other  manure  is  also  a  matter 
of  satisfaction.  The  increased  export 
is  in  the  first  place  to  be  attributed  to 
the  greater  exportation  of  wood,  metal, 
ores,  magnesite,  and  further  to  that  of 
cotton  fabrics,  woolen  materials,  hats 
and  umbrellas,  ready-made  clothes, 
stationery,  India  rubber  goods,  shoes, 
furniture  and  other  wooden  articles, 
cement,  hardware,  colors,  soaps,  and 
chemicals  (especially  vitriol  of  copper) . 

More  than  half  of  the  imports  come 
from  Germany,  one-fourth  from 
Czecho-Slovakia,  whereas  one-fourth 
of  the  exported  goods  go  to  Italy,  one- 
fourth  to  Czecho-Slovakia,  and  smaller 
fractions  to  Germany,  Hungary, 
Switzerland,  Jugo-Slavia  and  Poland. 
Unfortunately,  the  large  Viennese 
trade  with  the  western  countries,  with 
Russia  and  countries  overseas,  which 
had  been  flourishing  before  the  War, 
could  not  be  resumed  to  such  an  ex- 
tent as  to  ensure  even  the  most  preca- 
rious existence  for  Austria  and  Vienna. 
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The  transit  trade  is  very  considerable 
in  all  sorts  of  fuel,  cotton  yarn  and  cot- 
ton fabrics,  apparatus,  salt,  foodstuffs, 
sugar,  minerals,  iron  and  hardwares, 
chemicals,  beverages,  wool  and  woolen 
goods,  ready-made  clothing,  stationery, 
glass-,  china-  and  earthenware,  cars, 
mechanical  instruments,  watches,  mat- 
ches, candles,  soaps  and  offal. 

Whereas  in  1919  the  import  came  up 
to  scarcely  40  millions  kronen  and  the 
export  scarcely  to  10  millions  kronen, 
the  import  rose  to  14.5  millions  kronen 
during  the  first  quarter  of  1921  against 
11.4  millions  during  the  corresponding 
period  of  1920.  The  export  rose  from 
1.9  millions  kronen  in  the  first  quarter 
of  1920  to  3.8  millions  in  the  first 
quarter  of  1921,  The  import  showed 
an  increase  of  28,  the  export,  of  100 
per  cent.  But  unfortunately  the  ex- 
port continues  to  form  only  one-fourth 
of  the  import,  whereas  for  the  sake  of 
her  mere  existence  Austria  ought  to 
export  much  more  than  she  imports. 

Only  the  exceedingly  large  finishing 
up  trade,  for  which  America,  England, 
France,  Italy,  Belgium  and  the  Suc- 
cession States  of  Austria-Hungary 
should  allow  her  credits  and  raw 
materials  to  facilitate  the  selling  of  the 
finished  articles  in  their  own  commercial 
centers,  may  help  to  save  Austria  from 
utter  ruin  in  which  Eiu-ope   and  the 


overseas  countries  would  be  involved 
to  a  much  higher  degree  then  it  can  be 
imagined  at  present. 

Vienna's  innate  vitality  has  so  far 
stood  the  severest  tests  very  well  in- 
deed, despite  all  pessimistic  prophecies, 
and  the  Capital  has  developed  into  a 
center  of  trade  and  commerce  for 
Central  and  Eastern  Europe.  The 
most  strenuous  efforts  are  being  made 
at  present  in  thi^  heavily  afHicted  city 
to  arrange  a  fair  on  the  largest  scale. 

But  a  lasting  guarantee  for  the  ex- 
istence of  Vienna  can  be  found  only  in 
its  development  into  a  center  of  transit,, 
with  a  transit  port  on  the  Danube,  as 
many  transit  storehouses  as  possible 
and  other  institutions  for  transit 
trade.  During  the  Great  War,  Vienna 
received  the  fugitives  of  foreign  nation^ 
ality  from  the  North,  the  East  and  the 
South  with  great  hospitality.  It  has 
preserved  peace  and  order  in  spite  of 
the  severest  sufferings  and  the  greatest 
shortage  of  food.  These  facts,  alone, 
would  make  it  particularly  adapted  as 
a  centre  for  international  trade  and 
commerce  and  as  the  meeting  place 
for  international  commissions.  For- 
eign capitalists  wishing  to  invest  their 
money  would  find  in  Vienna  many  op- 
portunities, that  bid  fair  to  pay  rich 
interests  and  gradually  develop  into  an 
excellent  and  lasting  business. 


CHAPTER  XI 

The  Customs  Policy  of  the  Republic  of  Austria 

By  Dr.  Siegmund  Schilder 
Secretary  of  the  Commercial  Museum,  Vienna,  and  Privatdocent  of  the  University  of  Vienna 


THE  trade  and  customs  policy  of 
the  Republic  of  Austria  is  founded 
mainly  on  the  follow  ing  principles : 

1.  The    customs    tariff    of    former 
Austria-Hungary,  dated  February  13, 


1906.  This  tariff  has  undergone  nu- 
merous modifications,  i.e.,  reductions 
or  partial  alterations  through  the  com- 
merce treaties  of  Austria-Hungary 
concluded     in     the     meantime.     The 
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customs  duties  fixed  hy  those  treaties 
are  still  iu  force,  though  quite  a  uumber 
of  the  countries  concerned  have  them- 
selves put  an  end  to  the  treaties  either 
by  considering  them  a  consequence  of 
the  war  or  by  revoking  them.  These 
tariffs  have  been  maintained  by  de- 
crees of  the  former  government,  dated 
October  6,  1914,  and  February  U,  1918, 
in  the  interests  of  the  consumers.  In 
respect  to  those  foodstuffs  that  are  of 
particular  importance  as  exports  from 
Italy,  such  as  dried  fruits,  olive-oil, 
etc.,  article  2'-23  of  the  Treaty  of  St. 
Germain  provides  for  the  maintenance 
of  the  tariff  until  December  16,  192'2. 

2.  Numerous  reductions  of  and  ex- 
emptions from  duties  dating  from  the 
time  of  the  great  war.  These  were 
intended  to  facilitate  the  supply  of 
certain  commodities  which  had  become 
scarce  by  reason  of  the  war,  i.e.,  food- 
stuffs, raw  materials,  semi-manufac- 
tured foods,  cattle  for  farming  and 
slaughtering,  fish,  meat,  cereals,  rice, 
legumes,  flour,  malt,  fruit,  vegetables, 
Italian  })astes,  food  yeast,  sugar,  mo- 
lasses, butter,  artificial  butter  and 
margarine,  cheese,  various  animal  fats, 
condensed  milk,  raps,  lead,  alloys  of 
lead  and  starch. 

3.  Maintenance  by  the  Republic  of 
Austria  not  only  of  these  duty^xemp- 
tions  and  reductions  of  war  time,  but, 
the  economic  situation  getting  worse, 
further  exemptions  and  reductions  of 
import  duties.  The  exemptions  in 
force  in  the  summer  of  1921  included 
the  duties  on  the  following:  chicory 
(for  making  coffee-surrogates),  certain 
coal  tar  oils,  art  prints  and  chromo- 
pasteboard,  paper  for  art  prints  and 
chromo  paper,  raw-tanned  goat  and 
sheep  skins,  cement,  sheet  iron,  iron 
plates  and  hammered  iron,  certain 
kinds  of  iron  rolled  into  wire,  rails  and 
materials  for  fixing  rails,  certain  goods 
of  not  malleal)le  iron  and  certain  goods 
of   malleable   iron.     The   sole   export- 


duty  i.e.,  that  on  raps,  was  considerably 
reduced. 

4.  The  depreciation  of  Austrian  cur- 
rency which  caused  the  payment  in  gold 
of  the  customs  duties  as  fixed  by  a  de- 
cree of  February  13,  1906,  to  become, 
even  during  the  war,  a  problem  rather 
diflScult  to  solve.  (In  October,  1918 
the  quotation  of  the  Austrian  krone 
was  40  Swiss  centimes,  against  105  in 
June,  1914.)  Already  during  the  last 
period  of  the  monarchical  system, 
the  government  had  tried  to  make  up 
for  the  currency  depreciation  in  de- 
creeing on  September  18,  1918,  an 
augmentation  of  the  customs  rates  by 
150  per  cent  in  case  the  latter  were 
paid  in  paper  kronen.  As  the  Austrian 
exchange  was  continually  declining 
till  it  had  reached  the  level  of  not  more 
than  one  centime,  and  the  distress  of 
the  state  finances  was  going  from 
bad  to  worse,  the  Republic  of  Austria 
was  forced  considerably  to  raise  these 
additional  duties  from  time  to  time. 
According  to  the  last  decree,  dated 
April  24,  1921,  the  customs  rates  have 
to  be  multiplied  by  100  when  paid  in 
paper  money.  For  some  groceries,  as 
dried  fruit,  alcoholic  drinks,  dainties, 
textiles,  millinery,  clothing,  precious 
metals  and  jewelry,  gold  watches, 
perfumery,  cosmetics,  the  coefficient  of 
augmentation  is  130,  The  government 
terms  these  goods  "luxuries"  the  im- 
port of  which  by  the  impoverished 
Austrian  Republic  should  be  prohibited 
or  should  at  least  support  high  duties. 

5.  The  fact  that  in  the  former 
Austro-Hungarian  Monarchy  the  tem- 
porary duty-free  import  for  reexporta- 
tion after  refining  the  raw  materials  was 
subject  to  the  proof  of  export  of  manu- 
factured goods  and  much  limited.  It 
was  further  l)ound  to  the  proof  of  iden- 
tity. But  few  exemptions  based  on  the 
privilege  of  the  "equivalent  principle" 
were  granted.  This  reexportation  was 
treated  with  much  more  liberality  by 
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the  Republican  government  of  Austria. 

A  similar  spirit  of  liberality  is  dis- 
played in  the  new  customs  administra- 
tion law  of  June  6,  1920.  This  law  con- 
tains the  most  extensive  concessions 
to  meet  the  requirements  of  the  ex- 
port manufactures  regarding  the  reg- 
ulation of  the  refining  trade.  Among 
other  things,  it  subjects  the  decisions 
of  the  customs  authorities,  to  a  con- 
siderable extent,  to  the  administra- 
tive jurisdiction,  similar  to  an  old 
established  practice  in  Anglo-Saxon 
countries.  Reexportation  of  late  has 
also  helped  the  export  industries 
to  overcome  the  difficulties  caused 
by  the  import  and  export  prohibitions 
of  post-war  time.  The  facilities  of- 
fered to  exportation  by  the  finishing 
up  trade  mentioned,  serve  also  the 
purposes  of  a  new  kind  of  reexporta- 
tion trade,  which  plays  a  prominent  role 
in  Austria  as  well  as  in  other  countries, 
w^hich  have  enjoyed  but  small  credit 
abroad  since  the  year  1919.  This  re- 
export trade  concerns  the  duty-free  raw- 
mat  erials  and  semi-manufactured  goods, 
and  is  understood  to  procure  credits  to 
the  export  industries  for  the  purchase 
of  raw  materials  in  foreign  countries 
with  an  appreciated  currency.  In  return, 
the  creditors  have  a  specially  guaranteed 
hold  on  the  raw  materials  during  the 
process  of  manufacture,  on  the  goods 
made  out  of  them  and  on  the  foreign 
values  that  are  received  for  them. 

6.  A  preference  of  the  Republic  of 
Austria  from  its  very  beginning  to 
pursue  a  policy  of  free  trade.  Its 
capital,  Vienna,  being  far  too  large  for 
so  small  a  country,  it  was  quite  natural 
that  the  Republic  should  in  the  first 
place  try  to  meet  the  needs  of  the 
transit  and  finishing  up  trade.  But 
in  view  of  the  not  over-friendly  at- 
titude of  some  of  her  neighbors  and 
the  Succession  States,  especially  the 
Czecho-Slovakian  Republic  and  to 
seme    extent    also     Jugo-Slavia,    the 


Austrian  Government  had  to  content 
itself  with  issuing  provisional  com- 
pensations or,  at  most,  "contingent" 
treaties  during  the  first  year  or  two 
after  the  Armistice.  Moreover  when 
these  treaties,  as  far  as  they  were  favor- 
able for  Austria,  were  not  observed 
by  her  neighbors  (especially  Czecho- 
slovakia), impoverished  Austria  lack- 
ing the  most  important  foodstuffs  and 
raw  materials  and  totally  disarmed  was 
economically  and  politically  too  weak 
to  oppose  herself  to  their  breach. 
This  situation  became  still  more  aggra- 
vated when  on  June  16,  1920,  the 
Treaty  of  St.  Germain  came  into  force. 
This  treaty  obliged  the  RepubHc  of 
Austria  to  accord  the  clause  of  the 
most  favored  nation  to  all  Allied 
Powers  (including  the  Succession 
States,  Czecho-Slovakia,  Jugo-Slavia, 
Poland,  Hungary  and  Roumania)  in 
respect  to  commerce,  customs  pohcy 
and  personal  rights.  No  reciprocity 
being  stipulated,  Austria  has  no  means 
to  fight  a  tariff  war,  even  if  ever  so 
much  wronged  by  any  one  of  the 
Allied  Powers. 

The  situation  of  the  Austrian  Repub- 
lic was  to  some  extent  improved  when 
the  growing  international  commercial 
crisis  in  the  world's  market,  which 
began  in  the  second  half  of  the  year 
1920,  strengthened  the  position  of  the 
buyer  in  respect  to  the  seller.  The 
commerce  treaties  which  she  concluded 
with  her  principal  neighbors  and  with 
the  Succession  States  are  again  more 
like  the  pre-war  treaties.  The  trade 
with  remote  countries,  especially  the 
oversea  trade  which  had  been  inter- 
rupted by  the  War,  has  gradually 
revived. 

Plans  for  Enlarging  Customs 
Boundaries 

Ever  since  the  proclamation  of  the 
Republic,  plans  have  been  under  con- 
sideration tending  to  amalgamate  the 
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territories  now  forming  the  Republic 
of  Austria  with  some  larger  economic 
unit,  with  one  custom  boundary  in 
common.  One  of  these  plans,  which 
has,  however,  found  but  few  adherents, 
their  number  constantly  decreasing, 
aims  at  the  re-union  into  one  homo- 
geneous economic  whole  of  those  parts 
that  formerly  constituted  the  Austria- 
Hungarian  Monarchy  or,  failing  this, 
of  at  least  its  central  provinces,  com- 
prising the  republics  of  Austria,  Czecho- 
slovakia and  Hungary. 

Aside  from  some  smaller  obstacles, 
this  plan  failed  for  the  following  rea- 
sons: the  desire  of  Czecho-Slovakia 
to  make  Prague  the  political  and  eco- 
nomic capital  of  Central  Europe;  the 
deterioration  which  the  Treaty  of  St. 
Germain  has  produced  in  the  commer- 
cial and  financial  position  of  Austria, 
which  would  involve  Czecho-Slovakia, 
also,  in  case  of  a  tariff  union;  the  diver- 
gence of  the  rates  of  exchange  of  the 
three  countries,  which  would  be  a 
heavy  burden  to  Czecho-Slovakia  and 
a  benefit  to  Austria  and  Hungary;  the 
differences  between  Austria  and  Hun- 
gary on  the  question  of  the  "Burgen- 
land"  (Western  Hungary)  and  the 
contrast  of  the  royalist-aristocratic 
trend     of     Hungary     and     the     re- 


publican-democratic trend  of  Austria. 

Therefore,  from  the  very  beginning, 
the  vast  majority  of  the  population  has 
most  energetically  embraced  the  other 
plan.  After  this  plan,  Austria  being  in 
its  present  shape  almost  entirely  in- 
habited by  a  population  speaking  and 
feeling  German,  would  be  united,  at 
least  economically,  with  Germany. 
Beside  the  argument  of  nationality 
there  is  an  economic  consideration, 
too,  which  speaks  in  favor  of  the 
union  with  Germany.  Heavy  as  may 
be  the  burden  imposed  upon  Germany 
by  the  Treaty  of  Versailles,  the  situa- 
tion of  this  country  maybe  termed  bril- 
liant when  compared  with  that  of  the 
Austrian  Republic.  Further,  Germany 
has  always  shown  a  very  friendly  atti- 
tude in  respect  to  all  questions  of  com- 
merce and  tariff  policy  ever  since  the 
autumn  of  1918,  and  German  capital- 
ists have  invested  large  sums  in  Aus- 
trian enterprises,  especially  in  the  iron 
industry  in  the  North  of  Styria. 

It  is  highly  desirable  that  a  feasible 
plan  shall  soon  be  adopted,  for  the 
economic  situation  of  the  country, 
lacking  the  most  necessary  natural 
resources  and  burdened  with  too 
large  a  capital  city,  still  continues 
very  unsettled. 


CHAPTER  XII 

Social  Policy  in  the  Republic  of  Austria 

By  Dr.  Anton  Hoffmann-Ostenhof 

Vienna 


IX  the  following  pages  we  propose  to 
try  to  give  a  clear  picture  of  the 
present  state  of  social  legislation  in 
Aastria  as  it  has  developed  from  the 
verj'  beginning  of  the  new  Republic. 
Immediately  after  the  War,  in  Novem- 
ber, 1918,  Austria  was  threatened  by 
grave   dangers.     A   multitude   of  sol- 


diers returning  from  the  front  and 
unaccustomed  to  regular  work  flooded 
the  country,  while  the  war  manufac- 
tures had  to  shut  down.  Thus  there 
collected  a  whole  army  of  unemployed, 
and  serioas  outrages  were  to  be  dreaded 
in  view  of  the  excited  state  of  mind  of 
the  population.     It  was  therefore  one 
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of  the  first  duties  of  the  newly  founded 
Republic  to  find  a  remedy  and  to  en- 
able the  unemployed  to  earn  their 
living.  Indeed,  a  few  days  later  an 
unemployed  payment  was  created  with 
great  financial  sacrifices  on  the  part  of 
the  government,  by  which  the  more 
serious  economic  and  social  disturbances 
could  be  avoided.  The  unemployed 
payment  was  at  first  nothing  but  a 
provisional  measure  to  meet  emergency; 
to  carry  it  out,  it  was  necessarj'^  to 
create  a  complicated  new  machinery 
and  to  institute  special  agencies  for  the 
unemployed.  It  devolved  upon  these 
agencies,  in  the  first  place,  to  procure 
suitable  work  for  the  unemployed  who 
applied  to  them;  if  this  proved  impos- 
sible, the  unemployed  payment  was 
granted  out  of  the  public  fund,  if  the 
applicant  had  previously  been  in  a 
situation  which  made  health  insurance 
compulsory.  The  sum  of  the  unem- 
ployed payment  was  proportional  to 
the  daily  insurance  money,  with  extra 
pay  for  the  members  of  the  family. 

As  the  economic  situation  continued 
to  remain  unfavorable,  the  unemployed 
payment  had  to  be  maintained;  but, 
profiting  by  experience,  it  was  reduced 
to  a  legal  basis  and  transformed  from  a 
provisional  emergency  measure  into  a 
lasting  institution  organized  in  the 
form  of  an  insurance  against  unemploy- 
ment. Since  the  new  law  of  1920,  the 
costs  of  the  unemployed  payment  are 
no  longer  borne  exclusively  by  the  gov- 
ernment but,  according  to  the  princi- 
ples of  insurance,  the  employers  and 
employes  are  also  compelled  to  contrib- 
ute to  the  payment.  While  at  first 
allowance  was  made  for  a  critical 
situation  and  an  indulgent  treatment  of 
the  applicants  for  assistance  proved 
necessary,  at  present  the  conditions  of 
unemployed  payment  are  based  by  law 
on  severer  rules  and  its  duration  is 
limited  to  a  certain  date  within  a  year. 
The   unemployed   payment   has    also 


been  extended  to  all  industrial  laborers 
and  employes.  The  amount  of  the 
grant  is  at  present  fixed  in  accordance 
with  the  daily  money  paid  by  the 
health  insurance  in  case  of  sickness; 
the  extra  pay  for  the  family  has  been 
abolished.  Decision  as  to  claims  to  the 
grant  is  regulated  by  law,  and  abuse 
of  the  unemployed  payment  is  provided 
against  by  extens i ve  measures  of  control . 
The  overstraining  of  the  human 
working  power  as  practised  during  the 
War  necessitated  a  series  of  legislative 
measures  all  of  which  tend  to  spare  and 
preserve  the  physical  strength  of  the 
population  and  to  protect  certain  class- 
es of  persons  particularly  in  need  of 
protection,  against  over-exertion. 

The  Eight  Hour  Day 

The  most  important  measure  to  this 
end  is  the  fixing  of  the  eight  hour  day. 
Like  the  unemployed  payment,  this 
measure,  long  demanded  by  the  labor- 
ers, was  introduced  in  the  winter  of 
1918-19  only  by  way  of  trial,  and 
limited  to  the  workmen  in  factories, 
where  it  encountered  comparatively 
small  difficulties.  There,  although  it 
was  impossible  to  form  any  definite 
opinion  owing  to  the  prostration  of 
industrial  life,  a  year  after  the  law  had 
been  enacted  it  was  observed  that  the 
factories  had  so  far  adapted  themselves 
to  the  eight  hour  day  that  its  definite 
institution  could  be  contemplated,  the 
more  so  as  Austria's  neighbors  had 
followed  the  same  course.  The  eight 
hour  day  was,  accordingly,  extended  to 
all  enterprises,  not  only  concerning 
laborers  but  employes  as  well,  by  a 
law  that  came  into  force  in  the  middle 
of  1920.  Under  this  measure,  the 
working  of  overtime  may  be  allowed  by 
the  authorities  to  satisfy  an  increased 
demand  for  production.  By  mutual 
agreement  {KoUektivvertrag)  the  eight 
hour  day  may  be  supplanted  by  the 
forty-eight  hour  week  in  order  to  pro- 
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cure  the  workers  the  advantage  of  a 
free  Saturday  afternoon.  Exceptions 
of  a  general  character  for  certain  groups 
of  enterprises  may  be  fixed  by  the 
Ministry  for  Social  Administration  after 
having  heard  a  council  wherein  em- 
ployers and  employed  are  represented 
in  equal  numbers.  Such  exceptions 
have  been  repeatedly  granted,  espe- 
cially to  meet  the  requirements  of  the 
small  industries  in  the  countryside. 

The  eight  hour  day  was  also  intro- 
duced in  the  bakeries.  The  unsanitary 
conditions  in  this  industry  called  for  a 
special  provision  for  the  workmen. 
Already  during  the  war  when  the  bak- 
ing of  white  rolls  and  bread  were 
stopped,  the  customary  but  much 
opposed  nightwork  had  been  abolished 
to  a  certain  extent.  The  bakery  law 
of  1919  gave  the  prohibition  of  night- 
work  a  legal  form.  With  regard  to  the 
particular  danger  to  health  accompany- 
ing this  work,  the  employment  of 
baker's  apprentices  was  made  subject 
to  medical  certificate,  establishing  the 
physical  qualification  of  the  apprentice. 
The  same  precaution  is  taken  in 
English  legislation. 

Industrial  Protection 

Among  the  persons  most  in  need  of 
protection  we  must  count  the  women, 
juveniles  and  children.  According  to 
the  laws  now  in  force,  women  are  not 
allowed  to  do  regular  industrial  work 
during  the  first  six  weeks  after  their 
confinement.  It  is  forbidden  in  all 
industries  to  employ  female  workers  of 
any  age,  or  male  juveniles  of  between 
fourteen  and  eighteen  years  of  age,  in 
nightwork,  between  8  p.m.  and  five 
a.m.  The  night's  repose  of  these  per- 
sons must  amount  to  at  least  eleven 
successive  hours.  Exceptions  beside 
those  necessary  to  remedy  a  disturb- 
ance in  the  works  or  to  avoid  the  loss 
of  material,  can  be  fixed  by  the  Minis- 
try  for    Social    Administration,    after 


having  heard  the  trade  unions  of  the 
workers  concerned  and  the  associations 
of  the  employers,  if  important  economi- 
cal considerations  or  the  interests  of  the 
workers  should  require  them. 

Detailed  regulations  for  the  protec- 
tion of  children  are  made  by  the  Chil- 
dren's Employment  Law  of  1918. 
This  refers  to  the  employment  of 
children,  boys  and  girls  below  fourteen 
years  of  age,  in  regular  remunerative 
work,  even  when  not  separately  paid. 
The  employment  of  children  before 
their  twelfth  year  of  age  is  prohibited 
altogether  except  for  light  work  in 
agriculture  or  in  the  household,  and 
even  here  permitted  only  after  the 
tenth  completed  year  of  age.  In  cer- 
tain precarious  enterprises  and  in 
dangerous  lines  of  work,  every  kind  of 
child  employment  is  forbidden.  As 
far  as  it  is  possible  under  the  law, 
children  must  not  be  impaired  in  health, 
bodily  or  mental  development,  must 
not  be  morally  endangered,  or  pre- 
vented from  attending  school.  Also 
the  night's  rest  of  children,  their  em- 
ployment on  school  days  and  school 
holidays  and  their  Sunday  rest  are 
regulated  by  this  law. 

In  the  mining  industry,  the  employ- 
ment of  children  and  the  nightwork  of 
women  and  male  juveniles  are  pro- 
hibited just  the  same  as  in  all  other 
industrial  undertakings.  Juveniles  of 
both  sexes  under  eighteen  years  may 
be  employed  in  mines  only  in  such 
manner  as  not  to  injure  their  bodily 
development.  Women  of  any  age 
may  be  employed  in  mines  only  during 
the  daytime;  women  before  their  con- 
finement only  for  light  work,  and  not 
sooner  than  six  weeks  after  their  con- 
finement. Sunday  rest  is  kept  in  the 
mining  industry  in  the  same  manner  as 
in  other  industrial  undertakings. 

Already  in  peace-time  the  legislative 
prot  ect ion  of  persons  employed  in  home- 
work in  Austria  had  long  been  contem- 
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plated.  This  problem  gained  in  impor- 
tance during  the  war  when  numerous 
women  were  employed  as  homeworkers 
in  the  manufacture  of  underwear  and 
uniforms  for  the  army.  The  actual  law 
on  working  and  wages  conditions  for 
homework  presents  itself  as  a  continua- 
tion of  these  endeavors.  This  regula- 
tion is  confided  to  special  commissions 
that,  on  the  whole,  have  the  same  task 
as  a  board  of  wages.  They  fix  mini- 
mum wages  and  may  issue  compulsory 
decrees  regarding  labor  and  delivery 
conditions.  In  addition,  the  law  pro- 
vides measures  to  prevent  economically 
weak  employes  from  being  over-reached 
by  their  employers. 

During  the  rush  work  of  war-time 
it  was  not  always  possible  to  pay  the 
necessary  attention  to  protection  of 
labor  with  regard  to  avoidance  of 
accidents  in  factories.  This  could  be 
secured  only  when  quieter  conditions 
returned.  Connected  with  it  is  the 
reform  of  the  meritorious  institution  of 
factory  inspection  which  has  existed  in 
Austria  since  1883.  By  a  lately  pro- 
mulged  law  its  domain  was  much  en- 
larged, so  that  it  now  controls  not  only 
the  industrial  undertakings  but  also  the 
majority  of  other  enterprises,  such  as 
banks,  theatres,  newspapers,  home- 
work, children's  work,  etc.  That  the 
inspectors  of  factories  may  fulfill  their 
difficult  duty,  a  higher  official  authority 
was  bestowed  on  them,  giving  them 
the  right  to  make  a  recommendation 
in  criminal  cases  concerning  the  viola- 
tion of  the  protection  of  labor,  and  the 
right  to  dispose  independently  in  order 
to  avoid  threatening  dangers  when 
measures  are  necessary  for  the  protec- 
tion of  the  life,  health  and  morality  of 
the  workers. 

The  Arbeiterkammerx  and 
Betriebsrate 

Of  the  whole  social  legislature  of  the 
democratic   Republic   of   Austria   the 


democratic  principle  of  the  worker's 
right  of  determination  is  most  charac- 
teristic. This  principle  is  especially 
realized  in  two  modern  institutions: 
the  Arheiterkammern  (workmen's  cham- 
bers), and  the  Betriebsrate  (workmen's 
councils) .  In  the  Arheiterkammern  the 
workers  and  employes  secure  a  repre- 
sentation of  their  economic  interests 
organized  by  legislature.  Heretofore, 
only  employers  had  possessed  such 
representation  in  the  Chambers  of 
Industry  and  Commerce.  The  Arhei- 
terkammern are  organized  in  analogy 
to  the  Chambers  of  Commerce  and 
Industry.  Their  members  are  elected 
by  the  workers  and  employes.  Their 
task  is,  particularly,  to  give  reports, 
memoranda,  and  proposals  concerning 
the  regulation  and  protection  of  labor, 
workers'  insurance  and  aid  for  workers, 
to  the  authorities  and  legislative  cor- 
porations for  use  in  the  making  of  labor 
statistics,  welfare  work,  etc. 

The  institution  of  the  Betriebsrate, 
or  workmen's  councils,  is  regulated  by  a 
law  in  force  since  the  middle  of  1919. 
With  the  experience  acquired  since  that 
time  it  may  be  said  that  the  fears  of 
this  new  institution  expressed  by  some 
quarters  were  unfounded.  The  Betrieb- 
srate, which  it  is  well  to  discriminate 
from  the  so-called  Arheiterrdte,  promise 
to  become  a  useful  intermediary  be- 
tween the  employer  and  the  employed. 
Fulfilment  of  this  promise  has  been 
facilitated  by  the  fact  that  their  domain 
has  been  strictly  circumscribed  by  law, 
and  that  in  the  event  of  the  springing 
up  of  controversies,  their  decision  has 
been  referred  to  special  boards,  Eini- 
gungsdmter,  which  are  composed  of 
equal  parts  of  employers  and  employed, 
and  are  presided  over  by  an  impar- 
tial jurisdictional  official.  Betriebsrate 
must  be  elected  in  all  factories  and  other 
enterprises  with  at  least  twenty  work- 
men or  employes.  The  number  of  the 
members    of   the   Betriebsrate   varies 
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according  to  the  number  of  the  persons 
belonging  to  the  enterprise;  the  elec- 
tions are  to  be  made  according  to  the 
principle  of  proportional  elections. 
The  Betriebsrate  have  to  further  the 
economic  and  social  welfare  of  the 
employed.  It  is  their  task  to  execute 
the  collective  agreements,  to  control 
their  execution,  to  introduce  new  ones 
after  an  understanding  with  the  trade 
unions,  to  control  the  execution  and 
observation  of  legislative  prescriptions 
on  workmen  insurance,  factory  health, 
prevention  of  accidents,  to  inform  the 
controlling  authorities  if  necessary,  to 
see  that  discipline  is  kept  in  the  factory, 
etc.  The  Betriebsrate  can  be  dis- 
missed only  if  a  legal  reason  exists,  for 
such  dismissal,  and  then,  only  with 
the  consent  of  the  Einigungsamt. 

These  Einigungsamter,  beside  attend- 
ing to  the  tasks  above  mentioned, 
practise  as  Friedensrichter,  (justices  of 
peace),  in  the  settlement  of  controver- 
sies springing  out  of  conditions  of 
labor,  and  can,  if  a  friendly  settlement 
is  not  established,  pronounce  an  award 
which  is  legally  executable,  if  the  parties 
submit  to  it.  Furthermore,  they  are 
registrating  boards  for  collective  agree- 
ments. The  system  of  collective  agree- 
ments which  is  in  use  in  nearly  all 
branches  of  industry  is  registrated  at 
the  Einigungsamt  and  published  by  it. 
The  Einigungsamt  can  also  extend  the 
prescriptions  of  a  collective  agreement 
having  gained  preponderate  importance 
to  other  laV)or  contracts  which  are 
similar  to  those  regulated  by  the  col- 
lective agreement. 

General  Social  Measures 

Beside  the  workers  and  their  em- 
ployes the  clerks  have  also  succeeded  in 
securing  social  improvements.  In  the 
period  at  the  end  of  the  war,  they  were 
protected  against  the  loss  of  their 
positions  by  the  prohibition  of  dismis- 
sal through  employers.     Later  on,  this 


prohibition  was  limited  and  dismissal 
allowed  under  certain  conditions,  espe- 
cially against  the  grant  of  a  compensa- 
tion. Finally,  the  whole  legislation 
concerning  clerical  employes  was  regu- 
lated by  a  new  law.  This  law  perpetu- 
ates the  prescription  that  the  employe, 
who  leaves  his  place  through  no  fault 
of  his  own,  after  having  held  his  posi- 
tion for  some  time,  has  the  right  to  a 
compensation.  Also  the  regulations 
concerning  the  consequences  of  un- 
founded dismissal,  the  terms  of  said 
dismissal,  the  receipt  of  salaries  during 
sickness,  confinement  and  leave  of 
absence,  give  many  advantages  to  the 
employes.  A  special  law  regulates 
paid  leave  for  industrial  workers  who 
have  a  claim  to  from  one  to  two  weeks 
leave  every  year. 

To  the  classes  which  get  a  modern 
social  protection  belong  also  the  house- 
servants,  including  governesses,  pri- 
vate tutors,  etc.  To  these  persons  a 
limit  of  the  daily  working  hours,  pauses 
for  rest,  free  going  out,  yearly  leave, 
assistance  in  the  case  of  illness  have 
been  secured  by  law.  Also  the  sickness 
and  accident  insurance  has  been  ex- 
tended to  the  house-servants. 

On  the  whole,  it  is  planned  to  extend 
the  sickness  and  accident  insurance  to 
persons  who  earn  their  living  independ- 
ently, i.e.,  especially  to  the  workers 
in  agriculture  and  forestry  who  have 
been  excluded  until  now.  Of  partic- 
ular importance  is  the  creation  of  an 
old  age  and  invalidity  insurance,  very 
much  in  demand  for  some  time  by  the 
working  classes,  which,  too,  it  is  planned 
shall  presently  be  extended  to  all  de- 
pendently  working  persons. 

For  the  state  officials  who  are 
particularly  involved  by  the  present 
situation  and  whose  salaries  cannot  in 
consequence  of  the  sad  state  of  public 
finances  keep  pace  with  the  huge 
increase  of  prices,  a  new  kind  of  assist- 
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ance  has  been  instituted  by  a  special 
sickness  insurance. 

Nationalization  Laws 

The  much  discussed  problem  of 
nationalization  has  also  occupied  the 
Austrian  legislation.  The  laws  relat- 
ing to  public  welfare  provide  appropria- 
tion of  economic  enterprises  for  the 
benefit  of  public  corporations  (state, 
province,  municipality) ,  which  shall  be 
executed  with  full  compensation  of  the 
proprietor  according  to  a  well  regulated 
procedure.  Provision  is  made,  further- 
more, for  the  creation  of  Gemeinwirt- 
schaftlicJie  institutions,  a  kind  of  syn- 
dicalism, founded  by  the  state,  province 
or  municipality  and  intended  either  for 
transferring  private  or  public  enter- 
prises to  the  property  or  administration 
of  such  gemeinwirtschaftliche  institu- 
tions or  for  creating  new  enterprises  in 
this  form.  The  net  return  of  these  in- 
stitutions is  divided  between  the  found- 
ing corporation  and  its  workers  and  em- 


ployes, the  share  of  the  employes  being 
allowed  to  reach  one-f  ourt  h  of  t  he  ret  urn . 

With  the  exception  of  some  few  and 
very  moderate  attempts  to  transfer 
public  or  state  enterprises  to  gemein- 
wirtschaftliche institutions,  a  realiza- 
tion of  these  legislative  regulations  has 
not  yet  taken  place.  It  is  quite  certain 
that  it  is  impossible  to  realize  this  plan 
to  a  greater  extent  under  the  prevailing 
diflSculties. 

This  short  enumeration  of  the  most 
important  measures,  may  prove  how 
active  the  Austrian  legislature  has 
been  in  the  last  years  with  regard  to 
social  policy,  and  may  serve  to  show 
what  social  progress  has  been  made. 
That  all  these  manifold  innovations, 
decisive  in  the  development  of  the 
economic  life  could,  on  the  whole,  be 
introduced  without  any  greater  trou- 
bles, gives  evidence  of  the  sound 
judgment  of  all  classes  and  persons 
concerned,  and  permits  a  hope  of  the 
best  for  the  future. 


CHAPTER  XIII 

Government  Organization  for  Social  Aid  in  Austria 

By  Dr.  Robert  Bartsch 

Professor  in  the  University  of  Vienna,  Ministerialrat  and  Director  of  the  Juvenile  Aid 
Department  of  the  Ministry  for  Social  Administration  in  Vienna 


IN  the  following  article,  we  propose 
to  speak  entirely  of  juvenile  aid, 
aid  for  disabled  soldiers,  their  widows 
and  orphans,  and  poor  relief,  since  the 
other  provisions  of  government  organi- 
zation for  social  help  are  to  be  dealt 
with  in  special  chapters. 

Juvenile  Aid 

For  many  centuries  past  it  has  de- 
volved upon  the  Austrian  courts  of 
justice  to  appoint  and  control  guardi- 
ans for  children  who  are  deprived  of 


the  legitimate  guardianship  of  a  father. 
The  courts  of  justice  also  exercise  a 
far-reaching  right  of  control  over  the 
father's.  They  limit  his  power  and 
profiPer  assistance  even  against  the  will 
of  father  or  guardian.  This  jurisdic- 
tional care  for  juveniles  has  quite  re- 
cently been  given  a  wider  compass 
by  the  law  of  1919.  This  new  law 
concerning  juvenile  courts  decrees 
their  jurisdiction  exercised  over 
persons  under  eighteen  years  of  age  to 
be  joint  with  the  jurisdiction  of  the 
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courts  of  wards,  exercised  over  all 
juveniles  in  need  of  help,  particularly 
over  all  waifs  and  strays  or  ill-treated 
children  and  those  in  moral  danger 
from  their  surroundings;  it  gives  them, 
also,  the  right  to  settle  the  abode  of 
children  sprung  from  various  unions 
on  the  part  of  their  parents. 

The  most  serious  defect  of  the  old 
system  was  the  inefficiency  of  guardi- 
ans. These  were  chosen  individually, 
and  the  acceptance  of  the  appoint- 
ment formed  part  of  their  duties  as 
citizens.  Women  were  excluded  from 
this  office  up  to  1914.  The  founda- 
tion of  orphans'  councils  (Waisenrats- 
vereine)  intended  to  assist  the  courts  of 
justice  in  the  control  of  guardians,  did 
not  effect  a  change  for  the  better. 
A  new  and  promising  departure  has 
lately  been  made  in  an  official  guar- 
dianship (Berufsvorinundschaft)  which 
was  recognized  bv  the  civil  code  in 
1914. 

Official  Guardianship 

This  official  guardianship,  is  exer- 
cised by  the  headmasters  of  boarding 
schools  over  the  children  under  their 
charge,  and,  further,  by  societies  and 
public  juvenile  boards  (Jugenddmter). 
The  societies  and  juvenile  boards  are 
either  appointed  as  guardians  by  the 
courts  of  justice  in  individual  cases,  or 
by  virtue  of  a  special  jurisdictional 
authorization,  become  guardians  of 
all  illegitimate  children  within  their 
domain  from  the  moment  of  the  birth 
of  the  child.  What  makes  the  official 
guardianship  so  valuable  is  the  sub- 
stitution of  a  specially  trained  and 
officially  appointed  body  of  guardians 
for  the  frequently  incompetent,  inex- 
perienced and  disloyal  individual 
guardian.  Endeavors  are  being  made 
gradually  to  extend  the  official  guar- 
dianship over  all  illegitimate  children, 
during  the  first  years  of  their  lives,  at 
least;  and,  in  time,  to  institute  it  for 


legitimate  children  where  no  sufficient 
guardianship  on  the  part  of  relatives  or 
friends  has  been  provided  for. 

The  official  guardianship  is  the  basis 
of  the  juvenile  boards  which  have  been 
introduced  into  Austria  during  the  last 
ten  years.  At  first  such  boards  were 
established  by  the  larger  municipali- 
ties. Now,  beside  Vienna,  all  pro- 
vincial capitals  and  some  other  larg- 
er municipalities  boast  them.  The 
provinces  have  also  set  about  estab- 
lishing official  guardianships  in  the 
countryside  which  form  the  basis  of 
the  entire  organization  for  public 
juvenile  aid  in  such  districts.  Some 
years  ago  the  juvenile  board  of  Lower 
Austria  had  attached  official  guardian- 
ships to  all  the  eighty  courts  of  justice 
in  this  province. 

The  official  guardians  not  only  exer- 
cise their  special  guardianship  but  they 
render  every  assistance  to  the  parents 
and  guardians  in  their  districts.  One 
of  their  principal  duties  is  to  see  that 
relatives  fulfill  their  duty  in  keeping 
the  children,  and  that  illegitimate 
fathers  pay  their  alimonies  regularly. 

Infants'  aid  is  closely  connected 
with  the  official  guardianship.  It  pro- 
vides advice  for  mothers  and  issues 
propaganda  urging  mothers  to  nurse 
their  own  babies.  This  propaganda  is 
effectively  supported  by  the  general 
health  insurance  and  the  nursing 
premiums  granted  by  the  sick  funds. 
Thus  it  became  possible  in  Lower 
Austria  which  boasts  of  nearly  two 
hundred  mother's  advice  councils 
(Mutterberatungstellen),  to  reduce  the 
infant  mortality  from  27.81  per  cent 
in  1915,  to  13.2  per  cent  in  1920.  The 
American  Red  Cross  has  recently 
started  an  efficient  movement  to  ex- 
tend the  mother's  advice  councils  and 
the  medical  control,  to  cover  all  infants. 

In  obedience  to  a  law  of  1919  all 
illegitimate,  and  all  legitimate  children 
not  living  with  their  parents,  are  placed 
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under  public  control  from  their  birth 
to  their  fourteenth  year.  This  control, 
which  provides  at  the  same  time  for  the 
physical  and  moral  welfare  of  the  chil- 
dren, further  makes  it  compulsory  for 
all  persons,  other  than  parents  and 
grandparents,  who  wish  to  take  chil- 
dren under  their  charge  to  obtain  a 
public  license.  For  the  education  of 
neglected  children  and  their  detention 
in  reformatories,  an  antiquated  law  of 
the  year  1885  is  still  in  force.  A  pro- 
jected bill  for  a  modern  law  of  educa- 
tion through  social  aid  was  recently 
published  by  the  government. 

Added  to  the  official  aid  of  the  juve- 
nile boards,  which  are  not  spread  over 
the  entire  country,  is  the  voluntary 
relief  work  of  societies  and  institu- 
tions. Some  of  these  institutions, 
particularly  foundling  hospitals  and 
orphanages,  date  back  to  very  old 
times  and  were  founded  as  charitable 
organizations.  Nearly  all  the  more 
ancient  institutions  bear  a  religious 
character. 

Modern  juvenile  aid  began  about 
1900,  when  there  was  observed  the 
dangerous  depravity  of  the  youth  of 
the  larger  towns.  Such  relief  work 
received  an  extraordinary  impetus 
during  the  War.  Numerous  societies 
and  institutions,  day  nurseries,  creche, 
asylums  for  children,  etc.,  were  newly 
founded.  Side  by  side  with  the  nuns 
who  were  the  only  workers  engaged  in 
juvenile  aid  in  former  times,  numerous 
secular  helpers  are  now  being  trained 
in  various  private  institutions. 

The  voluntary'  relief  work  suffered 
particularly  from  the  effects  of  the  War, 
manifested  in  the  depreciation  of  the 
capital  of  charitable  institutions  and 
the  terrifying  decline  in  the  revenue 
from  voluntary  contributions.  This 
falling  off  in  contributions  is  to  be  ex- 
plained by  the  impoverishment  of  the 
former  benefactors  and  the  undevel- 
oped sense  of  social  duties  among  the 


newly  rich.  Consequently,  voluntary 
relief  work  is  to  a  large  extent  carried 
on  with  aid  from  abroad.  Prominent 
in  such  aid  is  the  American  Children's 
Relief  Work,  procuring  a  meal  a  day 
for  several  hundred  thousand  children, 
while  the  American  Red  Cross  pro- 
vides clothes,  underwear  and  other 
materials  from  its  large  supply  depots. 

One  branch  of  relief  work,  chiefly  car- 
ried on  with  aid  from  abroad,  began 
with  a  movement  to  afford  children  sev- 
eral weeks'  stay  in  a  foreign  country  for 
the  sake  of  recreation.  Its  chief  object 
now  is  to  promote  the  foundation  of 
health  resorts  in  Austria  in  order  to 
make  good,  with  all  possible  speed, 
the  harm  done  by  the  blockade,  such 
as  bad  nourishment,  tuberculosis  and 
rickets. 

The  relief  work  for  juveniles  after 
they  have  finished  their  schooling  is 
in  the  hands  of  voluntary  helpers  even 
at  the  present  day.  Some  of  its 
branches,  however,  are  directed  by 
public  boards.  We  must  mention 
here  the  organization  for  advising  the 
young  people  in  choosing  a  profession 
(Beriifsberatung)  which  has  branches  in 
a  great  number  of  public  boards. 

The  cooperation  of  official  and  pri- 
vate relief  work  with  the  courts  of 
justice  in  the  so-called  Juvenile  Courts' 
Aid  is  of  great  moment.  The  juvenile 
courts'  law  of  1919  authorizes  the 
courts  to  avail  themselves  of  the  assist- 
ance of  individuals  and  societies,  par- 
ticularly in  investigating  the  private 
affairs  of  minors,  in  superintending 
and  helping  them  and  rendering  them 
any  assistance  they  may  require  in 
court  proceedings.  A  probation  con- 
trol exercised  by  special  probation  offi- 
cers was  instituted  together  with  the  law 
referring  to  conditional  sentencing  and 
conditional  pardon.  The  Juvenile 
Courts'  Aid  is  administered  partly  by 
the  juvenile  courts  and  partly  by  benev- 
olent societies.     In  Vienna  it  is  prac- 
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tised  by  a  committee  representing 
forty  societies  with  an  office  of  their 
own  at  the  juvenile  court. 

Aid  for  Disabled  Soldiers,  Their 
Widows  and  Orphans 

Aid  for  disabled  soldiers,  their  wid- 
ows and  orphans,  has  been  regulated 
by  a  law  dated  April  25,  1919.  As  far 
as  its  structure  and  technique  are  con- 
cerned, the  law  is  similar  to  that  of 
insurance  against  accidents.  "WTio- 
ever  has  suffered  an  injury  to  his 
health,  either  through  active  war  serv- 
ice or  militarj'  action  of  any  kind,  has 
a  claim  to  an  indemnity  to  be  paid  him 
out  of  the  public  funds.  Should  his 
death  result  from  one  of  the  above 
causes,  the  claim  may  be  raised  by  his 
widow  and  orphans.  In  cases  of  such 
impaired  health,  a  claim  may  be 
brought  in  for  medical  treatment  to 
restore  the  xnctim  to  health  as  far  as 
possible,  and  to  enable  him  to  earn  his 
hvnng;  or  for  obtaining  artificial  limbs 
and  orthopedic  appliances;  or  for 
training  in  some  new  profession  in  order 
to  replace  the  old,  or  to  increase  the 
reduced  capacity  for  making  a  living. 

The  claimant  is  further  entitled  to 
receive  a  monetary  support  during  the 
term  of  his  medical  treatment  or  pro- 
fessional training  and  to  an  invalid's 
rent  as  long  as  his  working  powers 
continue  to  be  considerably  reduced. 
The  invalid's  rent  is  computed  with 
due  regard  to  the  claimant's  previous 
training  and  the  place  of  his  abode. 
Allowance  is  made  for  the  prevailing 
dearth  of  houses.  Besides,  the  claim- 
ant's regular  income  made  during  his 
civilian  occupation  up  to  the  time  of 
his  accident  is  also  taken  into  account. 
The  rent  calculated  in  this  manner  is 
paid  entire  in  the  case  of  the  claim- 
ant's complete  incapacity  to  earn  his 
living.  If  his  capacity  to  earn  his 
bread,  only,  is  reduced,  a  larger  or 
smaller  fraction  of  the  full  rent  is  al- 


lowed in  proportion  to  this  reduction. 

A  claim  to  the  widows'  and  orphans' 
rent  may  be  raised  by  the  widow — in 
some  cases,  even  a  woman  with  whom 
the  deceased  has  set  up  house-keeping 
without  being  joined  to  her  in  a  lawful 
wedlock — by  legitimate  and  illegiti- 
mate children,  by  parents,  grand- 
parents, and  brothers  and  sisters  if  the 
latter  are  orphans.  The  rent  allowed 
them  forms  a  fraction  of  the  full  rent 
granted  to  the  directly  injured  claim- 
ant. The  relations  also  receive 
"burial  money." 

For  the  calculation  of  the  rents  and 
the  enforcement  of  the  law,  disabled 
soldiers'  indemnity  commissions  have 
been  instituted  in  those  provinces  in 
which  the  organizations  of  aid  for  dis- 
abled soldiers,  their  widows  and  or- 
phans, and  juvenile  aid  societies  are 
represented.  Their  principal  duty  is  to 
decide  about  the  existence  and  extent 
of  the  claim  according  to  the  law.  The 
proceedings  are  now  dragging  in  the 
courts  owing  to  the  different  interests 
involved. 

Poor  Relief 

Poor  relief  in  Austria  is  based  on  the 
home  law  (Heimatsgesetz)  of  1863.  By 
this  law  poor  relief  devolves  on  the 
native  community.  Only  in  Lower 
Austria  are  the  communities  of  one 
jurisdictional  district  joined  together 
in  so-called  "poor  districts."  Poor 
relief  consists  of  the  grant  of  the  neces- 
sities of  life,  including  the  costs  for 
sickness,  nursing  and  burial,  and  of 
education  for  the  poor  under  age. 
Claims  on  the  part  of  the  poor  to  any 
special  kind  of  provision  are  not  ac- 
knowledged. The  poor  relief  comes 
into  force  only  where  no  other  kind  of 
help  is  administered.  In  the  relief  of 
the  poor,  numerous  persons  are  en- 
gaged as  volunteers  without  receiving 
any  pay.  In  conformity  with  the 
poor  law,  pecuniary  aid  is  the  last  to  be 
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rendered;  nevertheless,  it  has  in  the 
course  of  time  become  one  of  the  prin- 
cipal forms  of  help  in  the  so-called  out- 
door relief  (offene  Armewpflege) .  The 
existing  institutions  for  indoor  relief 
(geschlossene  Armenpflege) ,  which  pro- 
vides homes  for  the  poor  and  aged, 
are  not  numerous  enough  to  receive  all 
those  needing  them. 

Poor  relief  varies  very  much  accord- 
ing to  the  wealth  of  the  supporting 
commimity;  it  is  better  in  the  larger 
towns  and  bad  in  the  poorer  districts 
of  the  country  side.     One  particular 


drawback  is  the  fact  that  a  person 
may  be  received  in  a  community  other 
than  that  to  which  his  parents  be- 
longed only  after  a  ten  years'  residence. 
A  great  number  of  people,  therefore, 
belong  to  a  different  community  from 
the  one  in  which  they  live. 

The  public  poor  relief  finds  its  com- 
plement in  institutions  and  societies 
of  voluntary  poor  relief.  At  present 
all  these  institutions  are  laboring 
under  a  severe  serious  lack  of  means  as 
far  as  they  are  dependent  on  voluntary 
contributions  or  on  a  capital  income. 


CHAPTER  XIV 

The  Present  State  of  the  Housing  Question  in  Austria 

By  Heinrich  Goldemund 

Civil  Engineer,  Former  Architect  in  Chief  of  the  City  of  Vienna 


STRANGELY  enough,  though  the 
population  of  Austria  has  dimin- 
ished from  6,279,936  in  the  year  1910, 
to  6,057,612  in  the  year  1920,  in  all  the 
seven  greater  towns  of  the  Austrian  Re- 
public, but  especially  in  Vienna,  there 
has  resulted  a  severe  shortage  of  vacant 
apartments. 

In  the  country  since  the  year  1910, 
the  number  of  inhabitants  has  shrunk 
from  3,877,787  to  3,810,667,  a  com- 
paratively small  decrease,  whereas  in 
the  same  length  of  time  the  number 
of  the  inhabitants  of  the  towns  has 
been  reduced  from  2,402,176  to  2,246,- 
950.  This  loss  almost  exclusively  con- 
cerns Vienna,  its  population  having 
been  reduced  from  2,031,421  in  the 
year  1910  to  1,841,326  in  the  year 
1920,  while  the  other  German  Austrian 
towns,  such  as  Graz,  Linz,  Innsbruck, 
and  Wiener-Neustadt,  with  the  excep- 
tion of  Klagenfurt,  show  a  growth 
of  population.  Yet  the  housing  calam- 
ity is  greatest  in  Vienna.  The  diminu- 
tion of  the  population  in  all  German 


Austria,  but  especially  in  Vienna,  is 
compensated  by  an  increase  in  the 
number  of  householders  within  the 
territories  now  comprised  in  German 
Austria.  "V^Tiereas  1,391,230  house- 
holders were  recorded  in  1910,  there 
were  1,444,226  listed  in  1920. 

The  increase  of  householders  is 
limited  to  the  towns,  while  a  small 
diminution  is  noticeable  in  the  country 
districts.  In  Vienna  alone,  the  in- 
crease of  householders  amounts  to 
38,678  while  it  averages  only  14,919  in 
the  other  large  towns.  This  increased 
number  of  householders  which  is  to 
be  accounted  for  by  the  immigration 
of  whole  families  and  the  setting-up 
of  house-keeping  by  numerous  young 
married  couples  (who  were  prevented 
from  doing  so  as  long  as  the  War  was 
on),  does  not  meet  with  an  equal  increase 
in  the  number  of  flats.  As  a  matter  of 
fact  there  has  been  hardly  any  private 
mansion  building  since  1914,  If  any- 
thing, the  number  of  apartments  for 
private  families  has  decreased.     Some 
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have  been  restored  to  their  former  uses, 
and  are  now  occupied  by  offices  of  the 
government  economic  control  depart- 
ments, or  of  newly -founded  business 
and  banking  concerns . 

In  Vienna  about  o"2,000  applicants 
for  vacant  apartments,  among  them 
18,000  whose  claims  deserve  most 
urgent  attention,  have  booked  their 
names  in  the  registers  of  the  municipal 
housing  board.  In  the  other  greater 
towns  of  the  Republic  we  may  reckon 
with  an  urgent  need  for  from  9,000  to 
10,000  dwellings. 

In  this  connection  it  may  be  observed 
that  among  the  working  classes  the 
former  custom  of  sub-letting  rooms  is 
much  less  practiced  now,  whereas  the 
middle  classes  have  taken  it  up  to  a 
wide  extent. 

Rent  and  Housing  Laws 

The  great  demand  for  apartments  on 
the  one  hand,  and  the  total  lack  of  any 
offer  of  the  same,  on  the  other,  entailed 
the  danger  of  a  wild  rent  speculation, 
and  measures  had  to  be  devised  to 
protect  the  less  solvent  part  of  the 
population  against  undue  raises  in  the 
rents  and  against  evictions.  It  was 
therefore  made  compulsory  that  on 
evacuation  all  flats  were  to  be  exclu- 
sively allotted  to  the  would-be  tenants 
through  the  intermediary  of  the  mu- 
nicipal housing  boards.  Moreover,  a 
law  for  the  protection  of  tenants  great- 
ly restricted  the  right  of  landlords  to 
give  notice  at  their  own  free  will  or  to 
raise  the  rents,  and  subjected  this  right 
to  the  control  of  the  newly  instituted 
housing  boards.  Owing  to  these  meas- 
ures the  rents,  contrary  to  the  exor- 
h)itant  demand  of  all  other  commodities 
and  necessaries  of  life,  show  but  a 
moderate  increase,  that  is,  about  50 
per  cent.  At  present  a  raising  of  the 
rents  corresponding  to  the  diminished 
purchasing  value  of  the  currency  is 
being    discussed;     nobody,     however, 


would  dare  carry  it  into  effect,  even 
by  degrees,  for  fear  of  arousing  great 
public  sentiment. 

The  fight  against  the  housing  calam- 
ity throughout  all  Austrian  towns  is 
opposed  by  the  greatest  difficulties. 
The  building  cost  of  residential  man- 
sions has  augmented  a  hundred-fold 
over  1914  so  that  only  a  similar  raising 
of  rents  could  ensure  the  sums  required 
to  pay  for  interest  and  amortization. 
At  such  enormous  rents,  however,  flats 
could  find  no  tenants,  great  as  is  the 
demand. 

State  Encouragement  of  Building 
Enterprises 

The  government  and  the  town  coun- 
cils are  endeavoring  to  encourage 
private  enterprises  in  house  building 
by  granting  subsidies,  and  monetary 
credits,  and  by  charging  themselves 
with  the  payment  of  interest  and  regu- 
lar quotas  towards  redemption.  On 
the  building  of  all  hoases  the  revenues 
of  w^hich  are  too  small  to  allow  of  the 
regular  payment  of  interest  and  re- 
demption quotas,  costs  called  "the 
lost  building  expenditure"  are  al- 
lowed. 

By  a  law  dated  April  15,  1921,  a 
dwelling  and  colonization  fund  has  been 
founded,  which,  through  shares  taken  by 
the  state,  by  employers  and  by  all  work- 
men who  belong  to  the  obligatory  sick- 
ness, old  age  iasurance  and  other  funds, 
will  provide  larger  means  for  social  help. 
The  revenue  of  the  fund  will  amount 
to  about  160  million  kronen  yearly, 
which,  including  the  contributions  of 
the  municipality  and  the  employers, 
will  suffice  for  the  payment  of  interest 
and  redemption  quotas  corresponding 
to  a  building  capital  of  about  3  billion 
kronen.  With  this  sum,  which  will  first 
have  to  be  raised  in  cash  by  the  banks 
and  savings  banks,  could  be  built  from 
5,000  to  6,000  small  dwellings,  consist- 
ing of  one  room  and  kitchen  each,  a 
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number  which,  compared  with  the  de- 
mands for  dwellings,  described  above, 
would  bring  but  little  relief. 

Another  suggestion  to  fiu-ther  the 
building  of  dwellings  by  capitalists  aims 
at  increasing  the  building  of  dwellings 


with  renting  capacities  by  exemption 
of  such  from  all  taxes.  But  the  hesita- 
tion caused  by  the  present  condition  of 
the  public  finances  which  seems  to 
oppose  this  particular  solution,  has  not 
yet  been  overcome. 


CHAPTER  XV 

Criminality  in  Austria 

By  Dr.  Wenzel  Gleispacii 
Professor  of  Jurisprudence  and  Political  Science  at  the  University  of  Vienna 


CRIMINALITY  and  similar  aspects 
of  social  life  are  the  reverse  of 
the  social  and  economic  conditions 
and  the  moral  character  of  a  nation. 
When  a  hea\^  economic  crisis,  the 
dissolution  of  a  great  empire  and  a 
vast  social  subversion  coincide,  crim- 
inality must  increase  and  morality 
decline.  So  far  as  the  social  condition 
of  Austria  is  concerned,  the  unfavor- 
able effects  of  war-time  and  the  issues 
of  both  the  War  and  the  Revolution 
are  also  to  be  included.  Still  further 
ominous  to  social  life  were  the  misuse 
of  army  supplies;  the  enrichment  of 
many  persons  at  the  expense  of  the 
nation,  the  numbers  of  men  who  had 
managed  to  escape  the  army  service 
and  the  excess  of  governmental  pre- 
scriptions, which  often  could  not  be 
kept  and  so  weakened  the  fear  of 
infringing  governmental  authority. 
Disastrous,  too,  was  the  great  disil- 
lusionment of  all  who  had  sacrificed 
themselves  during  the  War,  expecting 
some  reward,  and  who,  when  it  was 
over,  had  only  to  endure  increased 
distress  and  heavier  burdens. 

The  collapse  of  traditional  powers 
and  the  creation  of  a  young  democracy 
were  additional  sources  of  difficulty 
for  the  government  since  the  substitu- 
tion of  a  democratic  republic  for  a 
monarchy    must    inevitably    have    ill 


effects.  The  case  of  the  Revolution 
does  not  afford  a  special  study  of 
criminal  law.  We  can  simply  state 
that  the  abolition  of  the  monarchy 
and  the  institution  of  the  republic 
took  place  almost  without  resistance 
and  bloodshed,  an  adjustment  such 
as  has  seldom  occurred  in  history. 
The  Revolution,  therefore,  did  not 
become  in  Austria,  as  so  often  happens, 
the  starting  point  and  the  contagious 
example  for  blood-shed  and  violent 
deeds.  But,  on  the  other  hand,  the 
Revolution  has  been  hailed,  in  par- 
donable error,  as  liberation  from  every 
authoritj^  as  the  beginning  of  a  time 
when  only  rights  exist,  and  not  duties 
or  regard  for  others.  This  error  is 
pardonable  since  democracy  requires 
the  highest  social  and  national  senti- 
ment, while  the  Austrian  has  scarcely 
been  educated  far  enough  to  become  a 
good  citizen.  He  has  received  no 
training  from  history,  for  at  the  col- 
lapse of  the  old  Austria  its  constitu- 
tional life  was  not  older  than  haK  a 
century  and  the  participation  of  the 
masses  much  younger  still;  or  from 
his  schooling,  for  social  education  is 
almost  totally  neglected  in  the  schools. 
The  error  has  been  further  fed  and 
propagated  by  the  Bolshevist  agita- 
tion and  the  papers  it  controls.  The 
seeds  of  Bolshevism  find  most  fertile 
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soil  iu  the  general  economic  distress, 
in  which  now  this  group,  now  that, 
sees  itself  threatened  by  ruin  if  it  does 
not  try  to  watch  its  own  interest  re- 
lentlessly. 

Increase  in  Criminality 

An  effort  to  describe  the  present 
criminality  in  Austria  must  renounce, 
to  a  great  degree,  any  attempt  to  give 
statistical  figures  as  fundamental. 
Some  few  official  figures  suffice  to 
show  the  increase  of  criminality.  The 
criminal  courts  of  first  instance,  now  be- 
longing to  the  Austrian  Republic,  had 
in  1916  to  deal  with  16,000  crimes  and 
offenses;  in  1918,  with  34,000;  in  1919, 
with  44,000  and  in  1920,  with  64,000. 
Figures  for  the  lighter  offenses  or 
minor  criminality,  wath  which  the  dis- 
trict courts  of  law  have  to  deal,  that  is 
to  say,  minor  robberies,  slight  bodily 
injuries,  insults,  etc.  are  neglected,  but 
their  increase  is  at  least  as  great  as 
that  of  the  graver  criminal  cases. 

Attacks  upon  life  and  body  have 
not  generally  increased,  and  personal 
security  is  not  threatened  to  any  in- 
creased degree;  a  deplorable  increase 
in  brutality  is  to  be  seen  in  the  lack  of 
consideration,  but  it  does  not  end  in 
crimes  of  brutality.  A  very  large  in- 
crease is  to  be  stated  only  in  the  case 
of  abortion.  This  had  already  begun 
during  the  War  and  has  to  be  ascribed, 
in  the  first  instance,  to  the  economic 
distress  and  to  the  impossibility  of 
bringing  up  healthy  children.  At  pres- 
ent, also,  an  increase  in  immorality 
and  thirst  for  pleasure  play  a  distinct 
role  in  Austria's  social  condition. 

Property  Offenses 

The  increase  of  criminality  in  gen- 
eral has  to  be  ascribed  to  the  increase 
in  offenses  against  property.  Now, 
as  before,  armed  attacks  are  seldom, 
but  the  primitive  forms  of  attack  on 
other  peoples'  property,  such  as  theft. 


burglary,  pocket -picking,  theft  in  the 
house  community  and  the  robbery  of 
transport  goods,  are  particularly  fre- 
quent. Here,  too,  the  pressure  of 
economic  distress  is  the  dominant 
factor.  The  freedom  from  the  custom 
of  regular  work  during  the  long  cam- 
paign is  another  cause;  likewise,  a 
wrong  conception  of  the  social  and 
economic  revolutions  and  reform  proj- 
ects. As  often  as  a  thief  attacks 
other  peoples'  property  to  enrich  him- 
self he  admits  the  doctrine  of  private 
property.  But  if  a  revolution  pro- 
ceeds to  expel  whole  classes  of  the 
population  from  their  economic  ob- 
ligation, if  the  common  features  of 
"Nationalization"  are  distorted  and 
used  as  a  means  of  agitation,  and  if 
legislature  and  administration — justly 
or  not — interfere  regardless  of  existing 
rights,  then,  in  immature  and  un- 
trained brains,  may  easily  arise  the 
idea  that  robbery  is  an  almost  author- 
ized way  to  produce  a  juster  distribu- 
tion of  goods.  In  such  a  case  there 
may  arise,  also,  similar  confused  no- 
tions which  remove  or  weaken  the 
restraint  against  robbery. 

This  very  large  increase  in  property 
outrages  endangers  the  whole  economic 
life.  But  already  the  beginning  of  an 
improvement  may  be  acknowledged. 
The  element  of  distress  has  been  some- 
what alleviated  by  the  better  state  of 
employment  in  industry  and  the 
smaller  number  of  unemployed,  while 
a  wholesome  social  reaction  against 
robbery  has  not  been  wanting.  These 
efforts  prove  that  the  majority  of 
the  population  has  remained  sound  or 
that  many,  having  become  wiser  on 
seeing  the  damage  done,  have  begun 
to  clear  their  confused  ideas.  For 
the  future,  all  depends  upon  the  ques- 
tion whether  the  injurious  conse- 
quences of  depreciated  currency  will 
not  lead  to  increase  of  the  impulse 
toward   robbery. 
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Profiteering 

Reaction  against  robbery  is  the  more 
necessary,  as  embezzlement  and  fraud, 
both  offenses  of  economic  hfe,  tend, 
even  under  sound  conditions,  to  in- 
crease with  a  more  lively  intercourse, 
and  therefore  must  increase  in  Austria. 
A  still  greater  danger  are  the  profiteers. 
The  very  beginning  of  the  War  created 
an  economic  situation  in  the  scarcity 
of  and  craving  for  goods,  in  which 
simply  the  lack  of  a  strong  social 
feeling  was  sufficient  to  sanction  Preis- 
treiberei,  usurious  raise  of  prices. 
The  post-war  situation  accentuated 
this  tendency  to  permit  unjust  profits. 
Austria's  inability  to  supply  her  re- 
quirements within  her  own  boundaries, 
the  disturbance  of  all  connections,  the 
isolation  of  Succession  States,  the  con- 
tinued depreciation  of  the  currency 
(interrupted  only  by  a  short  rise  in  the 
rate  of  exchange)  produced  a  quite 
aleatoric  effect  in  economic  life  and 
rendered  it  in  many  businesses,  al- 
most, if  not  quite,  impossible  to  dis- 
cern the  limit  of  just  and  unjust  prices, 
of  allowed  and  unallowed  profit.  The 
legislation  has  struggled  desperately 
since  1914  against  the  nuisance  of 
Preistreiberei.  Beside  Preistreiberei, 
other  dealings  have  been  threatened 
with  punishment:  Aufkavfen,  the  buy- 
ing of  goods  to  hold  until  their  prices 
are  raised;  Kettenhandel  the  passing  of 
goods  through  more  hands  than 
necessary  in  order  that  every  vendor 
of  them  may  make  a  profit  in  raising 
the  price;  Schleichhandel,  forbidden 
trade  with  goods  controlled  by  the 
state.  These  penalties  include  the 
heaviest  imprisonment  and  fines  up 
to  10,000  kronen. 

This  war  of  legislation,  however, 
cannot  be  won,  since  symptoms  of 
economic  illness,  much  as  they  are  to 
be  condemned,  cannot  be  removed  by 
penal  laws.     Beside  the  fact  that  the 


social  reaction  is  weak  at  best,  it  has 
against  it  the  difficulties  of  an  organi- 
zation of  consumers,  the  fear  of  losing 
the  indispensable  purveyors  and, 
finally,  a  large  number  of  those,  who 
have,  themselves,  become  rich  by 
Preistreiberei  and  similar  means  and 
are,  in  consequence,  always  ready  to 
pay  even  extremely  high  prices. 
Preistreiberei,  Kettenhandel  and  spec- 
ulation with  foreign  values  are  typical 
diseases  of  such  times  of  decay.  Quite 
as  much  by  taking  illicit  advantage, 
they  do  wrong  by  undermining  business 
morality,  by  diverting  others  from  their 
honorable  but  less  profitable  work  and 
tempting  them  to  imitation  by  bring- 
ing forth  provoking  luxury  and  de- 
bauchery. 

Political  Menaces 

Beside  the  exploitation  of  economic 
freedom  in  an  increase  of  offenses 
against  property,  direct  attacks  upon 
social  freedom  are  characteristic  of 
the  criminality  of  Austria  at  the  pres- 
ent time.  In  the  struggle  of  political 
factions  to  carry  out  economic  claims 
or  attempts  at  organization,  menaces, 
on  refusal  of  fulfilment  of  duty,  are 
used  with  the  utmost  lack  of  con- 
sideration and,  also,  as  if  they  were 
incontestable,  even  la^'ful  means.  In 
contrast  to  the  perpetrators  of  eco- 
nomic offenses  an  organized  multi- 
tude is  generally  the  subject  here,  or  a 
single  person  only  as  representative  of 
a  group.  Open  violence  occurs  but 
relatively  seldom.  It  is  generally  not 
necessary,  as  the  supreme  power  does 
not  meet  opposition  by  the  means  of  its 
strength  and  as  the  persons  menaced 
lack  organization  or  power  to  make  re- 
sistance. If  this  were  not  so,  many 
crimes  against  the  government  and  its 
agencies  would  presently  ensue.  But 
as  the  supreme  power  intercedes  only 
for  mediation  and  when  it  is  itself 
threatened  tries  to  find  a  compromise, 
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very  often  no  hold  at  all  is  laid  on 
these  attacks  upon  freedom  by  crim- 
inal jurisdiction  and  they  appear  only 
to  a  slight  extent  in  the  statistics  of 
criminality.  But  criminal  phenom- 
ena they  are  nevertheless.  Yet 
some  people  do  not  see  them  as  at- 
tacks on  freedom,  but  even  consider 
that  freedom  itself  is  protected  by 
them;  i.e.,  the  freedom  of  the  group 
or  organization  is  protected  against 
the  menace,  which  lies  in  the  conduct 
of  the  outsiders  or  the  government 
opposed  to  their  interest.  Such  at- 
tacks have  been  called  manifestations 
of  the  birth  of  a  new  conscience  con- 
cerning the  law  and  of  a  new  state  of 
law.  We  should  call  this  oiie  of  the 
false  doctrines  appearing  in  the  gar- 
ment of  sophistry,  which  are  also  to  be 
encountered  in  other  domains  as  mo- 
rality, art,  and  are  typical  of  our  time. 
Does  the  law  not  disown  its  purpose  if 
it  stands  always  on  the  side  of  the 
stronger  ? 

The  condition  described  is  a  transi- 
tion. It  leads  either  to  dissolution  or 
to  an  attempt  to  equalize  without 
beforehand  making  use  of  the  means 
of  menace.  In  this  case  organiza- 
tions are  formed  to  bring  about  com- 
promises. In  spite  of  some  threaten- 
ing and  vexing  details  our  way  leads 
in  the  second  direction.  Some  tend- 
encies toward  it  are  to  be  observed 
in  legislation  and  social  institutions. 
Favorable  evolution,  however,  must  not 
be  too  much  tried  by  the  continuance 
of  the  crisis  or  must  not  be  made  impos- 
siV)le  by  an  accentuation  of  the  crisis. 

Is  this  huge  increase  of  criminality 
chronic  or  sudden  criminality?  And  is 
it  to  be  ascribed  to  habitual  criminals 
or  to  occasional  criminals?  To  be  sure 
the  activity  of  hal>itual  criminality  has 
increased  in  the  Austrian  towns,  es- 
pecially in  Vienna,  at  present  attract- 
ing many  international  criminals.  It 
must  be  remembered,  too,  that  a  large 


part  of  the  fugitives  from  East  Galicia 
and  Bucovina  who  came  during  the 
War  to  Vienna  and  other  Austrian 
towns  continued  to  remain  there  after 
the  War  and  that  many  of  these  stran- 
gers live  by  Kettenhaiidel,  Schiebungen, 
speculations  and  other  dishonest  gain. 
Also  even  if  these  persons  were  con- 
demned by  the  courts  to  banishment, 
the  Austrian  state  w^ould  be  too  weak 
to  actually  expell  them,  especially 
since  the  neighboring  countries  and 
the  native  countries  of  the  criminals 
are  opposed.  But  all  this  does  not 
suffice  to  explain  the  increase  of  crim- 
inality. It  must  be  admitted  that  an 
increasing  number  of  hitherto  honest 
persons  have  fallen  into  crime.  This 
fact  and  the  heavy  criminal  taint  on 
the  youth  of  Austria  are  the  most 
menacing  phenomena.  Next  to  them 
stands  the  heavy  increase  of  prostitu- 
tion among  the  female  youth  which, 
characteristically,  is  generally  prac- 
tised only  as  extra  gain.  Here  is  the 
danger  of  an  ever  spreading  immo- 
rality, a  diminution  of  the  fear  of  crime, 
and  a  criminal  infection  of  the  popu- 
lation. 

Criminal  Legislation 

Criminal  legislation  and  jurisdic- 
tion conduct  a  difficult  struggle  against 
the  increase  of  crime.  If  the  security 
of  the  person  is  protected  as  usual  and 
the  security  of  the  property  not  much 
more  endangered,  this  safety  is  to  be 
ascribed  in  the  first  instance,  particu- 
larly in  the  worst  cases,  to  the  suc- 
cessful activity  of  the  criminal  police. 
The  criminal  courts  are  not  less  over- 
burdened as  means  to  handle  the  ar- 
rests are  insufficient  and  the  prisons 
overcrowded.  The  legislation  tried 
to  help  as  much  as  possible.  It  intro- 
duced Schoffengerichie,  juries  with  two 
elected  professional  judges  and  two 
laymen  judges,  for  all  crimes  and 
offenses  which  do  not  come  before  the 
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courts  in  consequence  of  their  particu- 
lar gravity  or  political  character.  In 
this  manner  the  social  reaction  has 
with  great  success  been  brought  to 
help  the  criminal  jurisdiction.  All 
smaller  crimes  and  offenses  can  be 
judged  summarily  by  a  single  judge 
(up  to  one  year  of  imprisonment). 
Attempts  are  made  to  spare  the  crim- 
inal who  errs  for  the  first  time  and  the 
criminal  whom  it  seems  possible  to 
improve  and  to  set  him  up  by  the  pro- 
bation system,  conditional  discharge 
or  rehabilitation ;  and  to  send  him  who 
repeatedly  relapses,  when  the  penalty 
has  been  payed  off,  for  at  most  five 
years,  to  a  workhouse — an  approach 
to  indeterminate  sentences.  All  this, 
however,  cannot  supply  the  much 
needed  reform  of  criminal  law  and  of 
the  prisons,  which  cannot  be  put 
through  in  consequence  of  the  crisis 
in  public  finances. 

But  even  model  institutions  through- 
out the  whole  criminal  jurisdiction 
cannot  reduce  criminality  to  a  normal 
degree  as  long  as  the  pressure  of  the 


economic  crisis  gives  continued  im- 
pulse to  crime,  and  as  long  as  the 
steadily  depreciated  currency  allows 
the  unscrupulous  to  triumph  and  the 
honest  to  perish.  Still  the  majority 
of  the  population  is  sound.  What 
treasure  of  good  qualities  it  bears,  is 
shown  by  the  resistance  which  it  has 
opposed  till  now  to  the  combination 
of  impulses  to  immorality  and  crim- 
inality described.  These  qualities  are 
showTi,  also,  in  the  beginnings  of  im- 
provement in  the  criminality,  which 
can  be  definitely  stated,  and  which, 
according  to  observations  for  the  first 
quarter  of  19:21,  allow  the  hope  that 
the  height  of  criminality  has  already 
been  passed.  The  moral  soundness 
of  Austria  is  further  proved  by  the 
fact  that  active  Bolshevism,  the  dec- 
laration of  violence  and  crime  as  forms 
of  government,  has  (in  spite  of  many 
attempts  by  foreign  agencies)  been 
unable  to  take  even  a  provisionary 
hold  in  the  Republic.  If  Austria  is 
saved  financially,  the  high  tide  of 
criminality  will  at  once  go  down. 
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for  Social  Aid  in  Austria,  61-65. 

Boundaries  of  Austrian  Republic:  2. 

Capital:  prospects  for  foreign,  in  Austria,  15,  37, 
47. 

Central  Board  for  Protection  of  the  In- 
terests OF  Agriculture  and  Forestry.  The 
Present  State  of  Agriculture  and  Forestry  in 
the  Republic  of  Austria,  6-9. 

Coal:  conditions  in  Vienna,  viii,  19;  dependence 
on  foreign  sources  of.  vii,  15,  18,  42;  diminua- 
tion  in  foreign  sources  of  supply,  viii,  18-19.  46; 
effect  of,  shortage  in  industries,  48;  home  out- 
put, 17;  measures  to  increase,  output,  9,  18; 
monthly  fuel  requirements,  17;  reduction  in 
output,  vi,  viii,  16,  17,  18;  replacement  of,  by 
water  power,  11,  13,  15. 

Coal  Supply  of  Austria  After  the  Revolu- 
tion OF  1918.  The.     Rudolph  Kloss,  16-20. 

Colonization:  9. 

Commerce :  commercial  centers  and  lines  of  com- 
munication, 52.     See  Trade. 

Credit  action,  nccfssity  for  foreign:  20,  22,  51,  53. 

Criminality:  criminal  legislation,  70;  increase  in, 
67;  political  menaces,  69;  property  offenses,  68. 

Criminauty  in  Austria.  Wenzel  Gleispach, 
67-71. 

Currency:  causes  of  depreciation,  v,  vii,  28;  con- 
sequences of  depreciation  of,  20,  22,  34,  71; 
customs  duties  and,  54;  depreciation,  28,  54; 
depreciation,  in  Succession  States,  vii,  28;  im- 
portance of  foreign  credit  action,  to,  20,  22,  51, 
53;  importanc-e  of  stabilization,  x,  32;  necessity 
for  raise  in  Kronen  exchange,  20,  33. 


Currency  Problem  of  Austrla,  The.  Eman- 
uel H.  Vogel,  28-34. 

Customs:  aid  of,  to  finishing-up  trade,  47;  dif- 
ficulties due  to  Treaty  of  St.  Germain,  55;. 
increase  in  rates,  54;  new  customs  frontiers,  ix, 
20,  41;  plans  for  enlarging,  boundaries,  65; 
principles  of  Austria's,  policy,  53-55. 

Customs  Policy  of  the  Republic  of  Austria, 
The.     Siegmund  Schilder,  53-56. 

Czecho-Slovakia:  vi,  vii,  1,  13,  17,  18,  19,  20.  28,. 
35,  41,  40,  48,  52,  55,  56.  See  Succession. 
States. 

Employment:  civil  service,  22;  disparity  of  wage- 
improvement,  x;  increase  in  wages,  x;  per  cent 
of  population  employed,  vii.  See  Social  legis- 
lation. 

Export:  articles  of,  52;  ratio  to  import,  53;  re- 
exportation, 54;  restriction  of,  viii. 

Finances,  public:  budget,  20-21;  deficit,  20,  21, 
24;  expenditures,  21,  22-23;  government  mo- 
nopolies and  enterprises,  23,  24;  national  debt, 
26; revenue,  21.  24-26. 

Finances  of  the  Repubuc  of  Austria,  The 
Public.     Emanuel  Hugo  Vogel,  20-28. 

Forestry:  forest  area,  8,  49;  riches  in,  9,  49;  wood 
export  and,  9. 

Fuel:  monthly  fuel  requirements,  17.     See  Coal. 

Germany:  v,  xii,  2,  18,  20,  48,  56. 

Gleispach,   Wenzel.     Criminality    in  Austria, 

67-71. 
Goldemund,  Heinrich.     The  Present  State  of 

the  Housing  Question  in  Austria,  65-67. 
Government  Organization  for  Social  Aid 

IN  Austria.     Robert  Bartsch,  61-65. 

Hertz,  Friedrich.  Present  Day  Social  and 
Industrial  Conditions  in  Austria,  v-xii;  The 
Water  Power  Question  in  Austria,  9-16. 

Hoffmann-Ostenhof,  Anton.  Social  Policy  in 
the  Republic  of  Austria,  56-61. 

Housing  question:  decrease  in  number  of  apart- 
ments, 66;  increase  in  house-holders,  65;  rent 
and  housing  laws,  66;  state  encouragement  of 
building  enterprises,  66. 

Housing  Question  in  Austria,  The  Present 
State  of  the.     Heinrich  Goldemund,  65-67. 

Import:  articles  of,  52;  burden  of,  trade  on  public 
finances,  20;  exemption  and  reductions  in, 
duty,  54;  ratio  to  export,  53. 

Industrial  Conditions  in  Austria,  Present 
Day  Social  and.     Friedrich  Herz,  v-xii. 
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Industries:  coal  shortage  and,  48;  industrial  pro- 
tection, 58;  nationalization  of,  50;  pre-war  sta- 
tistics, vi,  xii.     See  Manufactures. 

Jugo-Slavia:  vi,  vii,  viii,  ix,  1,  13,  28,  35,  40,  46, 
48,  52,  55.     See  Succession  States. 

Kloss,  Rudolph.  The  Coal  Supply  of  Austria 
after  the  Revolution  of  1918,  16-20. 

League  of  Nations,  v,  x,  20,  31,  30,  33,  51. 

Losses:  in  agriculture,  vi;  in  general  resources,  vi; 
in  industries,  vi,  46;  in  population,  2;  in  rail- 
ways, 40;  in  territory,  vi,  2.  See  Treaty  of  St. 
Germain. 

Manufactures:  coal  shortage  and,  viii,  48; 
domestic  encouragement  of,  48;  effects  of 
Treaty  of  St.  Germain  upon,  46;  foreign  aid  to, 
47;  kinds  and  location,  45;  lack  of  raw  materi- 
als for,  V,  23,  46,  48,  51,  55;  of  luxuries  in  Vien- 
na, 46-47.     See  Industries. 

Manxtfactures  of  the  Republic  of  Austria, 
The.     Siegmund  Schilder,  45-51. 

MiNiaTRT  FOR  Transport  and  Traffic.  Traffic 
and  Transport  in  Austria,  40-45. 

Poland:  17,  28,  35,  46,  55.     See  Succession  States. 

Population:  classification  by  language,  1;  de- 
crease in,  3,  65;  German-speaking,  2;  mortality, 
4-6;  structure  of,  with  respect  to  age  and  sex,  5. 

PoPUL.\TION   OF  THE  AuSTRL^.N  REPUBLIC,  ThE. 

Wilhelm  Winkler,  1-6. 

Post,  telegraph  and  telephone:  44. 

Present  Day  Socx.m.  and  Industrial  Condi- 
tions IN  Austria.     Friedrich  Hertz,  v-xii. 

Present  State  of  the  Housing  Question  in 
Austria,  The.     Heinrich  Goldemund,  65-67. 

PuBuc  Finances  of  the  Republic  of  Austria, 
The.     Emanuel  Hugo  Vogel,  20-28. 

Railways:  budget  figures  for  state,  42;  electrifica- 
tion projects  and,  12,.  43;  new  frontier  lines  and 
the,  41 ;  reduction  in  traffic,  40,  41 ;  salaries  and 
employment,  42;  total  railway  net,  40. 

Rate  of  exchange:  vii,  20,  22,  28,  29,  30,  31,  33, 
36,  37. 

Resources:  dependence  on  neighboring,  viii,  xii, 
20;  lack  of  raw  materials,  v,  23,  46,  48,  51,  55; 
mineral,  49;  possibility  of  maintenance  by,  vii, 
xii;  restriction  of,  vi;  wood,  49.     See  Forestry. 

Revolution:  xi,  2,  16,  17,  18,  19,   45,  67. 

Schilder,  Siegmund.  The  Customs  Policy  of 
the  Republic  of  Austria,  53-56;  The  Manu- 
factures of  the  Republic  of  Austria,  45-51. 

ScHMiD,  Anton.     Austria's  Trade,  51-53. 

Social  aid:  juvenile  aid,  61-64;  poor  relief,  64;  for 
soldiers,  their  widows  and  orphans,  64. 


Social  Aid  in  Austria,  Government  Organiza- 
tion FOR.     Robert  Bartsch,  61-65. 

Social  legislation:  eight  hour  day,  57;  general  em- 
ployment measures,  60;  industrial  protection, 
58-60;  unemployed  pajTnent,  57.  See  Social 
aid. 

Social  Pouct  in  the  Repubuc  of  Austria. 
Anton  Hoffmann-Ostenhoff,  56-61. 

SoKAL,  Max.     Austrian  Banks,  34-40. 

State:  debt,  26;  encouragement  of  building  enter- 
prises, 66 ;  measures  for  social  and  industrial  re- 
lief, 57-60;  monopolies  and  enterprises,  23,  24; 
nationalization  policies,  50,  61.  See  Finances, 
Social  aid. 

Railways:  deficit  in  budget  of,  42;  electrifica- 
tion project,  12,  43;  extent  of,  40;  water  power 
survey  of,  10.     See  Railways. 

Succession  States :  economic  seclusion  and  effects, 
vii,  viii,  ix,  16,  20,  32,  35,  41,  46,  48,  52,  53,  55. 
56;  monetary  separation  and  currency  depre- 
ciation, vii,  28. 

Tariff:  maintenance  of  Treaty  of  St.  Germain,  54; 
reductions  and  alterations,  53.     See  Customs. 

Taxes:  24-26,  21. 

Trade:  commercial  centers,  52;  disproportion  be- 
tween imports  and  exports,  v,  53;  finishing-up, 
47,  53,  55;  importance  of,  to  existence  of  the 
Republic,  51;  necessity  for  free,  vii,  ix,  55; 
policy  of  exclusion  in  Succession  States,  vii,  ix, 
52;  profiteering,  ix,  x,  33,  69,  70;  revival  over- 
seas, 55;  transit  trade,  53.  See  Commerce, 
Customs. 

Trade,  Austria's.     Anton  Schmid,  51-53. 

Traffic  and  Transport  in  Austria.  Compiled 
by  the  Ministry  for  Transport  and  Traffic, 
40-45. 

Transport:  aerial  navigation,  45;  railways,  40-43; 
waterways,  44. 

Treaty  of  St.  Germain:  Austrian  losses  due  to, 
vi,  2.  7,  10,  20,  40,  46;  effect  on  industries,  46; 
effect  on  railway  traffic,  41;  effect  on  trade  and 
commerce,  54;  liquidation  forced  by,  31,  32; 
monetary  obligations  laid  upon  Austria  by,  27; 
provisions  of,  for  water  power  development,  15. 

United  States:  political  disinterestedness,  xi; 
relief  measures,  v,  6,  63. 

Vienna:  banking  and  exchange  in,  36;  coal  con- 
ditions in,  viii,  19;  housing  question  in,  65; 
manufacture  of  luxuries  in,  46;  profiteering  and 
new  financial  .schemes  in,  ix,  x,  33,  69,  70;  pub- 
lic sales  in,  51;  reduction  of  population  in,  3, 
65;  as  trade  center  and  clearing  house,  ix,  xi,  51, 
53;  water-coal  substitution  schemes  in,  13. 

Vogel,  Emanuel  Hugo.  The  Currency  Prob- 
lem of  Austria,  28-34;  The  Public  Finances  of 
the  Republic  of  Austria,  20-28. 
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Water    power:    coal    replacement    by,    11,    13,  fication  project  of  State  Railways  Administra- 

15;  electro-chemical  prospects,  11,    IC;   prog-  tion,  12,  43;  Ybbs  station,  13. 

ress  in    hydro-electricity,    1),     11;    prosix-cts  AVatkr  Power  Question  in  Austria.     Fried- 

for  foreign   capital,  15;    som-ccs    and    yields,  rich  Hertz,  9-l(). 

10  Winkler,   Wilhelm.     The  Population  of  the 
projects:  Danube  and  other,  H-15;  c]c(  tri-  .\ustrian  Republic,  1-6. 
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